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U.S.~Iran Discount Fares Filed By
Iran National Airlines Corporation (Iran Air)

On May 15, 1975, Iran Air introduced a special discount of 40 percent from
the normal first-class and economy fares for active and retired personnel of the
Iran government and their immediate families and for Iranian students between the
ages of 12 and 30 enrolled in an educational institution in the United States and
their immediate families. Immediate families are defined to include spouse,
children, parents, brothers; sisters, dependent relatives and servants.

The Board, in consultation with the Department of State, decided against
recommending suspension of the fares when they were first filed due to the imminent
state visit of the Shah (May 15:18). However, on April 30 the Department of State
informed the Government of Iramn of this Government's dissatisfaction with the
fares, and requested consultation under the terms of the U.S./Iran Air Transport
Agreement. Consultations wefe held June 16-17, 1975, but proved unsuccessful. The

FU.S. delegation presented a compromise proposal which would have limited the dis-
count to students in recognition of the "brain drain" alleged by Iran to be resulting
from the expense to students of viéiting Iran and‘maintaining contact with the home
country. However, Iran has stated that there is no possibility of accepting this
compromise, and that they have no counterproposal.

~ While the level of the fares is not out of line with various discount fares
available to the general public and approved by the Board, the fares offer a sub-
stantial discount, without any distinguishing restrictions on travel, to seélected

segments of the population based on the occupational status of the individual.
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The Board and the courts have held such fares to be unjustly discriminatory,

and the Board has denied their availability within the United States and between
the United States and other countries. Although the Federal Aviation Act provides
for limited departures from this basic "rule of equality," none is set forth for
students,.active or retired government empioyees, or their immediate families.
Moreover, Iran has refused to permit Pan American access to this substantial body
of traffic. Since the bilateral requirement for consultation has been satisfied
and Iran indicates no possibility’of compromise,it is now appropriate to move

forward with suspension of the fares.
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UNITED STATES OF AMERICA
CIVIL AERONAUTICS BOARD
WASHINGTON, D. C..

Adopted by the Civil Aeronautics Board
at its office in Washington, D. C.
on the 10th day of October, 1975

Reduced Fares proposed by:

IRAN NATIONAL AIRLINES
CORPORATION

Docket

ORDER OF INVESTIGATION AND SUSPENSION

By tariff revisions filed April 15, 1975, effective May 15, 1975, pursuant
to an order of the Government of Iran, Iran National Airlines Corporation (Iran
Air) established special discounts 1/ for travel between the United States and
Iran for active and retired personnel of the Iranian Government and their
immediate families and for Iranian students between the ages of 12 to 30 enrolled
in an educational establishment in the United States and their immediate families.2/
Tmmediate families are defined to include spouse, children, parents, brothers,

sisters and dependent relatives and servants 1iving in the household.

Upon consideration of all relevant matters, the Board has concluded that the
subject rule granting discounts of 40 percent to selected segments of the flying
public, may be unjust, unreasonable, unjustly discriminatory, unduly preferential,
or otherwise unlawful, and should be investigated. The Board further concludes
that this rule should be suspended pending investigation.

The Board has in the past honored foreign government directives pertaining
to travel by foreign government officials on official business and will continue
to do so in proper circumstances. However, Iran Air's tariff rule goes far beyond
this purpose, involving as it does special fares for selected segments of the
population and based on the occupational status of the individual.

The Board has previously found discount fares limited to students to be
unjustly discriminatory.3/ Further, as the United States Court of Appeals has

1/ 40 percent of the normal first -class and economy fares.

2/ Air Tariffs Corporation, Agent, Tariff C.A.B. No. 44, 7th Revised Page 82-E.
On July 30, 1975, Pan American World Airways, Inc. filed to match the fares
effective October 1, 1975 (Air Tariffs Corporation, Agent, Tariff C.A.B. No.
44, 8th Revised Page 82-E.)

3/ Capital Group Student Fares, 25 C.A.B. 280 (1957). See also Orders 70-7-129,
July 29, 1970, and 74-5-145, May 31, 1974, wherein the Board suspended student
fare proposalé which were subsequently canceled by the carriers.
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stated "the rule of equality is the very core and essence of the fare structure
in the transportation industry." Thus, "equality of treatment is paramount" and,
the factors alleged to justify departure from the rule of equality "are to be

‘ weighed in light of that pervasive requirement."4/ In this regard the Board has
found that special discount fares based on the particular status or age of an
individual are unjustly discriminatory, Domestic Passenger-Fare Investigation,
Phase 5 - Discount Fares, Order 72-12-18, December 5, 1972,5/

Although the Federal Aviation Act provides limited departures from the
basic ''rule of equality' none is set out for students, or active and retired
government employees, and their immediate families. Iran Air has presented no
unique or extraordinary circumstances, or developmental need which would justify
resort to these discriminatory fares.6/

Accordingly, pursuant to the Federal Aviation Act of 1958, as amended,
and particularly sections 204(a), 404, 801 and 1002(j) thereof,

IT IS ORDERED THAT:

1. An investigation be instituted to determine whether the provisions in
Rule 295, on 7th and 8th Revised Pages 82-E, to Passenger Fares Tariff No. PF 4,
C.A.B. No. 44, issued by Ailr Tariffs Corporation, Agent, and practices affecting
such provisions, are or will be unjust, unreasonable, unjustly discriminatory,
unduly preferential, unduly prejudicial or otherwise unlawful, and if found to
be unlawful, to take appropriate action to prevent the use of such provisions or
rules, regulations, or practices;-

2. Pending hearing and decision by the Board, the provisions on the tariff
pages specified in paragraph 1 above are suspended and their use deferred to and
including October 1976 unless otherwise ordered by the Board, and that no
changes be made therein during the period of suspension except by order or
special permission of the Board;

3. This order shall be submitted to the President7/ and shall become
effective

4., The investigation ordered herein be assigned for hearing before an
Administrative Law Judge of the Board at a time and place hereafter to be
designated; and

4/ Transcontinental Bus System, Inc., vs. C.A.B., 383 F.2d 466 (C.A. 5, 1967).
5/ The Board has permitted certain youth fares to become effective on the North
~  Atlantic. However, there were competitive considerations requiring such
action, but here such considerations are not present. Order 75-3-101,
March 27, 1975.
6/ See Order 74-3-2 dated February 12, 1974, issued pursuant to Presidential
- approval, suspending special fares for veterans in foreign air transportation.
7/ This order was submitted to the President on October 10, 1975,
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5. Copies of this order shall be served upon Iran National Airlines

Corporation and Pan American World Airways, Inc. which are hereby made parties
to this proceeding.

This order will be published in the Federal Register.

By the Civil Aeronautics Board:
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DEPARTMENT OF STATE

Washington, D.C. 20520

October 14, 1975

Mr. David M. Bray

Deputy Associate Director for
Economics and General Government

Office of Management and Budget

Washington, D. C. 20503

Dear Mr. Bray:
I refer to the proposed order of the Civil Aeronautics

Board (CaB) suspending certain passenger fares of Iran
National Airlines Corporation (Iran Air) in foreigmm—

since it appears that these fares are unjustly discrim-
inatory and therefore unlawful. Such a solution has not
been found.

The Iranian authorities attach considerable importance
to the Iran Air discount fare and have clearly intimated
that, should the fare be Suspended, they may be forced
to act against Pan American's services to Tehran. They
have also requested further negotiations on the matter.
Although the United States has already complied with the
terms of the bilateral air transport agreement and is
therefore not obliged to refrain from suspending the
discount fare pending further negotiations, the

United States has agreed to hold further talks with the
Iranian Government.

The Department believes that, as a matter of principle,
Iran Air should not be allowed to offer indefinitely
fares which so clearly appear to be contrary to US law.
However, in view of serious consequences which could
result from immediate suspension of the fare, and the
entailing adverse impact on US foreign policy interests,
the Department strongly recommends that the effective
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date of the suspension be deferred for about 60 days
to allow time for further negotiations with the
Government of Iran.

A suggested letter from the President to the CAB to

~this effect is enclosed.

Sincerely,

/ ' -

/ Zﬂwﬂuo ‘%34 7@%@
Michael H. Styles
Director

Office of Aviation

Enclosure:

Suggested letter.
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SUGGESTED LETTER

Dear Mr; Chairman:

I have reviewed pursuant to Section 801(b) of the Federal
Aviation Act the Board's proposed order suspending certain
passenger fares proposed by Iran National Airlines Corporation
in foreign air transportation.

While I have no objection to the purpose of the proposed
order and agree that fares which are unlawful should not be
countenanced, I desire that every possible attempt be made to
reach a negotiated solution with the Iranian authorities. 1In
order to provide a conducive climate for further negotiations,
which the Government of Iran has requested and to which the
United States Government has agreed, the fares in question
should continue to be allowed for the time being.

I am accordingly disapproving the Board's proposed order
for reasons of foreign policy insofar as the order would become
effective immediately, and I request that the order be

resubmitted to me for my review if further negotiations, which

. should be held within 60 days, do not resolve the matter.

Sincerely,

Gerald Ford
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UNITED STATES DEPARTMENT OF JUSTICE

WASHINGTON, D.C. 20530

Address Reply to the
Division Indicated

and Refer to Initials and Number OCtOber l 4 7 l 9 7 5

MEMORANDUM FOR: Roderick M. Hills
Counsel to the President

FROM: Jonathan C. R

¥ Acting

Deputy AssisMant Attorney General
Antitrust D#ision
SUBJECT : Presidential Review of CAB Proposed

Orders Suspending International Fares

On October 8, 1975, you raised several questions con-
cerning our recommendation that the President disapprove a
proposed CAB order suspending certain tariffs of Korean Air
Lines. It is the purpose of this memorandum to elaborate on
the reasons for our recommending Presidential disapproval of
that order.

We have pointed out in several memoranda concerning
proposed Board suspension orders 1/ that the Federal Aviation
Act does not authorize the Board to suspend a decreased rate
under Section 1002(j) of the Act merely because it disagrees
with the filing carrier's calculation of its costs. Rather,
subsection (F) of Section 1002(j) mandates that the Board
take into consideration in exercising. its: authority to suspend
international rates the issue of "whether such rates will be
predatory or tend to monopolize competition among air carriers
and foreign air carriers in foreign air transportation. "

While there are other factors included within Section 1002(3)
of the Act which the Board is required to consider in deter-
mining whether to suspend a rate, the legislative history
surrounding the consideration of subsection (F) indicates

that it was included in the Act to give the Board authority

to disapprove predatory or monopolistic rates only. Neither
the Act nor its legislative history indicates that the CAB
was given a mandate to disapprove low fares for the purpose of
. guaranteeing a carrier a certain rate of return or a certain
level of yield. However, that is the goal which the Board

U

v FlR,
1/ E.g., Memorandum from Thomas E. Kauper to Antonindggalia,‘%
dated January 29, 1975, re Proposed CAB Order Suspendif 7/8 =
Day Summer GIT Transatlantic Fare Proposal of Transportls iy
Aereos Portugueses. ),
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nevertheless sets out for itself in suspension order after
suspension order including the order here under review.
Contrary to what the Board has been recommending, and
recommends here, the Report of the Senate Committee on
Commerce, S. Rep. No. 92-593, January 24, 1972, p. 7, states
that:

"Price competition in itself is not prohibited
by this provision. On the contrary, the intent
of the amendment is to encourage healthy price
competition by requiring the Board to consider
the effect of rates on the continued existence
of alternative, competitive air transport
suppliers." [Emphasis added]

We think it is wrong for the CAB to send orders to the
President for his approval which do not comport with the law.
We also think that when such orders have the effect of raising
Oor keeping unnecessarily high international transportation
costs, thereby fueling international inflation, the President
is entirely justified in terms of his foreign policy review
authority to disapprove such orders.

With respect to the specific order here under review, we
recommended Presidential disapproval for virtually all of the
reasons outlined above. Thus, at pp. 4~5 of our memorandum,
we pointed out that the Board is authorized to suspend and
investigate only those decreased rates which may be predatory
or monopolistic or threatening the provision of needed air
transportation. However, in our view the Board had not sug-

. gested any credible connection between these proposed rates and
the evils which it is supposed to guard against.

Most importantly, we found support in the President's
foreign policy for reducing worldwide inflation by reducing
international air transportation costs (specifically enunciated
on March 8, 1975, when the President wrote a letter to the
Board disapproving a proposed order suspending and investi-

. gating new general commodity tariffs filed by Seaboard and
Lufthansa--Appendix A). While our memorandum might have been
clearer in this respect, it is our position that neither the
Board's order, nor the rationale attached to it, presents a
credible distinction between the fares proposed by KAL, on the
one hand, and the fares proposed by Seabhoard/Lufthansa, on the
other, which the President had ordered not be suspended. There-
fore, we urged Presidential disapproval of the instant Board
order, both to prevent erosion of the previously established
policy (in Seaboard) and also to extend the benefits oﬁﬁtH@ed
policy to other markets. 9
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We believe that the President's foreign policy of com-
battlng worldwide inflation by trying to reduce transportation
costs is a good one. Our recommendation in this particular
case reflects our desire to preserve and extend the policy
whenever possible,

Nevertheless, we recognize that there may be instances
in which the President's policy of combattlng worldwide
inflation by permitting nonpredatory price cuts to become ef-
fective may well have to yield to other more important and
pressing foreign policy goals. Of course, only the President
has the ultimate responsibility for resolving all conflicts
between antitrust and foreign policy. Nevertheless, to the
extent that foreign policy considerations are part of the
record of CAB proceedings, or are otherwise made known to
us, we do attempt to take them into account.

In addition, we try our best within the statutory time
constraints to make a balanced analysis of any particular
Board order and to recommend appropriate. action by the
President. 2/ We certainly have not recommended Presidential
disapproval of every CAB order proposing to suspend a lower
fare. For example, on August 29, 1975, the CAB transmitted
an order proposing to suspend tariff rev1s10ns of Aeronaves
de Mexico, S.A. The staff reviewed this order in the ordinary
course of business and wrote me a memorandum on September 2,
1975, recommending that the President not be urged to overturn

2/ Section 801(b) of the Federal Aviation Act accords the
President ten days only within which to disapprove,a proposed
Board order suspending an international air fare. This
obviously presents us with serious time problems. Because
OMB and the White House staff need time no less than our staff
needs time to review these matters, our staff attempts to
review fare suspension orders of the Board and prepare a memo-
randum recommending Presidential action or inaction within 24
to 48 hours after receipt of the Board order. The staff has
actually been rather successful in adhering to this schedule
and in fact did adhere to such a schedule in this particular
case., Thus, the CAB transmitted its proposed order to the
Department on October 2; the staff transmitted its recom-
mendation in the form of a proposed memorandum to Mr. Kauper
on Friday, October 3; Mr, Kauper approved and transmitted
the memorandum to Mr. Scalia on Monday, October 6; and
Mr. Scalia in turn transmitted Mr. Kauper's memorandum to OMB
on October 6.
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this particular order. 3/ As you can see by reading this
memoxandum, the staff recommended Presidential inaction in
respect to an order suspending decreased fares because of the
Board's judgment that such decreased fares might be predatory
or monopolistic. This is the type of Board action we have
previously argued would be entirely proper (indeed required)
by the Federal Aviation Act., Both I and Mr. Kauper concurred
in the staff's recommendation, No one  to our knowledge urged
Presidential disapproval of this particular Board order and

in fact Aeronaves' fares were suspended.

In conclusion, we adhere to our view that the President
should disapprove the Board's proposed order suspending KAL's
tariffs. They are neither predatory nor monopolistic, and
they would tend to reduce Transpacific transportation costs.
Presidential disapproval would be a reaffirmation of his -
intention to fight worldwide inflation which we believe is
an important goal. Presidential inaction would inevitably
be perceived as a backing away from this policy. This per-
ception would discourage other carriers from attempting to
compete on price, a result which we assume the President wishes
to avoid. As long as the CAB continues to ignore the appli-
cable statutory standard, and as long as the President's
policy of reducing worldwide inflation remains constant, we
will continue to make recommendations of this nature.

Attachments

3/ A copy of this memorandum is attached hereto as Appendix B.

































