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ACTION 

NATIONAL SECL:RITY COUNCIL 

WASHINGTON, D.C. 20504 

May 24, 1996 

MEMORANDUM FOR SAMUEL R. BERGER 

FROM: ALAN KRECZKOfl~ 
SUBJECT: Iran Executive Order 

' 
Attached at Tab II is a new Iran E.O. prepared by interagency 

3679 

lawyers (Commerce, State, Treasury, Justice, NSC) to implement 
the two decisions you and Dan Tarullo made concernin~ 
interpretation of the. existing E.O: (1) exports fto~ the U.S. to 
third countries, if specifically known that the export will be 

·-incorporated into foreiqn-made products for re-export to Iran, 
are prohibited, and (2) u.s. expatriates cannot deal: in exports 
to Iran. 

On the former, it is understood by all agencies that you and Da~ 
endorsed the State Department proposed 10% de minimiS exception. 
-- exports will be permitted, even for knowing inc6rporation 

I . 

overseas into goods destined for Ir~n, where U.S. corttent will be 
less than 10% of final value of product. This would .be 
implemented through a Treasury regulation. It is als.o understood · 
that there is an inventory- exception -- exports se!lt 1to a 
Europea.n company known to have dealings with Iran eire allowed as 
long as that company does not predominantly deal with Iran. 1 

Also, it is understood by all that the rule concerning re-exports 
by foreigners that existed under the prior E.O; is u~changed. ·· 
(This is very important to Reinsch). 

Agency lawyers made clear they would need to.secure their policy 
concurrence after you cleared off on our work. I suggest as a 
next step that you send the E.O. with a short explanatory note to 
Reinsch, Talbott and Sununers seeking their concurrence (Tab I) .. 
Thereafter, we can put the E.O to the President thtough OMB. 

There is· continued grumbling at the working level about thrP.e 
second-tier issues. I do not know whether a principa~ will see. 
them as significant enough to raise with you, but you: should be 
aware of them. 

First, Treasury/OFAC quest oned the w'sdom of the io%:de minimis 
exception on knowing· re-ex~~DV' said it sends q;onfusing 
signals to US companies -- ~- ~E message, th~t a little bit 

! • 



. 2 

of business with Iran is OK?" (Both State and corninerce support 
the 10% exception on the understanding that this is intended tci. 
keep U.S. companies from being cut out of supplying inputs to 
European manufacturers who export throughout Europ~:and the 
Middle East~) · ' 

' 
Second, OFAC questioned continued reliance on a "one-stop" 
shopping approach to licensing. OFAC licensing is complicated by 
the fact that the order has been (and remains) strudtured so that 
OFAC cannot grant a license for something which Co~'.erce would 
have been precluded from licensing. Th~ intention: i~ to make 
clear that the USG will not use a s"'.ift·in licensihg (from 
Commerce to· Treasury)· to avoid the legal prohibitions. on certain 
trade with Iran imposed in the NDAA. The problem, apparently, 'is 
that the NDAA is very complicated to apply. When Treasury trie's 
to apply it, they end up having to work closely with Commerce. · 
Treasury has suggested that it would be better for; license 
applicants to go directly to Commerce for the licens~. Commerc,e 
replies that most license applications only partially·affect the 
NDAA. Directing such exporters to Commerce would require them to 
get part of their license from Commerce and part f±·om· Treasury, 
and gen~rate industry confusion. 

1 

Both Commerce and Treasury agree that the systemshou~d be chosen 
which is most industry friendly since We are talking ~ere only 
about process and not licensing result. .commerce believes 
strongly that the "one-stop shopping" procedure foiloWed the past 
year is most efficient. Treasury, at least at the:oFAC level, . 
seems to disagree. Again, however, it is not cleat t~at an issue 
like this will rise to the Swnmers level. (I would leave the 
system at "one stop shopping," have Treasury continue in the 
lead, and just tell Treasury and Commerce to improve t:heir 
consultative process withi~ it.) 1 

• 

I 
In any event, the resolution of this.issue is unaffect~d by the 
E. 0., which by its terms can accommodate either outcom:e. 

Third, Commerce working. level continues to grumble. about the fact 
that you decided (see E-mail at Tab III) that the provis' .. 
re-exports would apply to in-country transfers as well~ Rienscn 
asked me to confirm that you had considered the E.T. a$pects of· 
this, which I. did. State argues that the risks of diversion 
would be significant if the E.O. permitted a Frenc0 co~pany to 
transfer a terrorism- or proliferation-controlled item•to an 
Iranian-controlled·entity, just because the Irania~-controlled 
entity wa's. located in France. . 

Concurrence by: Steve elen (subs) 

.RECOMMENDATION 
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·That you sign the memo at Tab I forwarding the new: :g:.o. to 
Commerce, State and Treasury. 

Attachments 
Tab I Memorandum for Reinsch, Talbott and Summer·s 
Tab II Draft E.O. 
Tab III E-mail 

cc: Dan Tarullo 



Kreczko, Alan J. 

From: 
To: 

Cicio, Kristen K. 
Kreczko, Alan J. 

Cc: 

Subject:· 
Date: 

/A, Record at A1; Bass, Peter E.; Cicio, Kristen K.; Grummons, Stephen A.; Poneman, 
Daniel B.; Veit, Katherine M.; Walsh, Helen C.; Wiley, Mary.,C.;~EGAL- Legal Advisor 
FW: Iran E.O. [UNCLASSIFIED) ~<;;.SIDE:.tv:?·1A" 
Saturday, May 18, 199610:35AM ~ q : '1< 

. 0 . <;.. 
1- £1) tP sa-
z {,\)- I c ~· .. 

fo.j ~.) 

From: Kreczko, Alan J. 
To: @UP - APNSA Special Assistants 
CC: /A, Record at A1; Grummons, Stephen A.; Poneman, Daniel B.; Walsh, Helen C.; @~EGAL- Legal Advisor 
Subject: FW: Iran E.O. [UNCLASSIFIED] 
Date: Thursday, May 16, 199612:15 PM 

Please pass to SB: 

You asked for a status report on Iran EO, and in particular whether Bill Riensch now accepted the decisions you 
and Terullo made. 

we·had a follow-up drafting meeting on the EO yesterday, and expect to conclude the redr.aft on 'Tuesday of next 
week. · 

Commerce lawyers said Reinsch was relieved to here what you had not addressed (the 1 O% rule in the re-export 
context). They were not categoric that Reinsch therefore accepted the decision, saying Re.insch wanted to·see 
the actual E.O. before pronouncing. However, that was the implication. : · 

In drafting the new E.O. three policy issues have arisen. Please provide guidance: 

A. How to "present" the new E.O. - is this a clarification of the old E.O. or an extensio~ of it? 

My impression from conversations with you is that you saw your decision as merely confirmjng what we believed 
POTUS to have decided last year, in face of an ambiguity in the text of the E.O. That is State Department's 
preferred characterization as well. Commerce and Treasury will defer, but did want me to flag to you whether it 
would be useful on the Hill to portray this as a new anti-Iran action. I'm proceeding in the drafting on the "clarify" 
rather than "extend" basis. i 

__ .Agree ..:_ __ Disagree 

B. The 10% insubstantial content rule. 

As noted in last week's E-amil (below), the State Department, in a spirit of accomodati~n wi~h Commerce, · 
modified its own position to suggest that exports from the USG would not be prohibited, even if known that they 
will be incorporated in a third country into a product destined for Iran, provided the final prod~ct is less than 10% 
US content. Although Treasury had not objected to this proposal, they are now saying it presents enforcement 
difficulties - how will a US exporter know whet third country produce will .exceed 10% US? I 
agree there may be enforcement difficulties, b n~?e case with a "knowing standard" and if the 
exporter doesn't know, the export isn't preclud ~e]!'n1 ortantto Commerce'. I w9uld therefore intend 
to tell Treasury that we're sticking with this part of the decision, no ithstanding possible enf0rcement difficulties. 

Page 1 



___ .Agree 

~:fi.@P..Q!J.& 

____ Disagree: 

I 

J..a..mdicatembe~Beiosch~w.aSJ:relievediltOllearn~tllat-:.wezare~not:changing··the3rule<r¢g~-ra~ree~-= · 
Tha~thtf<sltaattoruw.~JJl<it.li!.§.dt~P.(:)rter~;;sendstanrexpor.tc.(e;g~a!COmpoteMn"Od"em)tfira"thir&-oountrr(eig,. 
·F.-tance)jllwitllout.an~advance.l<nowledge.that\therlterrr-wouldrbe~incoll)oratedtinto:aflt.~terh.to,be.,reexi'>OJ:ted..t9 
lrarnmtlnder-"existing~:rules9,the:Erench•importer;mli!W6'fif5r.getb'a~license~to~:send.tllafiaal)pro.dueh(En~·&o . 
comR.ute.J:)i.J.Q,,!(a.!J,~.!t(lUtl~~.mP..~J.~ .• a.~r:ttr~~d:ite~~~ndo~·2)the~ws~co~tent~(bere~th~mooem)naxc~ds..~Q~~'.I:•· 
of,valu8).aodillilelU.&co!:ltentr.ls~t:~S=controlredrttemS?"-Tti!S'-liS'the';"a·greed•pesitton~owreexp9~1'1"re';gggstioRttS~· 
wnetbe.~a~t~f.JMiuWj!t!lOt§£~.P~~~~YtHi9.:&r~~o~roJ.IQd<e.btltv.J~a..Kc§!emQ~,.or,.,wbeJbe,r,tt..l§..~ 
.::C§r~Q9Jt~Qdf.dbl.~.~:t.6IM~i!J . . . 

. . 

.Statas~~z§§i:~~JllJlJl;ir.ttraPstatettrarrstersh1Rilcfb~cmsioerec:t•~re-=expar:wsin~wGo.le..Q1tf,Q9§,~, 
ordewts;.to. pre.~IY§PJl~!iht9.Jcan.-:ztlfliheyr.argae>tt·makeffi6'pollcy1sense·.to'J)recludera~tr~nsfelhfrom,atEr.e.fl.£[ 
CQID~~tlOJ.V.Oatrol!ed,companYK"In'Gen:nany:t(whichvaiPagrea...w~IO.~r.eeludea)flt<b!;!t.JQ"" · 
p_am:~il:utlli!..fdWlg_Q££mg.9!)y~ll~sama-itermtaran~lrani!mlcontroUed,company;;in~lifJ:!.O®m:~t€l.~U]~ 
if~tbtir.ICWilia~Ql(Q)~Jt&Q.mpAJJy~ionfiranca.saughil~movetth~em.:from.Era®..nih\YQY.l.fk.~.rf!l:I.Wlt'· ·~~ I , ~ .... ._. 

Commercetagree&JtlaH@!lJ?B~~M99~!£~~g,.,_th&illtf'Bll!'andrlmePStatEPtratiSteliltb&Samhdil~t ... ~~~' 
tbe)t1.8rguedt@Jillltt~..rqe.r~~fhlti§.&Qf!rs.®.ntLola:.astextraten:itorta~lle"'ft!feVl·flfWe<(?o1Tl"81tat~acquiesce;;ilh 
tbemmrtbt~iRPJlli.t9;if!1~r.;..S.lll.lt:tttransfersj- ~~ey:::wilhnot,like~extensionrofLthisrdoctrtnEJ!tt'Jiintr&State..trao~.f~ll'.~ 
(6ommereez.d.Q.ti;_8.§~.9.W:I~ggQ;zhoweY.er~tbattor.~ti:FMsfr-6YZ'casE?oas!§;=ftneVIC11frel'itly.rcat~sooh•ir.~tral:Stat~, 
tr.~~twb.enr~g~Q2CYQUiarly.1sensitive-texports)'fll!=•if:heyrtr.terefot~wooldlfiot•readdru\;expor:r.ktotcatch 
intnr.;:Statet-r!lftmtem~ · 

I 
ThiS'is•an•issueooMirst·impressiomz.....,€>1!1r"'oth·erxiEEPA-.re-mtiargoW(f1altf;"FRY)'a'j)"parentty'qid"Rot~need.t9 .. a.ggr~~.E 
the.issue<of~fe.export&becau~~ti.ollS .. PI:QI.lib.itadJra..Q.~t~~J.:.. 

.. . . I 

-l"leanttutth~tate.view~and.wouldr.iooludeJatr.at.State..tJ:ansfe.r.s..witru~tbe.probib1tiflflr.OihrEb~ports4 

___ Agree ____ Disagree · 

From: Kreczko, Alan J. 
To: @UP- APNSA Special Assistants . 
CC: /R, Record at A1; Poneman, Daniel B.; Grummons, Stephen R.; Walsh, Helen C.; @LE,GAL- Legal Advisor 
Subject: Iran E.O. [UNCLASSIFIED] . . 
Date: Friday, May 10, 1996 08:50PM 

Please pass to SB: 

SUMMARY 
i . 

1 met with inter-agency lawyers on implementation of decisions you and Dan Turullo n:ade cqncernlng the .Iran 
E.O. We will meet again on Wednesday. Discussi.ons with Commerce lawyers reassured t,hem that your 
decision did not implicate what they thought was Reinsch's m3jor c-oncern. They will :report back to i .. m, and let 
me know whether Reinsch still wants to engage you. · 

DISCUSSION 

Commerce lawyers explained that Reinsch lett r was written blin< -- while NSC staff had info:rmed State of 
decisions taken, they said no one had informe1 ~Wy side. Treasury fa~ers said ditto for their 
policy side. I expressed surprise and apotogi~f3!,JtU . ..£ I.· i · 

Page 2 



To understand Reinsch's possible concerns, you need to understand thafthere are twoiquite different "1 0%" 
ru~ . 

··what rule applies to U.S. persons who want to export something to a third country, knowing it will be 
incorporated into an item for re-export to Iran. This is the issue you addressed. · 

I 

•• what rule applies to NON-US PERSONS overseas, who wa~! to export to Iran an item that includes US . 
products. This is an item you did not address. · 

Both State and Commerce have agreed (and the existing E.O. is clear) :with respect to t~e second matter, that 
exports to Iran by NON US PERSONS overseas of items including US components are caught by the E.O, only if 
the item itself is controlled for export to Iran and if the controlled US content exceeds i 0% of the item. This rule 
was not at issue in the decision memo to you. · 

Instead, your decision only addressed exports from the US. While Commerce wanteq te) apply the same 10% 
rule here as in the above issue; State wanted to preclude all exports from the US where ~he US exporter knew 
that his product would be incorporated into a product going to Iran. State subsequently modified this absolute 
approach to suggest they would be willing to live with a 10% rule for such exports from' ttie US. However, this is 
a different 10% rule·· it applies whether or not the final product is controlled (lnd whetnei< or not the US content is 
"controlled" content. 

Commerce lawyers thougl;t Reinsch's letter was primarily d~iven by a concern that you: had decided to apply the 
State Department 1 0% rule not to US exports, but to foreign firms seeking to re-export: US items. They thought 
he would be reassured to learn that we not what you had decided. They also thought he would be reassured to 
learn that we had not changed existing guidance on two issues related to exports from ;th$ U.S. 

I 

--the inventory rule: It is OK for a US firm to export to a European firm which sells the US product to variqus 
· buyers, including Iran. Only exports for incorporation into items known to be going to .Iran were at issue. 

-· the substantial transformation rule. Even if US content surpasses 10%, the Order'wil,l not prohibit export to a 
third country for re-export to Iran, if the US component will be "substantially transformed".· 

Commerce lawyers will get back to me to let me know whether this explanation alleviates 'Reinsch's concerns, or 
whether Reinsch really was taking issue with the issue which you and Dan Turello did tese)lve. (If the latter, 
mariy of the points made in Reinsch's letter are wrong, or at least misleading. For examp)e his letter asserts a 
concern that the decision "would modify the way this department has calculated de minimis US content in foreign 
manufactured products for the past ten years;'. Misleading at best. While it may be diffe~ent than the rule· 
Commerce generally applies, the decision you and Dan made is consistent with the way Treasury applies other 
IEEPA sanctions, such as Bosnia, Haiti and Iraq. Moreover, your deCision concemedlex~orts from the US ar1d 
did not "further extraterritorial application of US law", as his letter suggests.) · 

i 
Here's hoping that when Commerce lawyers convey to Reinsch what you did and, mor~ importa~··· · -·· ·~ r,ol 
decide, you won't need to engage Reinscn. · · 

Page3 
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D STATES.DEPARTMENT OF COMMERCE 
B"'r "' of Ehcparot: Admlnla,:raclon . 
Was . nstcn, D.C. E0230 I . 

July 25, 1995 . 

MEMORANDUM FOR ELLEN LAIPSON 
ALAN J<RECZKO 
MIKE FROMAN 
RICK NEWCOMB 
SHAUN DONNELLY 

lAIN BAIR~ FROM: 
I 

I 
SUBJECT: !RAN EMBARGO: 10 PERCENT DE MINIMIS. 

This is a follow-up our recent m 
19 memorandum from State. I und 
on this subject in Rick's office 
26. 

We aqree with Shaun that the Adm 
implementing the provisions of t 
undermine the policy objectives 
with Rick that failure to provid 
foreign entities on certain .issu 
embargo is not qood government~ 
to all points in State's letter, 
characterize the Commerce positi 
objectives of the embargo and pr 
per cent de minimis exception th 

Objectives 

As they affect the 10 percent 
Administration's objectives in 
are; 

to support the Preside 
regarding limiting tra 

to minimize the 
·and 

·to minimize 
components, 
products. 

I 

etinqs and the s;ub~equent Juiy. 
rstand that we ~ill! be meeting 
at 10:00 a.m. on Wednesday, July I .. , 

. I 
nistration must !avolid 
e EO in a way tnat :would : 
f the embargo. !We 'also agree 
guidance to u.~. industry and 

s seventy-five ~ays: into the: 
Therefore, rath~r t~an respond 
some of which i11correctly 
n, I suggest wejfoc~s on the 
posa an interpretation of the 10 
t satisfies those objectives. . I 

'nimis rule, I 1 bel~eve the 1 

Plementing the Executive Order I . 
I 

i ; 
t's comprehensi~e m•asures 
e and investment with Iran, I . . 

' ' 
rritorial impact of :the embargo, 

I 
! 

out" of u.sJ-o~i~in part~, 
foreign-manufactured · I . ' . 

I. ,. 
I 
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We have aqreed, to use th'e current practices ·for L.lbya, to the 
.extent applicable, as guidance'fo implementing the Iran embargo. 
Traditionally, O~AC emba,rgoes hay not dealt with !reexports; but. 
have focused on direct exports an US person·actiV.ities. · : 
'Reexports to embargoes countries ave been 'covered'. by Commerce's .. , 

: requl~tions .. For Libya 1 QFAC per its us ex·porters' to knowingly 
ship items to foreigp 'manufacture s when the us person reasonably 
believes the goods will be substa'tially trans~or•ed ot . · 
inc;:orporated into a foreign pr·odu t. Foreign manu'f~cturers then 
apply to commerce for authorizati n to· reexp9rt· products that 1) 
are controlled for reexport purpo es and 2) contain ~ore than 10 
percent. US ·controlled content. 

n of de inimis onents 

In readinq state's July i9 memo, t strikes·me tha~ there are 
th~ee· issues thai need deciding. · 

First, wi'll we permit US exporter 
m~nufacturers, if they know. that .. 
·in:to :rorei9n produced products de 
· "~ee-Throuqh'' provision? 

. ' 

Second, what.items will be consi 
to the 10 perce:nt.de mi'nimi§ rul 

Arid, third, h'ow will we 
items when they contain 
cqntent? 

The Iran .embargo I as all .the. oth 
that xpulit be taken into a'ccount 
notably the continued authoriiat' 
Iran,· even though their· export d' 
'precluded. ·· ' 

" 
First 

:to ship i terns t.o · foreiqn 
he items will be; i~corporated 

for Iran•-the so-called 
,. 

ntrolled foreig.n: manufactured 
10 percent control~ed US 

' 

emba~9oes; has ~ni~ue featur~& 
we 'decide these· issues, most 

n to reexport certa:in .1 tems to 
ectly. ~rom the US tp Iran is 

.. 
Thouqh state has proposed some 1 itation to thia provision based 
on percentage· of us content and her conditions, which will be 
discuss.ed ~nder the ~econd. p'oint elow, 'it appears; that w.e· all 
agree that us exporters can expo some controlled items for 
inCOrporat·iOn ' il'\tO foreign rnan\lf tured i terns 1 every W}1en they 
know that' the end· product will. b shipped .to Iran.~ . So,, in. · 
pr incipl~, we all see·m to· recogn' ze the validity o~ the 11 See 
Through" provision.. . ........ ,~ . 

()~~~~ DEty ?-'/;," .. 
· 'C I ' "1( 

if: ,I \ G.-\. 
/...:. ()) \ Z . <.J" I ;:Q . 

3' .. \:Jv ~/.1 
' . ' 

) 
""---~ t 

'I 
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' 
seco~d the 10 e~cent de m1n1m1s ca culation. 

1 

For Libya, all item~ excep~ info 1 ati~-nal materia~s ·.and food,·~ 
medicine, medical items and agric ltural commodities require 
written authorization prior to e ort . Commerce 'applies its 
long~standing interpretation of e de minimis rure :which 
requires written reexport authori ation only if the ;percentage,of 
"controlled" U.s. content is mar than 10 percent.:· 'A~ most items 
are controlled to Libya, this ca ulation is fair~y 'easy. 

For·Iran·under the new EO~ all 
materials and it.ems donated to 
written authorization prior to e 
important modification with resp 
extraterritorial application (a 
Libya), by excluding most-items 
authorization, if they had not b 
p,urposes ~rio:r:: to May 7 '· 1995. 

As foreign entities (and 
depending on the outcome of our 
of the Iran embargo to US person 
activity) can reexport many us-o 
~antral being exercised by the U 
exporters and foreign manufactur 
their calculations of us· cant:r-ol 
especially silly, as we all agre 
w~uld npt be included in the.pa:r­
obtained·from outside of the .us 

commerce recornrnends'that we excl 
minimis calculation items that_t 
control. Uniquely 1 the Iran Eo 
controls on direct exports and r 
This is a significant and intend 
embargoes, including the Libyan 
unreasonable that we should blin 
this specifi!= instance. 

ent ·of unco 

ms except inforlt\at1onal 
t human needs now require 
ort. However, the: EO made an 
t to Iran to limiti its 
ovision that does not exist for 
om needing any ~ee~port 
n controlled for e*port 

same US persons, :as· well 1 

olicy·review on the.aP,plication 
engaged.in ree~~orting · 

igin ite~s to Ira~ ~ith no 
G1 it seems silly to require US 

s to include such i~ems in 
ed. content. This, se~ms 
that those same us-origin items 

s .and component's ~ali:Ulation if 
y the foreign man~fa~tu:r-er. 

• ' I •. • \ 

de from the 10 perceAt de 
e EO excluded from us reexport 
ake~ a distinction ·between us -• 
exports of tho~e same products. 
d differen6e from1 prior · 
mbargo. ·Therefore, .it seems 
ly follow the ;Libyan :m~del in 

manufactured items. 

For.Libya, if the foreign manufa tured product is hot a . 
''cc:mtrolled" item, in and of its lf, (g.g., medical eq~ipment or 
agriculturai commodities), no am unt of u.s. content will,trigger 
the.z;eexport authori~ation requi ement. This has been ColUillerce's 
long-standing practice. To chan e the applicat.ion, of this aspect 
of the parts and 'compor:1ents rule in the Iran. embargo would remove 
stability and predictabr~·~~~~~·~ and any future embargoes. 
Foreign manufacturers· w·o al with. the uncertain 
application of us rules ou.t 'US. componEknts :and. 
materials from their pro I · 
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so for Iran, commerce recommends 
practice that foreign manufactur 
uncontro~led foreign manufacture 
reexport control level) ~o Iran, 
content is 10 percent o~·mor~. 

' ' ' 

Interpreting Section l'(c) more r 
incongruous and undesi~abl~ resu 
could leg~lly reexport-a totally 
cbntrolled for ·reexport purposes 
A restrictive interpretation of 
comparable foreign-origin produc 
o'f US controlled parts. · 

'I 

I · ... -~ ~REStoi "'-· 
"'-u IV,;.' 

' ' 1!. ' \' 't\ 
' . '1° ' \) ' c 

.... ' ~··· :\~·· ·.;) 
' \ .:o; 

c\aptin·g the lon·g-'stanc\ing· · ~· 
s be permitted to1 ship ';- ·-·- _;_/ 
goods' (those not at the . ' I , , 

even when the U .·S .. ~o~trolled 

strict.iv_ely will have ., . 
ta. for example, an individual 
us-origin pro~uc't that is not 
from a third counti;y-to Iran~ 
s ·rules would pr'oh~bit·. the 1 

conta ininq 10 p
1
ercent o; mol;'e . 

In addition, a· foreign manufac~u er·could purcha•e us-origin 
controlled parts. and .components · rom outs ide· the us :·and legally 
in~orporate more than 1o·percent in a. finished p~od~ct beirig • 
shipped to Iran. On th~ other h nd, a restrlcti~e ~nterpret~tion 
of u.s. rules would prohibit the comparable ·forei'gri~or.iqin 
product co-ntaining 10 percent or -more of 'U ~ s.. con:tro,lled parts 
purchased.f~om the us. · 

such interpretations would have 
low-level p~oduct~ located in th 
foreign produced products/ which 
objec~iv~s. · . · 

Accordinqly ,· .commerce stton9ly r 
established interpreta-tion of t 
permits the US content to excee 
when such items are incorporate 

· ~anufactured items. · 

. We look forward to discussing t 

he result of.faJoii~g cis-origin 
rd countries ove:r cpmparable . 
is· contrary to c:urr~nt pol icy 

commends the continuation of·its 
.Parte and component:;; rule which 
the 10 pereent de minimis level, 
into t•uncontrolled" :. fot'eiqn 

I 

with you on W~dnesday • 

' i 

' I , 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 20220 

I 4 JUL 1995 
FAC No. !A-145905 

MEMORANDUM FOR SHAUN DONNELLY 
DEPUTY ASSISTANT SECRETARY , 
ENERGY, SANCTIONS, AND COMMODITIES ~ 
BUREAU OF ECONOMIC AND B:>INESS I AFFAIRS '?RES/0~~ 
DEPARTMENT Of. STATE . 0~ . tV~\ 

R. Richard Newcomb~\\ : ~~f .· ')._ 
17

f'"c \ 
Director \ -~ · 0 L~rr ro} 
Office of Foreign As' ets Control 

1 "~ ~ 
Implementation of Executive Order; 12959 ·. / 

' . ' ~~ 

FROM: 

SUBJECT: 

This responds to your memorandum of June 30, 1995, concerning our 
request ·for policy guidance made on May 23, 1995~ That request 
dealt with a draft General Notice on the exporta~ion of goods or 
technology from the United states with the knowledge that the 
goods or technology would be substantially tra~sformed or 
incorporated into foreign products destined for ]ran, and, in the 
case of incorporati~n, would constitute less t~a~ 10% of the 
value of the foreign product. You suggested tha~ the General 
Notice be redrafted·to allow such exportations to. third countries 
provided that five conditions are met. 

As we discussed at the NSC on Tuesday, we have:sei-ic;>us misgivings 
as to whether your proposal could be s\,lccessfuily administered, 
and believe it would unnecessarily complicate an already complex ... 
progra-m that must be comprehensible to the exporting public as 
well as the customs Service and our office. Espeqially difficult· 
to administer at the ports would be the conditions requiring 
(1) altering the already familiar·fonnula for <;Ietermining' the 10% 
controlled u.s. content ceiling on reexports to. a :target of: 
sanctions, and (2) determination tbat an exportati'on is part of 
an established business relationship, not specifid to Iran, 
between the u.s. person and the importing foreign ~ntity. It is 
unclear whether the resources demanded to administer the State 
proposa·l and the confusion created for the exp6rtihg public· would 
be justified in terins of its sanctions impact on Itan. . 

• • • j l ' ' 

Instead, as noted Tuesday, we believe clarity to the public, 
detriment to Iran, and program efficiency are all ~ell served by 
adoption .of the Co1nlnerce Department's proposal 1 to utilize 
standing practice in determining th~ extent of.U.S.· content in 
foreign products for purposes of section l(c) bt E~ecutive Order 
12959 (the ''Order"). Similarly I. we see no reason t;,o pre-select 
the U.s. beneficiaries of ot_.,.,,..,.,i.,. unlimited export trade tied 
to permissive .third-co~ ~RflW. ts to Iran by requiring proof 
of a pre-zero trading ~~~~p with the th~rd-c~untry 
importer. ' · 

·11 3~\l.d 82!61717009171 'ON <;17:/_l t;f>. 'f\1 'In I'>AA) 
':J 1\.1,.,.... ' I ,, ... loll'''-', ... ,.. 
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We favor a simpler program that would (1) adopt y,our first 
condition (that the u.s. export is tied to a thir'd-country 
reexport not prohibited under section l(c) of the: order), 
(2) substitute for your second condition the CoitUUerce 
Department's standing formula for determining compliance with the 
10% ceiling on de minimis u.s. content in controlled reexports, 

. and (3) dispense with the final three proposed conditions in your 
memorandwn. Adopting those rules would,we belieye, provide.the 
entire public,with clear, simple, and understanda~le guidance as 
to how to comply with the order. ' 

' ' . 
As a final matter, we must find a faster and more :efficient means 
of obtaining foreign policy advice on sanctions p~ograros. As the 
government office that most closely interacts wi~h the public in 
explaining the scope and impact of the sanctions:, :we must be able 
to re.spond to its concerns in a timely fashion. i A seven-wee~ 
delay in response on issues of policy that are cen~ral to 
implementation of ·sanctions disserves all of our1 interests. · If, 
indeed, there is policy interest in broadening tpe' scope of these 
.sanctions, then we believe it would best serve the:policy goals 
of the program and the public to capture these- ide~s in a new 
Executive order. Not only would we be in a bett~r position to 

·withstand legal challenge, but our public relatio~~ would be 
enhanced considerably. We would be happy to work with you on 
devising a more streamlined method to meet our cpro~on needs and 
goals. 

I. COPY 
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Withdrawal/Redaction Sheet 
Clinton Library · 

DOCUMENT NO. SUBJECTffJTLE DATE ! RESTRICTION 
AND TYPE 

00 I a. statement Re: [Iran] (2 pages) ca. 1995 p 1/b(l) 

00 I b. statement Re: [Iran] (2 pages) ca. 1995 P11b(l) 

002a. memo Robert Kyle to Sandy Berger, Dan Tarullo, and Nancy Soderberg, re: 04/10/1996. P11b(l), P5 
' [Iran-Libya Legislation] ( 4 pages) 
' 

tS03 002b. paper Legislative Strategy for Iran/Libya Sanctions Bill (2 pages) ca. 1996 P5 

003. memo Robert Kyle to Laura Tyson, Anthony Lake, Sandy Berger, Dan 03/16/l996 P11b(l) 
Tarullo, and Nancy Soderberg, re: Iran Sanctions Bill (3 pages) 

004a. memo Robert Kyle to Sandy Berger, Dan Tarullo, and Nancy Soderberg, re: 04/101!996 Pllb(l), P5 
[Iran-Libya Legislation] ( 4 pages) 

P5 (DU?· 0~ CO~'o) 004b. paper Legislative Strategy for Iran/Libya Sanctions Bill (2 pages) ca. 1996 

COLLECTION: 
Clinton Presidential Records 
National Security Council 
Staff Director (Soderberg, Nancy) 
ONBox Number: 1405 

FOLDER TITLE: 
Iran-Sanctions, !996 

i 

Kara Ellis 
2009-1438-F 

kel726 

RESTRICTION CODES ! 
Presidential Records Act- [44 U.S.C. 2204(a)) 

PI National Security Classified Information [(a)(l) or the PRAJ 
P2 Relating to the appointment to Federal office [(a)(:Z) or the PRAJ 
P3 Release would violate a Federal statute [(a)(3) of the PRA) 
P4 Release would disclose trade secrets or confidential commercial or 

financial Information l(a)(4) or the PRA) 
PS Release would disclose confidential advice between the President 

and his advisors, or between such advisors [a)(S) of the PRA) 
P6 Release would constitute a clearly unwarranted Invasion of 

personal privacy ((a)(6) of the PRA) 

Freedom of Information Act- [5 U.S.C. SS:Z(b))' 

b(I) National security classified inform~tion [(b)(l) ofthe FOIA) 
b(:Z) Release would disclose internal personnel rules and practices of 

an agency ((b)(:Z) of the FOIA) ' · 
b(3) Release wouid violate a Federal statute [(b)(3) of the FOIA) · · 
b(4) Release would disclose trade secrets or confidential or llnancial 

information [(b)(4) of the FOIA) · 
...---....,-"~e~e~as.;;e~·ould constitute a ·clearly unwarranted invasion of 

~e se ould disclose information compiled for law enforcement Con!a privacy [(b)(6) of the FO~J 

pu s [(b)(7) of the FOIA) 
C. Closed in accordance with restrictions contained in donor's deed..._ __ -"ii'II.I.J!Wilo!OiWii.~.ould disclose information 'concer~ing the regulation of. 

of gift. financial institutions [(b)(8) of the FOIA) , 
PRM. Personal record misfile defined in accordance with 44 U.S.C. b(9) Release would disclose geological o; geophysical information 

2201(3). concerning wells ((b)(9) of the FOIA) ' · 
RR. Document will be reviewed upori request. 
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. ·, 
LEGISLATIVE STRATEGY FOR IRAN/LIBYA SANCTIONS BILL 

OBJECTIVES: 

- Push at every bpportunity throughout rema1n1~g House actions 
to improve bill as much as possible (recognizing. o~portuni ties 
for dramatic change will be limited) 

. . . 
- In Conference,· seek compromise/alternative la'ng'Yage that will· 

gain Administration support 

House 
I 

I 
- 4/12 - meet with Ways & Means Corruni ttee staff: to: share areas 

of concern and suggested changes 

- 4/15 - W&M Corrunittee meets with HIRC staff to discuss changes 
I . 
I 

- Treasury continues· to work· with Banking Corruni:tte~ staff to 
draft letter from Chairman Leach and rankingmiriority member· 
Flake to HIRC Chairman Gilman; support indications ~ade by staff 
that Leach and Flake will write letter asking Gi1lman to drop the 
financing aspect of the trade trigger I 

- high level Treasury official (Summers) should meet with Leach 
and Flake 

- State (Tarnoff, Welch) continue to work with ~HIRC staff, : 
Chairman Gilman, and Rep. Hamilton to determine :the}r willingness 
to accept changes from W&M, Banking, Rules, and duri:ng floor 
consideration ' • · · 

I 

-sound out Rules Corrunittee staff and Chairman:soloi:non on 
positions on the legislation and willingness to alte~ it or make 
important amendments in order during floor debate · 

- State Under Secretary Tarnoff to meet with G~jden$on and 
Berman to impress upon them need to improve bil~ in conference 
and determine what further action is needed (depending upon 
changes made by.other House Committees) 

-share information on our.positions with AIPAC and interested 
members of the business community ; 

1 

5/1 - deadline for W&M and Banking to complete action 

develftop SAP...-:ff.E>.r 
. ('l~SIDENr~ 

<(r' '1( 
. ~ . ~ 

.. :;~) \c ()'S ~ 
'\-0 J ' 

- work with OMB through 'nra~-~Mcnry process t9 
floor debate 

COPY 
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- week of 5/8 - potential floor action 

Senate 

- work with Senate Banking Committee staff (major~ty and 
minority) to determine willingness to alter bill 1 in conference 

' ' 

- high level calls to Sarbanes and D'Amato to makei sure they are 
aware of our concerns and detei~irie their goals ~oi·conference 

I 

- continue to work with Sen. Kennedy and his staff to resolve 
compensation issue for PAN AM families to clear way for 
compromise in conference 

Conference 

- draft letter to conferees from appropriate offic~al 

- concentrate on.potential compromises 

- continue contacts with key members (Gilman, dejd~nson, Berman, 
D'Amato, Sarbanes) from high level Administratio'n officials via 
phone calls or meetings 


