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» The National Development Fund of Iran, established in
2011, has a dual mandate to serve as a quasi-development
bank and save oil revenues for future generations.

» Since 2011, the Oil Stabilization Fund’s mandate has been

to stabilize the budget. However it is reported to be empty.

 Rules dictating how much oil revenue should be deposited
into the two funds are relatively clear. However detailed
withdrawal and investment rules, if they exist, have not
been made public.

» The Managing Board, selected by a Board of Trustees
that includes the President and Minister of Finance and
Economic Affairs, has full discretion to determine how
National Development Fund assets are allocated.

» While there is significant internal oversight by the
Iranian Parliament and Board of Supervisors (consisting
of government financial oversight bodies), the lack
of transparency or external audit does not allow for
independent evaluation of fund activities.
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Timeline and Fund Objectives

TIMELINE' The United States enacts
sanctions freezing Iranian
assets and prohibiting trade
with Iran, including import

or export of Iranian oil?

Foreign oil companies’ assets
are nationalized and placed
under control of the National
Iranian Oil Company; foreign
companies still provide services

IMF reports that certain Oil
Stabilization Fund activities
are left out of budget docu-
ments, shielding them from
parliamentary scrutiny?

The European Union
enacts an oil embargo on
Iran in response to Iran’s
nuclear program*

1908 1974 1979 2000 2008

The Third Five-Year
Development Plan
establishes the Oil
Stabilization Fund

Qil is discovered
in Iran, then
known as Persia

Following the Iranian
Revolution, foreign
contracts are annulled
and the National Iranian

The Fifth Five-Year Devel-
opment Plan establishes
the National Development
Fund; the Oil Stabilization

Sanctions on Iran are
partially lifted, unfreezing
a portion of Iran’s assets
from oil sales, but leaving

Oil Company takes over
all oil operations

Fund Inception

* An Oil Revenues Foreign Currency Reserves Account, otherwise known
as the Oil Stabilization Fund, was established in 2000 under Article 60
of Iran’s Third Five-Year National Development Plan.¢

* The National Development Fund of Iran was established in 2011 under
Article 84 of Iran’s Fifth National Development Plan to eventually
replace the Oil Stabilization Fund.’

Fund Objectives?®

» The Oil Stabilization Fund was established as a budget stabilization

most restrictions on oil
exports in place®

Fund’s remaining assets are
transferred to the new fund

fund and as a domestic development fund, financing domestic
private-sector projects to support economic development and
reduce dependence on oil.

The National Development Fund of Iran was established to supplant
the Oil Stabilization Fund’s role as a domestic development fund.
The National Development Fund is also meant to save some of Iran’s
resource revenue for future generations.

Following the establishment of the National Development Fund, the
Oil Stabilization Fund’s only remaining role is to stabilize the annual
budget; however, the Oil Stabilization Fund’s balance is reported to
be zero.?
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OPERATIONS

Each box represents a
regulatory standard essential
for promoting consistent

use of and safeguarding
resource revenues. White
boxes highlight regulatory
gaps in fund governance.

Objectives are Clear

Rule for How Much
Can be Withdrawn in
Any Given Year

Rule for Which
Revenues Must be
Deposited and When

6/16

Good Governance Standards and Gaps in Regulation

TRANSPARENCY

AND OVERSIGHT

Use of Penalties for Public Disclosure
Resource Revenues Misconduct by Fund of Independent
as Collateral Managers & Staff External Audits

Domestic Ethical & Conflict Public Disclosure

Investment is
Explicitly Prohibited*

of Internal
Audit Results

of Interests Standards
for Managers & Staff

Investment
Risk Limitations

Good Governance
Standards Met

Exceptions to
Rules are Clarified

Publication of
Specific Investments

The Detailed .
A Formalized
Responsibilities .
Oversight
of Fund Managers Mechanism
& Staff
The Role of L
Public Disclosure
Government .
.. of Regularly Compiled
Agencies in Fund
Fund Reports
Management

Presence
of Regulation

Absence
of Regulation

* The National Development Fund makes extensive investments
within Iran due to its role as a domestic development fund.
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Funds from the
National Development
Fund mostly finance
loans for projects that

promote domestic

development.
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Operational Laws, Rules and Policies

Fund Deposit Rules™

14.5 percent of oil and gas revenues are retained by the
National Iranian Oil Company.

0il Stabilization Fund

The Oil Stabilization Fund is meant to receive all remaining
oil and gas export revenues in excess of revenues projected
in the annual budget law.*

National Development Fund

The National Development Fund receives a minimum of 20
percent of projected oil and gas export revenues based on
an assumed oil price set by the budget law each year.
Under the Fifth National Development Plan (2011 to 2015),
the amount deposited into the National Development Fund
increases from the original 20 percent by three percent

per year, reaching 32 percent when the Fifth National
Development Plan ends in 2015.™

50 percent of the remaining balance of the Oil Stabilization
Fund is transferred to the National Development Fund at
the end of each fiscal year.

Revenue from Fund investments as well as interest
payments on loans made from Fund assets are re-deposited
into the Fund.™

* The 2013 budget used an oil price assumption

of $95 a barrel in its revenue projections.

Fund Withdrawal Rules

Oil Stabilization Fund'

e Funds are withdrawn for the purpose of stabilizing the bud-
get during periods of volatile oil prices.

» At the end of each fiscal year, 50 percent of the balance
of the Oil Stabilization Fund is transferred to the National
Development Fund.

National Development Fund™

e Funds are withdrawn to provide loans to private-sector
companies, cooperatives and economic enterprises owned
by public non-governmental institutions through agent
banks to make investments to promote economic growth
and reduce poverty.

« Funds may not be used for repaying government debts of

any type.
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Flow of Funds'

Projected oil and gas revenues
minus the 14.5 percent retained by
the National Iranian Oil Company

Oil and Gas
Export Revenues

14.5 percent of projected oil and

National Iranian gas revenues* retained by the
Oil Company National Iranian Oil Company

63.5 percent of
projected oil and

2 percent gas revenues,
of projected decreasing by
oil and gas 3 percent per
revenues v year until 2015y

Deprived and

Oil-Producing State Budget
Regions

* The 2013 budget assumed
an oil price of $95 a barrel.

20 percent of projected oil
and gas revenues in 2011,
increasing by 3 percent a
year until 2015

50 percent of remaining

National balance at the end of
Development the fiscal year

Fund <

Funds loaned to agent
banks for development
projects and investment

Agent Banks

Oil and gas
revenues in
excess of
budget revenue
projections

(o]]l

Stabilization
Fund

Funds with-
drawn for budget
stabilization
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Investment Laws, Rules and Policies

Investment Authority

» The Board of Trustees has ultimate authority over the
National Development Fund investments. The Fund itself
is held at the Central Bank of Iran. "¢

Investment Strategy

« Details on the current formal rules governing the National
Development Fund’s investment strategies are not publicly

available. The Fund'’s reports are also not publicly available.

Therefore, detailed asset allocation, risk management,
investment objectives and portfolio performance are
unavailable.

e According to the National Development Fund’s Managing
Board, the Fund'’s goal is to eventually have 10 percent
of the Fund’s assets invested overseas in low-risk fixed-
income securities that have a rating of AAA from Standard
& Poor’s and/or Fitch.® Economic sanctions by the
United States and European Union on Iran have hindered
the Fund’s ability to invest overseas as trade in goods and
services with Iran has been prohibited."202!

Investment Allocation

» The National Development Fund does not provide
information on the current investment allocation of
its portfolio.

Policy on In-State Investments

 Assets of the National Development Fund may be
invested in Iran.
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ISLAMIC Management and Accountability
REPUBLIC

OF IRAN Management and internal accountability External
accountability
The Board of Trustees has ultimate oversight over The Iranian Parliament
the National Development Fund, directing and Board of Trustees Iranian Parliament receives reports from
determining Fund policies and guidelines. It consists the Board of Supervisors
of the President, Minister of Finance and Economic every six months and
Affairs and other high-ranking government officials. must ratify any changes
The Board of Trustees selects (and can replace) the to the Articles of
members of the Managing Board. Association that
establish the Fund.
The Managing Board administers the The Board of Supervisors
Fund and implements the decisions and N\anagi ng Board Board of Su pervisors monitors the Fund to
approvals of the Board of Trustees. It ensure compliance with
consists of five members chosen by the the law. It is comprised
Board of Trustees and are prohibited from of the heads of the
holding any other positions. It also over- State Audit Organiza-
sees the audit by the Internal Auditor. tion, the State Financial
Tribunal Organization
Internal and the State Inspec-
. torate Organization.
Auditor It reports to the Board
of Trustees and the

Iranian Parliament.

National Development

Fund of Iran
(held at the Central Bank of Iran)

The National Development Fund
provides loans to agent banks for the
purposes of investment in economic
development projects.
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Oversight Mechanisms Common Oversight Mechanisms or

- The Board of Supervisors is empowered by law to safeguards Not Present in Iran
monitor and “police” activity of the National Develop- « A domestic periodic review process of investment
ment Fund, ensuring compliance with the regulations methodology does not exist to improve management
that govern the Fund. of investments.

o The Iranian Parliament must ratify any changes made « Fund finances are not subject to a regular and indepen-
to the Fund’s Articles of Association, the Fund’s estab- dent external audit that meets international standards.

) lishing document.
The Board of Trustees &

ability to select and « Arbitrary withdrawals from the Fund are not allowed;
replace members the Fund, through its agent banks, must examine and
Of the Managing approve all projects before they are financed with loans

Board limits from the Fund.

Its mdep endence.  Finances are subject to regular and comprehensive

internal audits.

» Funds are managed separately from the country’s
international reserves.

e The Fund is included in Iran’s IMF Article IV
consultations, which are annual reports that
evaluate macroeconomic policy.
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There is public disclosure of the following:

When or how often Fund reports are published and made publicly available

Which individuals or organizations are responsible for publishing Fund reports

Size of the Fund(s)

Deposit and withdrawal amounts

Returns on investments

Detailed asset allocation — geographic location

Detailed asset allocation - asset class

Detailed asset allocation - specific assets

Natural resource prices and other fiscal assumptions used to calculate
deposit and withdrawal amounts allowed under fiscal rules
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ISLAMIC Annex:

REPUBLIC List of Applicable Laws
OF IRAN

Iranian Constitution

http://www.iranonline.com/iran/iran-info/government/constitution.html

Third National Development Plan

http://irtr.gov.ir/LinkClick.aspx?fileticket=KZ0p%2FvSK-
5NI1%3D&tabid=6704&mid=11604&language=en-US

Articles of Association of The National Development Fund of Iran
(Article 84 of the Fifth National Development Plan)

http://en.ndf.ir/Portals/1/Articles_of_Association.pdf

Manual of Terms and Conditions of the National Development
Fund’s Board of Directors

http://en.ndf.ir/Portals/1/Manual%200f%20Terms----revised%206%204%201391.pdf
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