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IRAN-UNITED STATES CLAIMS TRIBUNAL: PARTIAL AWARD IN AMOCO
INTERNATIONAL FINANCE CORPORATION v. ISLAMIC REPUBLIC OF IRAN*
(Treaty of Amity and Customary International Law Requirements for
Compensation for Expropriation; Calculation of Compensation)
{July 14, 1987]
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I1.L.M, Content Summary

PARTIAL AWARD - I.L.M. Page 1320
{Appearances]

TABLE OF CONTENTS - 1I.L.M. Page 1321
ABBREVIATIONS ~ I.L.M. Page 1323

I. INTRODUCTION ~ I.L.M. Fage 1324

1-2 [Khemco was a joint venture company formed by AMOCO (a
Swiss company) and NPC (an Iranian company). The Claimant is
AIFC (a U.S. company). The Claimant alleges that Iran de-
prived it of its 50% interest in Khemco. There are no factual
issues. The legal issues include how the Claimant’s interest
should be valuated and how damages should be measured]

II. PROCEEDINGS - I.L.M. Page 1324

3-8 {The Claimant filed on 17 November 1981 against Iran,
NIOC, NPC, and Khemco (Respondents); pre-hearing conference 8
May 1985; oral argument on 10 and 11 December 1985; complemen-
tary hearing on 10 March 1986)

III. JURISDICTION - I.L.M., Page 1325

9 (The following are the Respondents’ Jjurisdictional
objections]

A. The Claimant’s U.S. Nationality
10-12 (Tribunal finds that the evidence satis-
factorily proves the Claimant’s U.S. nationality]

B. The Claimant’s Right to Raise an Indirect Claim
13-14 (Claims may be asserted by U.S. nationals on
behalf of wholly-owned foreign subsidiaries])

C. Continuous Ownership of Claim
15 [Tribunal finds continuous ownership of claim by
Claimant])

fTRgp:oduced from the text provided to Internatlonal Legal
Materials by the Iran-United States Claims Tribunal. SuEsequenEgy,
the parties have provided the Tribunal with information on which

the pending assessment of damages can be made. The Claimant filed

on November 13, 1987, and the Respondent submitted further sub-
missions on May 16, 1988.)



I.

A.

B.

. Possible Prejudice Caused by Multiple Proceedings

16-18 [The Tribunal’s Jjurisdiction is determined
exclusively by the Algerian Declaration (CSD); any-
way, res Jjudicata would probably bar AMOCO from
relitigating i1ssues]

Exhaustion of Remedies
19-21 [Not a condition required in the CSd}

. Outstanding Claims

22-23 {The claim (filed on 17 November 1981) is not
barred by the CSD for not being "outstanding” as of
19 January 1981}

Proper Parties to the Case
24-25 [NIOC, NPCZ, and Khemco, though corporations,
are controlled by Iran within the terms of the CSD]

Subject Matter Jurisdiction
26 [Pursuant to Art. II, para. 1 of the CSD]

Jurisdiction over Counterclaims
27 (See Section V below]

THE CLAIMS - I.L.M. Page 1327

Facts and Contentions - I.L.M. Page 1327
1, The Contractual Background [28-31]
a) The Khemco Agreement
32-38 [The purpose was to extract and process
Casinghead Gas ("associated gas") and associ-
ated chemicals, especially sulphur)
b) Establishment of Khemco [39-40]
c) The Technical Services and Assistance Agree-
ment {41}
d) The Gas Purchase Agreement [42-45]
2. Qperation of Khemco’s Facilities [46-51}
3. Events Affecting the Operation and Management of
Khemco
52-76 [Civil unrest after 1977; all oil agree-
ments were declared null and void by Iran on 8
January 1980; on 24 December 1980, Iran notified
AMOCO that the Khemco Agreement was null and
void]

The Legal Characterization of the Pacts - I.L.M.
Page 1336

1. The Issue
77-79 {Parties agree on the above description of
the facts. Claimant argues that the Khemco
Agreement was materially breached and that its
property rights were unlawfully expropriated.
The Respondents assert that force majeure in late
1978 is preeeniptivel

2. Frustration by Force Majeure
80-83 [Argument rejected by the Tribunal]

3. Expropriation

84-86 [Lawfulness of the taking is the primary
issue]}
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4. Lawfulness or Unlawfulness of the Expropriation

a)

b)

The Applicable Law
87 [International law]

i) The Treaty |(U.S.-Iran 16 June 1957 Treaty])
88-111 [The Tribunal finds the Treaty to be
applicable (not terminated between the U.S.
and Iran as of the time the claim arose) and
that the rights invoked by the Claimant are
within the scope of Art. 1V, para. 2 of the
Treaty)

ii) Customary International Law

112-117 [Applicable to aid in ascertaining
the meaning of terms left undefined by the
Treaty, namely "nationalization" and "lawful
expropriation.” The Treaty requires "just
compensation.” But neither the Treaty nor
customary international law are clear on how
to valuate the property taken]

The Application of the Law to the Facts of the
Instant Case

118 [See the Claimant’s 5 arguments listed
below]

i) The Alleged Violation of Iranian Law {The
expropriation was not authorized under Iranian
law and violated existing law])

119-132 [Argument rejected: The expro-
priation was according to a legislative act]

ii) tack of Compensation [No offer was made

prior to the taking]

133-138 [Arqument rejected: The compensation
provisions of the Single Article Act did not

Iiolate the Treaty or customary international
aw]

iii) Discrimination [The taking was discri-
minatory]

139-142 [Argument rejected: Different
treatment of other companies was justified by
special circumstances in each case]

iv) Breach of Contract [The taking violated
the Khemco Agreement]
143 [See Tribunal’s analysis of the breach of
contract claim below)

v) Lack of Public Purpose |[The real motiva-
tion was to avoid contractual obligations])
144-147 {Argument rejected: Financial con-
siderations in adopting the nationalization
law are not sufficient to prove lack of publie
purpose)
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S. Breach or Repudiation of Contract

a) The Issue
148-153 [Claimant alleges breach because it
was excluded from the management of Khemco,
from its rights to use Khemco’s net cash flow
on an interest-free loan basis, and from its
rights to dividends. It also arques breach of
"stabilization" clauses}

b) The Law of the Contract
154-164 ([The law of Iran}

c) The "Stabilization” Clauses
165-173 [Argument rejected: No true "sta-
bilization™ clauses are to be found in the
Khemco Agreement])

d) Breach of Contract as a Separate Basis of
Claim
174-175 (Argument rejected: Of the
Respondents, only NPC could be held respon-
sible for breach of contract, but NPC acted as
an instrument of the Iranian government]

e) Breach of Contract as a Cause of Unlawfulness
of the Expropriation
176-181 [Argument rejected: Iran is not a
party to the Agreement)

6. Conclusion
182 (The Claimant’s rights were lawfully expro-
priated)

C. The %;1es Applicable to Compensation ~ I.L.M. page
1359

1. The Contentions of the Parties
183-188 [The Claimant argues for full and fair,
going-concern market value without regard to
reduction in value caused by the expropriation.
The Respondents contend that if the expropriation
is lawful, the standard of compensation is lower,
limited to the net book value of the residual
assets)

2. The Effects of Lawfulness of Unlawfulness of
Expropriation ocn the Standard of Compensation
189-206 [Customary international law applies.
Lost profits are wusually not awarded in cases
involving lawful takings]

3. The Standard of Compensation in Case of Lawful
Expropriation
207-209 {"Just compensation®™ means the full
value of the expropriated property)

D. The Compensation - I.L.M. Page 1365
1. The Contentions of the Parties
210-215 (The Claimant argues for market value
such that the expropriated owner could purchase a
comparable going concern with the compensation,
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which calls for use of the "bPiscounted Cash Flow"
(DCF) method. The Respondents argue that compen-
sation should be net book value]
The Suggested Methods of Valuation [216]
a) General Remarks
217-226 {The Tribunal must avoid unjust
enrichment or deprivation of either Partyl
b) The DCF Method
227-232 ([Rejected by the Tribunal as not in
conformity with international practice, except
for calculating profitability]
c) The DCF Calculations
233-248 |[Comments on the reliability or lack
thereof of the Claimant’s calculations]
d) The Net Book Value as a Measure of Compen-
sation
249-259 [Rejected by the Tribunal since the
expropriating state would be unjustly enriched
where it maintains the property as a going
concern and benefits from its profitability]
Valuation of the Compensation Due to AMOCO
260-268 [The Tribunal orders the Claimant to
submit evidence of the value of the "component
parts” of the enterprise at the time of
expropriation, including the amount of total
investment, annual reports, control budgets, and
financial statements, the book value and
replacement value of Khemco as of 31 July 1979,
and the value of Khemco’s intangible assets,
including goodwill and commercial prospects]

V. THE COUNTERCLAIMS - I.L.M. Page 1378

A. Outstanding Tax Liabilities [270-272)

1.

Failure to Pay Income Taxes

a) The Contentions [273-283)

b) The Tribunal’s Findings
284-287 [Rejected]}

Non-Payment of Contractor’s Taxes and salary
Taxes

a) The Contentions [288-290]

b) The Tribunal’s Findings
291 (Rejected])

Taxes and Penalties for Interest Paid on Funds
Borrowed Abroad

a) The Contentions [292-298}

b) The Tribunal’s Findings
299-301 [Rejected)

B. Damages for [Improper] Use of Non-JSA Gas
1. The Contentions [302-306)
2. The Tribunal’'s Findings

c.

307-313 [The Tribunal finds no breach]

Materials Purchased [by Khemco] and Not Delivered

1.
2.
3

.

[by AMOCO] (314-315})

The Factual Background [316-318])

The Contentions as to Jurisdiction [319-320]}
The Tribunal’s Findings as to Jurisdiction
321-325 [Rejected]
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D. [Excess Profits Caused  by] Beceach of Khemco
Agreement Article 8 [326-327]
1. The Factual Background [328-331)
2. The Tribunal’s Findings
332-338 [Rejected]

VI. REQUEST FOR APPOINTMENT OF EXPERT - I.L.M. Page 1389
339 [Denied]

VII. INTEREST AND COSTS - I.L.M. Page 1390
340 [pecision deferred t¢ a later stage]

VIII.AWARD - I.L.M. Page 1390
341 {As set forth above: The expropriation by Iran was
lawful; the Claimant shall be compensated for 50% of the value
of Khemco as a going concern as of 31 July 1979, without the
addition of future lost profits; the determination of amount
shall be made under a separate order; all counterclaims are
dismissed]

{ The Hague, 14 July 1987}

[Signatures)

CONCURRING OPINION OF JUDGE BROWER ~ I.L.M. Page 1391

[Intrtoduction)

1-2 [Disagrees with the Award, particularly concerning the
definition of full value)

I. 3-6 {Wwould have found a breach of the Agreement]

II.

A. 7-8 (Would have ruled that the expropriation was
unlawful]

B. 9-14 [Disagrees with conclusion that there is no
stabilization clause in the Agreement]

III.
A. 15 (Anticipated net earnings should be included in
determining full value]
B. 16-24 [Disagrees that lost profits are not to be awarded
when the taking is lawful]
Iv. 25-31 [The DCF (discounted cash flow) method should not
have been rejectec)
V. 32 [Concurs in the dismissal of the counterclaim, but

would do so summarily for lack of jurisdiction]
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IRAN- UNITED STATES CLAMS TRIBUNAL

AMOCO INTERNATIONAL FINANCE
CORPORATION,
Claimant,

and

THE GOVERNMENT OF THE ISLAMIC

REPUBLIC OF IRAN,

NATIONAL IRANIAN OIL COMPANY,
NATIONAL PEZETROCHEMICAL COMPANY

311

e U - WU ke s W'

CASE NO. 56
CHAMBER THREE
AWARD NO. 310-56-3
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- 56
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B TR, St w3l
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and KHARG CHEMICAL COMPANY LIMITED,

Respondants.

FARTIAL AWARD

Appearances:

For the Claimant:

Hr. Brace M. Clagett,

Mr. O. Thomas Johnson, Jr..

Ms. Corinne A. Goldstein,

Mr. Christopher T. Curtis,
Attorneys for Amoeon
International Finance
Corporation;

Kr. Thomas S. James,

Mr. Robert D. Agdern,

Mr. L. Pates lea,

Mr. Mark Noetiel,

Repressntatives of Amoco

International Finance
Corporation;
Mr. Donald W. Smath,
Vice President, Morgsn
Stanley & Co., Inc.s
Professor Bruno $olnik;
Professor Ezra Solomon:
Mr, L. Dean Jones,
Senior Vice President,
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