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MEMORANDUM FOR 

FROM: 

SUBJECT: 

THE PRESIDENT 

L. WILLIAM SEIDMAN 

PROPOSED IRANIAN GOVERNMENT 
INVESTMENT IN PAN AMERICAN AIRLINES 

AS YOU KNOW, INITIAL NEGOTIATIONS HAVE BEEN COMPLETED 
WITH RESPECT TO AN IRANIAN GOVERNMENT INVESTMENT OF $300 
MILLION IN PAN AMERICAN AIRLINES. BECAUSE THE CONTROVERSIAL 
ISSUE OF OPEC GOVERNMENT INVESTMENT IS INVOLVED, BOTH PAN 
AM AND IRAN ARE SEEKING A FAVORABLE SIGNAL FROM THE 
ADMINISTRATION BEFORE PROCEEDING FURTHER WITH THE 
TRANSACTION. 

ANY AGREEMENT REACHED BY THE PARTIES WOULD ULTIMATELY 
BE SUBJECT TO CAB APPROVAL OF MATTERS RELATING TO POTENTIAL 
IRANIAN CONTROL OF PAN AM. A FAVORABLE ADMINISTRATION 
DECISION WOULD, THEREFORE, NOT NECESSARILY ENSURE SUCCESSFUL 
COMPLETION OF THE TRANSACTION. A NEGATIVE SIGNAL WOULD, 
HOWEVER, ALMOST CERTAINLY STOP THE PROPOSED INVESTMENT. 

DECISION REQUIRED. THE MAIN DECISION REQUIRED IS 
WHETHER THE ADMINISTRATION SHOULD APPROVE IN PRINCIPLE THE 
PROPOSED IRANIAN INVESTMENT IN PAN AM. 

TERMS OF TRANSACTION. AFTER COMPLETION OF THE TRANS-
ACTION AS NOW PROPOSED, IRAN WOULD HOLD APPROXIMATELY $245 
MILLION (20-30 PERCENT> OF PAN AM•s DEBT, OWN 55 PERCENT OF THE 
STOCK OF INTERCONTINENTAL HOTELS CORPORATION CAN OFFSHORE HOTEL 
CHAIN WHOLLY OWNED BY PAN AM>, HAVE WARRANTS TO PURCHASE 
UP TO 13 PERCENT OF PAN AM•s EQUITY AND HAVE ONE MEMBER ON PAN 
AM•s 17 MEMBER BOARD OF DIRECTORS CSEE ATTACHED ANNEX I FOR 
FURTHER DETAILS OF TRANSACTION>. 

BASIC ISSUES -- SEVERAL BROADER ISSUES MUST BE CONSIDERED 
IN ORDER TO REACH A DECISION ON THE IRANIAN/PAN AM REQUEST. 
THEY ARE: 

OUR POLICY WITH RESPECT TO OPEC GOVERNMENT 
INVESTMENT IN THE U.S. 
OUR POLICY WITH RESPECT TO RECYCLING AND THE 
IMPACT OF DENIAL ON THE FUTURE FLOW OF OPEC FUNDS 
TO THE US. 
FOREIGN POLICY IMPLICATIONS - ESPECIALLY IRANIAN/ 
u.s. RELATIONS. 
FOREIGN GOVERNMENT INFLUENCE IN KEY U.S. FIRMS 
INJECTION OF AN UNDESIRABLE FOREIGN POLICY ELEMENT 
INTO THE CAB AND PRESIDENTIAL DECISION MAKING 
PROCESS IN CASES INVOLVING PAN AM. 
EFFECT ON PAN AM•s LONG RUN ECONOMIC VIABILITY. 
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DISCUSSION OF KEY ISSUE& OPEC GOVERNMENT INVESTMENT 
IN u.s. - ONE OF THE PRINCIPAL OBJECTIVES OF OUR RECYCLING 
POLICY IS TO ENCOURAGE OPEC NATIONS TO MAKE LONG TERM 
CONSTRUCTIVE INVESTMENTS IN THE CONSUMING NATIONS. SUCH 
INVESTMENTS CONTRIBUTE TO OUR CURRENT BALANCE OF PAYMENTS, 
HELP ALLEVIATE THE CURRENT CAPITAL SHORTAGE, AND GIVE THE 
OPEC COUNTRIES A STAKE IN OUR ECONOMY WHICH SHOULD PROVIDE 
SOME INCENTIVE FOR THEM TO REFRAIN FROM ACTIONS WHICH WOULD 
HAVE A NEGATIVE EFFECT ON OUR ECONOMY AND THEIR INVESTMENTS. 
AN INTERAGENCY REVIEW OF FOREIGN INVESTMENT IN THE u.s. IS 
UNDERWAY AND, WHILE NOT COMPLETE, IT IS POSSIBLE TO SAY THAT 
ALL BUT THE MOST EXTREME VIEWS WOULD PERMIT SOME FOREIGN 
GOVERNMENT INVESTMENT IN US FIRMS - INCLUDING FIRMS LIKE PAN AM. 

OUR EXISTING LAWS AND REGULATIONS ARE SUCH THAT THERE IS 
MINIMUM DANGER THAT A FOREIGN INVESTOR COULD USE HIS INVEST
MENT HERE IN A WAY THAT WOULD CAUSE SERIOUS HARM TO OUR 
ECONOMY OR NATIONAL SECURITY. HOWEVER, A MAJOR RESERVATION 
HAS BEEN RAISED CONCERNING THE POLITICAL AND ECONOMIC 
INFLUENCE THAT A FOREIGN GOVERNMENT MIGHT OBTAIN THROUGH 
SUBSTANTIAL INVESTMENTS. ALTHOUGH THE SUBSTANCE OF THESE 
CONCERNS HAVE NEVER BEEN CLEARLY DEFINED, THOSE THAT HOLD 
THIS VIEW MAINTAIN THAT A FOREIGN GOVERNMENT COULD MAKE 
SUBTLE USE OF SUCH INFLUENCE TO HARM OUR NATIONAL OR ECONOMIC 
SECURITY INTERESTS BUT IN A MANNER THAT WOULD PUT IT BEYOND 
THE REACH OF EXISTING LAW. 

THERE IS AN ADDED DIFFICULTY IN THE PRESENT CASE IN 
THAT PAN AM IS REGULATED BY THE CAB AND, IN SOME CASES, THE 
PRESIDENT. THE DEPARTMENT OF TRANSPORTATION IS CONCERNED 
THAT IRANIAN INVESTMENT IN PAN AM WOULD INJECT ADDITIONAL 
FOREIGN POLICY CONSIDERATIONS INTO THE DELIBERATIONS OF THE 
CAB AND THE PRESIDENT IN MAKIN& DECISIONS INVOLVING PAN AM 
OR OTHER INTERNATIONAL CARRIERS. ON THE OTHER RAND, OTHER 
AGENCIES LOOK UPON CAB AND PRESIDENTIAL REGUALTIONS AS AN 
ADDED SAFEGUARD TO ENSURE THAT THE IRANIANS WOULD NOT USE 
THEIR INVESTMENT IN A WAY CONTRARY TO OUR NATIONAL INTEREST. 
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DEFENSE DEPART"ENT REQUIREMENTS. ANY AGREEMENT REACHED 
BY PAN AM AND IRAN MUST CONTAIN PROVISIONS WHICH ASSURE 
CONFORMITY WITH DEFENSE DEPARTMENT REGULATIONS DEALING 
WITH CLASSIFIED DEFENSE CONTRACTS AND THE CIVIL RESERVE 
AIR FLEET CCRAF>. OTHERWISE, THE DEFENSE DEPARTMENT WOULD 
OBJECT TO THE TRANSACTION. 

PAN AM OFFICIALS ARE OPTIMISTIC THAT THEY CAN WORK OUT 
APPROPRIATE ARRANGEMENTS, BUT THE PRECISE METHODS OF 
SATISFYING DOD CONCERNS 

EQUIRE FURTHER DISCUSSIONS WITH 
IRAN AND DOD. THEREFORE, ADMINISTRATION APPROVAL IN 
PRINCIPLE AT THIS TIME MUST BE GIVEN SUBJECT TO SATISFACTION 
OF DEFENSE DEPARTMENT REGULATIONS. 

ADVANTAGES OF A FAVORABLE DECISION 

1. A FAVORABLE DECISION WOULD INDICATE TO OTHER 
POTENTIAL OPEC INVESTORS THAT THE u.s. IS WILLING TO ACCEPT 
CONSTRUCTIVE LONG TERM OPEC GOVERNMENT INVESTMENT. 

2. THE INVESTMENT WOULD SET A USEFUL PRECEDENT FOR 
THE TYPE OF OPEC INVESTMENT WE WOULD WELCOME CI.E. MAINLY 
DEBT WITH A RELATIVELY SMALL EQUITY INTEREST IN A FIRM IN 
A HIGHLY REGULATED INDUSTRY>. 

3. DENIAL WOULD BE INTERPRETED BY OPEC NATIONS AS AN 
INDICATION THAT WE INTENDED TO LIMIT THEIR INVESTMENT IN 
THE U.S. AND COULD HAVE A MAJOR NEGATIVE EFFECT ON SUCH 
INVESTMENT HERE • 

4. BECAUSE OF ITS GENERALLY FAVORABLE FEATURES, THE 
TRANSACTION PROVIDES A GOOD TEST CASE TO SAMPLE CONGRESSIONAL 
AND PUBLIC REACTION TO SUBSTANTIAL OPEC INYESTIENT IN u.s. 
COMPANIES. 

5. THE INVESTMENT WOULD AVERT ANOTHER PAN AM CASH 
CRISIS IN LATE 1975 AND MIGHT PROVIDE THE TYPE OF MEDIUM 
TERM FINANCIAL RELIEF NECESSARY TO ENABLE PAN AM TO CONSUMMATE 
A MERGER OR ROUTE RESTRUCTURING NEEDED TO CREATE A VIABLE AIRLINE. 
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DISADVANTAGES OF A FAVORABLE DECISION 

1. THE INVESTMENT MIGHT TAKE PRESSURE OFF PAN AM TO 
TAKE THE DRASTIC ACTIONS REQUIRED TO RETURN TO LONG RUN 
PROFITABILITY CE.G. MERGER OR ROUTE RESTRUCTURING>. 

2. IRANIAN INFLUENCE IN PAN AM WOULD INJECT A NEW, 
AND WHAT SOME CONSIDER AN UNDESIRABLE, ELEMENT INTO CAB 
AND PRESIDENTIAL DECISION MAKING IN CASES INVOLVING PAN AM 
AND OTHER INTERNATIONAL AIRLINES. 

3. WHETHER OR NOT THE RELATIONSHIP ACTUALLY AFFECTS 
PRESIDENTIAL DECISIONS, IT WILL BE PERCEIVED AS HAVING, OR 
AS CAPABLE OF HAVING, AN INFLUENCE ON SUCH DECISIONS, WHICH 
MAY GIVE FURTHER IMPETUS TO THE CURRENT EFFORT TO LIMIT THE 
PRESIDENT•s STATUTORY AUTHORITY OVER INTERNATIONAL ROUTE 
AND RATE DECISIONS. 

4. FURTHER PAN AM FINANCIAL PROBLEMS COULD LEAD TO 
ANOTHER REQUEST FOR AN IRANIAN BAILOUT WHICH, IF APPROVED, 
WOULD INCREASE IRANIAN INFLUENCE IN PAN AM AND THEREBY SET 
PRECEDENTS FOR LARGER SHAREHOLDINGS IN US COMPANIES BY 
FOREIGN INVESTORS. 

5. WOULD ADVANCE IRAN AIR•S CASE FOR ADDING ROUTES TO 
THE u.s., WHICH WOULD FURTHER DILUTE THE NORTH ATLANTIC 
MARKET FOR U.S. CARRIERS AND COULD INCLUDE ADDITIONAL CON
CORD£ OPERATIONS WHICH WOULD IMPACT THE FIRST CLASS MARKET. 

AGENCY RECOMMENDATIONS 

Cl> TREASURY, STATE, COMMERCE, OMB, CIEP, NSC AND THE 
DOMESTIC COUNCIL ALL FAVOR APPROVAL OF THE INVESTMENT 
CON CONDITION THAT THE FINAL AGREEMENT BETWEEN PAN AM AND 
IRAN CONTAIN PROVISIONS WHICH SATISFY DEFENSE DEPARTMENT 
REQUIREMENTS.> THE MAIN REASONS FOR THEIR RECOMMENDATIONS 
ARE THE POSITIVE EFFECT IT WOULD HAVE ON <I> OUR PROSPECTS 
FOR ATTRACTING MORE OPEC GOVERNMENT INVESTMENT AND INFLUENCING 
ITS MOVEMENT INTO CONSTRUCTIVE, LONG TERM VENTURES IN THE US 
AND CII> THE SHORT TERM FINANCIAL CONDITION OF PAN AM. 

<2> THE ONLY DISSENTING AGENCY IS TRANSPORTATION WHICH 
BELIEVES THE INVESTMENT COULD ADD AN UNDESIRABLE FOREIGN 
POLICY ELEMENT TO CAB AND PRESIDENTIAL DECISION MAKING, OR 
WOULD BE PERCEIVED AS INFLUENCING PRESIDENTIAL AUTHORITY 
OVER INTERNATIONAL ROUTES AND RATES. TRANSPORTATION IS 
ALSO CONCERNED THAT PAN AM WOULD NOT PROCEED AS VIGOROUSLY 
AS IT SHOULD WITH A MERGER OR RESTRUCTURING. 

C3> DEFENSE TAKES NO POSITION FOR OR AGAINST BUT POINTS 
OUT THAT ANY FINAL AGREEMENT MUST CONTAIN PROVISIONS WHICH 
ASSURE CONFORMITY WITH ITS REGULATIONS DEALING WITH CLASSIFIED 
DEFENSE WORK AND THE CIVIL RESERVE FLEET. 

C4) THE FEDERAL ENERGY ADMINISTRATION BELIEVES THAT THE 
ADMINISTRATION SHOULD NEITHER APPROVE NOR DISAPPROVE THE 
TRANSACTION. RATHER, FEA RECOMMENDS THAT WE OFFER NO OBJECTION 
AT THIS TIME, PROVIDED THAT THE CONCERNS OF THE CAB AND THE 
DEPARTMENT OF DEFENSE ARE MET. IN THE MEANTIME THE ISSUE OF 
FOREIGN GOVERNMENT INVESTMENT IN THE U.S. PER SE SHOULD BE 
EXPLORED -- AS IS CURRENTLY BEING DONE BY THE INTERAGENCY 
REVIEW GROUP. 
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(5) ARTHUR BURNS, SPEAKING FOR THE FEDERAL RESERVE, 
INDICATES HE HAS DOUBTS, MAINLY ON GROUNDS OF NATIONAL 
PRESTIGE, ABOUT THE PROPOSED INVESTMENT. THESE DOUBTS WOULD, 
HE NOTES, BE GREATLY REDUCED IF IRAN WHOULD AGREE TO LIMITING 
THE WARRANTS TO NON-VOTING COMMON STOCK. 

RECOMMENDATIONS OF SENIOR WHITE HOUSE STAFF 

<1> MR. HARTMANN BELIEVES <I> A MORE COMPREHENSIVE CHECK 
OF CONGRESSIONAL AND LABOR REACTION IS DESIRABLE BEFORE ANY 
DECISION IS MADE, <II> DOD SHOULD BE REQUIRED TO STATE ITS 
POSITION AND <III> DOD CONCERNS WITH RESPECT TO THE CIVIL 
RESERVE AIR FLEET AND CLASSIFIED CONTRACTS SHOULD BE 
FULLY RESOLVED BEFORE ANY ADMINISTRATION APPROVAL IS 
ANNOUNCED. 

<2> MR. RUMSFELD•s OFFICE HAD NO COMMENT. 

(3) MR. MARSH FAVORS APPROVAL OF THE IRANIAN INVESTMENT. 

<4> MR. AREEDA BELIEVES THE TRANSPORTATION DEPARTMENT 
CONCERNS ARE "WORTH WEIGHING" BUT ON BALANCE HE DOES NOT 
BELIEVE THEY ARE STRONG ENOUGH TO DETERMINE THE RESULT. 

INITIAL CONGRESSIONAL AND LABOR REACTION - THE SUBJECT 
OF OPEC INVESTMENT IN THE u.s. IS ALREADY AN IMPORTANT 
ISSUE IN CONGRESS AS SEVERAL BILLS TO RESTRICT OR 
LIMIT FOREIGN INVESTMENT HAVE BEEN INTRODUCED. ANY 
DECISION ON THE IRANIAN CASE WILL UNDOUBTEDLY EVOKE CON
GRESSIONAL COMMENT. 

PAN AM REPRESENTATIVES HAVE CONSULTED A NUMBER OF 
SENATORS AND REPORT THAT SO FAR THEY HAVE ENCOUNTERED NO 
ADVERSE REACTION. AN INDEPENDENT CHECK BY THE STAFF OF 
CIEP WITH SENATORS JACKSON, JAVITS, SCOTT, WILLIAMS, PERCY, 
STEVENSON, CHURCH, STEVENS, PEARSON ALSO UNCOVERED NO 
OBJECTION TO THE TRANSACTION. PAN AM HAS ALSO HAD A NUMBER 
OF CONSULTATIONS ON THE HOUSE SIDE AND REPORTS NO ADVERSE 
REACTION SO FAR. 

ACCORDING TO PAN AM, INITIAL CONTACTS WITH THE TEAMSTERS 
AND THE AFL-CIO INDICATES THAT LABOR WILL NOT HAVE MAJOR 
OBJECTIONS TO THE TRANSACTION. 

APPROVE IRANIAN INVESTMENT IN PAN AM-----~--
DISAPPROVE IRANIAN INVESTMENT IN PAN AM-------------

WILL DISCUSS--~~----------------~--------------------
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STATE, THE NSC AND THE CIEP STRONGLY RECOMMEND THAT WE 
CONDITION ANY OFFICIAL STATEMENT OF APPROVAL ON ISSUANCE 
OF A PARALLEL OR JOINT STATEMENT BY IRAN IN WHICH THE IRANIAN 
GOVERNMENT CLEARLY ACKNOWLEDGES THAT <1> THE TRANSACTION IS 
SUBJECT TO CAB APPROVAL AND SATISFACTORY WORKING OUT OF DOD 
REQUIREMENTS AND <2> IT HAS NO DESIRE TO CONTROL MANAGEMENT 
OR OPERATION OF PAN AM. THE APPROPRIATE US DEPARTMENT ~ 

DEPARTMENTS> COULD ISSUE A STATEMENT ALONG WITH ITS • '1 
NIAN COUNTERPART OR A JOINT STATEMENT COULD BE MADE ~ 

___ THE CONTEXT OF THE JOINT COMMISSION IN ORDER TO PLEASE __.L, 

THE SHAH. {J,f .r'\ !,;Ji ,_-
A~~mE~n~ -~~-~~~==~= -~~~ =~~~ __ ----.JJ'l;r_ J..::._ -- ~~-..:.:.·;._ · . 
APPROVE UNILATERAL US STATEMENT----------------------~--

DISAPPROVE PUBLIC STATEMENT------------------------------

WILL DISCUSS--~~-------------~---------------------------
CONFIDENTIAL 

JANUARY 31, 1975 

PRINCIPAL PROVISIONS OF TENTATIVE 
AGREEMENT BETWEEN PAN AM AND IRAN 

THE AGREEMENT CONTEMPLATES THAT THE IRANIAN SIDE WILL MAKE 
AVAILABLE TO PAN AM AN AMOUNT NOT TO EXCEED $300 MILLION. 
THE PRINCIPAL PROVISIONS OF THE TENTATIVE AGREEMENT ARE AS FOLLOWS& 

1> OF THE $300 MILLION, AN AMOUNT <SAY $55 MILLION> WILL BE USED 
TO ACQUIRE 55 PERCENT OF THE STOCK OF THE INTERCONTINENTAL 
HOTELS CORPORATION, AN OFF-SHORE HOTEL CHAIN WHOLLY OWNED BY 
PAN AM. THE EXACT PURCHASE PRICE IS YET TO BE NEGOTIATED. 
EACH SIDE WILL HAVE THE RIGHT OF REFUSAL IN THE EVENT EITHER 
WISHES TO SELL ALL OR ANY PART OF ITS IHC STOCK. 

2) OUT OF THE REMAINDER OF THE $300 MILLION, THE COMPANY WILL 
ENDEAVER TO ACQUIRE AT LEAST 75 PERCENT OF THE OUTSTANDING 
$389,500,000 OF PAN AM'S SENIOR DEBT NOW HELD BY INSTITUTIONAL 
INVESTORS AT A SUBSTANTIAL DISCOUNT PRICE SATISFACTORY TO 
IRAN AND PAN AM. UP TO $70 MILLION OF THE AMOUNT REMAINING 
FROM THE $300 MILLION AFTER THE ACQUISITION OF THE HOTEL 
COMPANY STOCK AND THE DISCOUNT PURCHASE OF THE SENIOR DEBT 
WILL BE LENT TO THE COMPANY FOR ITS NECESSARY CASH NEEDS. 

3) THE MONIES MADE AVAILABLE FOR THE ACQUISITION OF SENIOR DEBT 
AND THE COMPANY'S CASH NEEDS WILL BE IN THE FORM OF A TEN-YEAR 
LOAN TO PAN AM BEARING INTEREST AT A RATE OF 10 1/2 PERCENT 
PER ANNUM, WITH A COMMITMENT FEE OF 1/2 PERCENT PER ANNUM. 
SINCE NO PRINCIPAL REPAYMENTS WILL BE REQUIRED FOR THE FIRST 
THREE YEARS, THIS WILL IMPROVE THE COMPANY'S CASH FLOW FOR THE 
FIRST THREE YEARS BY A CUMULATIVE AMOUNT OF ROUGHLY $60 MILLION, 
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4> THE AGREEMENT IS SUBJECT TO THE CONDITION THAT THE BANKS 
WHICH HAVE PRESENTLY EXTENDED A LINE OF CREDIT AMOUNTING TO 
$125 MILLION, PAYABLE ON SEPTEMBER 30, 1975, WILL CONTINUE 
THAT LINE OF CREDIT INTO THE FUTURE. 

THE FUNDS LENT BY IRAN SHALL SHARE PARI PASSU IN COLLATERAL 
WITH THE OTHER SENIOR DEBT OF THE COMPANY, BUT IF THE OTHER 
LENDERS AGREE TO EXTEND THEIR CREDIT ON AN UNSECURED BASIS, 
IRAN WILL ACCEPT THAT ITS LOAN NOT BE SECURED. 

5) AS PART OF THE TOTAL TRANSACTION, PAN AM WILL MAKE AVAILABLE 
TO IRAN WARRANTS ENTITLING IT TO PURCHASE SIX MILLION SHARES 
OF THE COMPANY•s STOCK AT ANY TIME WITHIN TEN YEARS AFTER THE 
DATE OF THE AGREEMENT, AT THE LESSER OF $2.75 PER SHARE OR 
15 PERCENT PREMIUM OF THE AVERAGE DAILY CLOSING PRICES FROM 

THE SIGNING OF THE AGREEMENT TO ONE WEEK PRIOR TO THE FIRST 
BORROWING. THE WARRANTS WOULD BE TRANSFERRABLE EITHER THROUGH 
A PUBLIC OFFERING OR IN PRIVATE TRANSACTIONS PROVIDED THAT, 
UNLESS THE COMPANY OTHERWISE AGREES, NO TRANSFEREE CAN ACQUIRE 
WARRANTS TO PURCHASE A NUMBER OF SHARES GREATER THAN 1 PERCENT 
OF THE NUMBER OF SHARES OF THE COMPANY STOCK THEN OUTSTANDING. 

WHEN FULLY EXERCISED, THOSE WARRANTS WOULD RESULT IN IRAN 
ACQUIRING 13 PERCENT OF THE ISSUED SHARES CCOMPUTED AFTER THE 
FULL EXERCISE OF THE WARRANTS>, OR 8 PERCENT OF THE TOTAL 
AUTHORIZED SHARES <41 MILLION SHARES ARE NOW ISSUED AND 
OUTSTANDING; 80 MILLION ARE AUTHORIZED>. 

6) PAN AM•s MANAGEMENT WILL INCLUDE ON THE MANAGEMENT SLATE 
OF DIRECTORS CNOW CONSISTING OF 17 DIRECTORS, BUT EXPANDABLE 
TO 20> ONE PERSON NOMINATED BY IRAN SO LONG AS IRAN CONTINUES 
TO HOLD THE DEBT OR THE SHARES ACQUIRED THROUGH THE EXERCISE 
OF WARRANTS. 

7) IT IS UNDERSTOOD THAT FINAL IMPLEMENTATION OF THE AGREEMENT 
WILL BE SUBJECT TO REQUISITE APPROVALS BY THE PERTIRANT u.s. 
REGULATORY AGENCIES. 
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8 FEBRUARY 1975 

IN REPLY REFER TO 
1-1375/75 

MEMORANDUM FOR MR. L. WILLIAM SEIDMAN, ASSISTANT TO THE PRESIDENT 
FOR ECONOMIC AFFAIRS 

SUBJECT: PROPOSED IRANIAN GOVERNMENT INVESTMENT IN 
PAN AMERICAN AIRLINES 

THANK YOU FOR OUR COPY OF YOUR MEMORANDUM OF 6 FEBRUARY 
CONCERNING DOD COMMENTS AND RECOMMENDATIONS ON IRANIAN INVEST
MENT IN PAA. LET ME RE-EMPHASIZE THE DOD VIEW THAT WE ARE NOT 
IN A POSITION TO APPROVE OR DISAPPROVE THE ARRANGEMENTS. 
HOWEVER, ANY DEAL WORKED OUT MUST CONTAIN PROVISIONS WHICH ASSURE 
CONFORMITY WITH CERTAIN CONDITIONS OF DOD INDUSTRIAL SECURITY 
REGULATIONS AND THOSE PERTAINING TO THE CIVIL RESERVE AIR FLEET 
CCRAF> PROGRAM. 

THE FIRST PROBLEM CONCERNS THE DOD INDUSTRIAL SECURITY PROGRAM 
AND ITS REGULATIONS. PAA NOW HOLDS CLASSIFIED CONTRACTS ON BEHALF 
OF THE DEPARTMENT OF DEFENSE. IF THE APPOINTMENT OF AN IRANIAN
NOMINATED MEMBER TO THE BOARD OF DIRECTORS WOULD COMPROMISE 
ANY OF THESE CONTRACTS, THE DOD WOULD FEEL OBLIGATED TO OBJECT 
UNLESS THE IRANIAN DIRECTOR COULD BE ISOLATED FROM CORPORATE 
MANAGEMENT OVER PAA ACTIVITIES ASSOCIATED WITH CLASSIFIED 
CONTRACTS. THIS COULD BE DONE IF THE IRANIAN ON THE BOARD 
OF DIRECTORS WAS EXCLUDED IN THE MANNER PRESCRIBED IN THE DOD 
INDUSTRIAL SECURITY MANUAL. THIS EXCLUSION ACTION WOULD HAVE 
TO BE MADE A MATTER OF RECORD BY THE PAA BOARD OF DIRECTORS, 
AND AT LEAST A QUORUM OF THE BOARD OF DIRECTORS WAS PROPERLY 
CLEARED AND NOT APPOINTED BY A FOREIGN INTEREST. 

THE SECOND PROBLEM CONCERNS THE QUESTION OF A RESPONSIVENESS 
IN TIME OF EMERGENCY ACTIVITATION OF THE CRAF, BECAUSE OF PAA 
PARTICIPATION IN THAT PROGRAM. ANY SECURITY LIENS ON PAA AIRCRAFT 
RAISE THE QUESTION OF LOSS TO CRAF OF THE PAA CONTRIBUTION TO 
CRAF <ABOUT 20 PERCENT OF THE TOTAL CRAF> IN THE EVENT OF 
DEFAULT. IF AIRCRAFT ALLOCATED TO CRAF ARE OFFERED AS SECURITY 
FOR THE IRANIAN LOAN, WE BELIEVE THAT SOME RIGHT OF FIRST 
REFUSAL SHOULD BE PROVIDED TO ENABLE THE US GOVERMENT TO PURCHASE 
COR ARRANGE FOR A US COMPANY TO PURCHASE> THE AIRCRAFT AT 
THE BEST AVAILABLE PRICE IN THE EVENT THAT THEIR SALE IS NECESSARY 
TO PAY BACK THE LOAN. THIS WOULD GIVE US THE OPTION TO PREVENT 
SALE TO A FOREIGN PURCHASER <INCLUDING IRAN>. IF TRANSFER 
TO IRANIAN REGISTRY WAS CONTEMPLATED, THUS REMOVING THE AIRCRAFT 
FROM CRAF ALLOCATION UNDER US LAW, OR IF ANY OTHER REASONS THERE 
WAS DOUBT AS TO PAA•s CLYTR OWNERSHIP AND CONTROL OF AIRCRAFT IN 
THE EVENT OF A CONTINGENCY CAUSING ACTIVATION OF CRAF, IT WOULD 
BE NECESSARY FOR THE DOD TO OBJECT. 

THE DEAL MUST ALSO BE CONSISTANT WITH CURRENT USG AIRCRAFT 
CONTRACTS TO HAVE PAA PLANES REMAIN IN THE CRAF PROGRAM. 
FOR EXAMPLE, ONE REQUIREMENT OF THE CRAF PROGRAM RELATES TO 
THE NATIONALITY OF THE AIRCREWS. PAA IS OBLIGATED TO FURNISH 
CREWS WITH AIRCRAFT IF CRAF IS ACTIVATED. THOSE CREWS MUST BE 
LICENSED BY THE USG AND HAVE APPROPRIATE SECURITY CLEARANCES. 
THIS COULD BE AN ISSUE IF THE CREWS WERE FOREIGN PERSONNEL. 

WE ARE PREPARED TO HAVE COGNIZANT OFFICIALS PROVIDE 
TECHNICAL ASSISTANCE CONCERNING THE INDUSTRIAL SECURITY 
PROGRAM AND THE CRAF PROGRAM. IF DESIRED. 

IS/ ROBERT ELLSWORTH 
ASSISTANT SECRETARY OF DEFENSE 

INTERNATIONAL SECURITY AFFAIRS 
3551 
10419 
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PR1NCIP!~ PROVISIONS OF TENTATIVE 0 
Tne agceement contemplates tba.t the Irania.'1 s:Lde will rnn.ke available to Pen As 

an amount not to exceed $300 milL'Lc:n. T'ne princ:ipal pr(;visions of the tentative 
agr·eer:ent are as follows: 

l) Of the $300 million, an ainount (say $55 million) 1'lill be used to acquire 55% 
of the stock of Intercontincnt21 Hotels Corpor·ation> an off-shore hotel chain 
wholly ovmed by Pan Am. The e~'Gct purchase r:~·ice is yet to be negotia.ted. 
Each side vrlll have a right or refusal in the event either Hishes to sell all 
or a'lY part of its IHC stock. 

2) Ou.t of the remainder of the ~-3CO milHon, the. Compe.ny will endeavor to acquire 
at least 75% of the outstan':=.~Lr~; $389,500,000 of Pan Am 1 s senior debt nmr held 
by Institutionc'll Investors c_t 2. substant:i2l discuunt p::.•ice satisfactory to Iran 
and Pa.'1 A'n. Up to $70 mi11ion of the arnmmt remaining from the $300 million 
after the acquisition of the }i,:::.tel Company stock and the discowTt, puTchase of 
senior debt will be lent to the CCJ;'Tipa.'1y f'or its necessary cash needs. 

3) rrne monies made available f'or the acqu.isition of senior debt aYJ.d the Compan..v's 
ca;:;:1 needs \·Jill be in the fo:rm of a ten-year 1o2..t'1 to P.:m A'TI bearir(J; interest 
at a rate of lQl,;;% per annum~ '1:ith a comnitment fee of ~% per an:nu.c..-.:l. Since no 
principal repayrE:?nts will be required for the first three years, this will i_m
pr-ove the Company's cash flO'.·; f'c-r the first three years by a curr::J.laU.ve amount 
of roughly $60 million. 

4) The &J.·eement is subject to th':; condition tn..at the b3nks which h2.ve presently 
extended a line of credit am0u:·:.ting to $125 r.illion, payable on September 30, 
1975, will continue that line cf' credit into the· futu:ce. 

5) 

The funds lent by Iran sh::;;_1l shar·e pa!.:.:'h ;;~ssu in collateral 'Hlth the other 
senior debt of the CorrrpaYly, but. if the other J..enders a&ree to extend their credit 
on an unsecured basis, Iran will accept that its loan not be secured. 

As part of the total transacticn, Pan Am will rrak~ available to Iran warra11ts 
entitling it to purchase six mi'J_lion shares of the Company 1 s stock at .:my time 
within ten years after the date of the agreerr.ent, at the lesse::." of $2.75 per 
share or 15% pr21lliw'TI of the av::':~age daily closing prices from the sig'ling of 
the agreement to one week prio:c· to the first borrmring. Tlte warrants would be 
trar'lsferrable either t:r..routsh a public offerin; or> in private trc:~sactions pro-
vided t:D.at, unless the Corn('Jany other;,vise q.;r·ees, no transferee can acq'J.ire 
v.'ar-rants to purchase a nu.mber :::f shares gr·eater thar'l 1% of the r.c-.:!:-ber cf shares 
of the Cornpany stock then outs;::2.nd:ing. 

When fully exercised~ those w2rrants wc:uld result j_n Iran acqairiru:,_; 13% 
of the issued shares (computed ?f'ter the fulJ exercise of tr-~e \·Ie_r-.::oants) , or 
8% of thrc:: total authorized s11::L'v::s ( 41 miJ_licr; s'c-:ares are no~·~ issu_ed an'J c~tt-
st:::~,ding; 80 m.~Llion arc at~ths::.,.:zed). 

P?_:-J. A'TI' s management will inclu::ie on the c3r-12g~~"::nt slate of dh'ec:to:>s (nmr con
s~.Ls-::ing of 1'{ directors, but ex;;.2..t'1dable to 20) one person nomin.ated by Irs.:r so 
long as Iran contir1ues to hold ":he debt or· ttr::: stares acq~1ired tr.:._~ou,_:sil tt:.e exer
ClS2 of the wc:t'Ta.nts. 

7) It is understood that final ir;rplementation of th::: 2-c-;reement will be subject to 
req_lisi te approvals by the pc.::-t:inent U. S. rec:;•)1atory agencies; 

• 
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ASSISTANT SECRETARY OF DEFENSE 

Wl\S~iiNGTON,D.C. 20301 

INTERNATIONAL 
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8 February 1975 

In reply refer to 
1-1375/75 

MEMORANDUM FOR MR. L. WILLIAM SEIDMAN, ASSISTANT TO THE PRESIDENT 
FOR ECONOMIC AFFAIRS 

SUBJECT: Proposed Iranian Government Investment in 
Pan American Airlines 

Thank you for our copy of your memorandum of 6 February concerning DOD 
comments and recorrmendations on Iranian investment in PAA. Let mere
emphasize the DOD view that we are not in a position to approve or dis
approve the arrangements. However, any deal worked out must contain 
provisions which assure conformity with certain conditions of DOD Indus
trial Security Regulations and those pertaining to the Civil-Reserve 
Air Fleet (CRAF) Program. 

The first problem concerns the DOD Industrial Security Program and its 
regulations. PAA now holds classified contracts on behalf of the Depart
,,;.;;,<; 0f :::;c~cll:.c. ;1 ~in::: d!Jpoinunern: oi an iranian-rmmJnatea member to 
the Board of Directors would compromise any of these contracts, the OOD 
would feel obligated to object unless the Iranian Director could be iso
lated from corporate management over PAA activities associated \'-lith 
classified contracts. This could be done if the lranic;n on the Board 
of Directors was excluded in the manner prescribed in the DOD Industrial 
Security Manual. This exclusion action would have to be made a matter of 
record by the PAA Board of Directors, and at least a quorum of the Board 
of Directors was properly cleared and not appointed by a foreign interest. 

The second problem concerns the question of a responsiveness in time of 
emergency activitation 6f the CRAF, because of PAA participation in that 
program. Any security liens on PAA aircraft raise the question of loss to 
CRAF of the PAA contribution to CRAF (about 20% of the tot a 1 CRAF) in the 
event of default. If aircraft allocated to CRAF are offered as security 
for the Iranian loan, we believe that some right of first refusal should 
be provided to enable the US Government to purchase (or arrange for a US 
company to purchase) the aircraft at the best avai1able price in the event 
that their sale is necessary to pay back the loan. This would give us the 
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2. 

option to prevent sale to a foreign purchaser (including Iran). If transfer 
to Iranian registry was contemplated, thus removing the aircraft from CRAF 
allocation under US law, or if for any other reasons there was doubt as to 
PAA's clear ownership and control of aircraft in the event of a contingency 
causing activation of CRAF, it would be necessary for the DOD to object. 

planes 
have PAA/ The deal must also be cons.ist:ent wi:th ~ur:r:ent USG ·airc;raft contracts to 

remain in the CRAF Program. For example, one requirement of the CRAF 
Program relates to the nationality of aircrews. PAA is obligated to 
furnish crews with aircraft if CRAF is activated. Those crews must be 
licensed by the USG and have appropriate security clearances. This 
could be an issue if the crews were foreign personnel. 

We are prepared to have cognizant officials provide technical assistance 
concerning the Industrial Security Program and the CRAF Program, if 
desired. 

• 

Robert Ellsworth 
Assistant Secretary of Defense 
Jnternational Security Affairs 
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THE WHITE HOUSE ... 
WASHINGTON 

February 12, 1975 

ADMINISTRATIVELY CONFIDENTIAL 

MEMORANDUM FOR: L. WILLIAM SEIDMAN 

FROM: 

SUBJECT: 
Investment in Pan American Airlines 

Your memorandum to the President on the above subject has been 
reviewed and the following has been approved: 

1 •. Approve Iranian investment in Pan Am. 
2. Approve Joint or Parallel US/Iran 

Statements. The following notation was also 
made: 
--I wish to personally review such statements, 

Please follow-up with the appropriate action, 

Thank you. 

cc: Don Rumsfeld 
Brent Scowcroft 
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