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MEMORANDUM FOR 

THE PRES!OENT ' 

L1 , WlLLtAM SElDM~N 

DECLASSIFIED 
E.O. 12958, Sec. 3.5 

NSC MeifA.1124198, State Dept. O~J; 
By :lu , • ,NARA.Date ll~/4 

' SU8JECTl PROPOSED IRANIAN GOVERNMENT ' .. 
INVESTMENT ' lN PAN AME!IU~AN AlR~!JNE8 ' 

AS ' iou KNOW, lNtT!AL NEGQTlAT?QNS H~YE BEEN COMP~Et!O 
WXTH RESPECT TO AN , IRANlAN GOVERNMENT tNVESTMEN'f" 0F siea 
MJL.L.lOtJ IN PAN AMERICAN Al"L.!NES~ BECAUSE' 'THEt CON'fROVEIHIA~I 
xssue · OF OPEe GOVERNMENT tNVfSTMENT ts XNVOLMED, BOTH PAN 
AM AND· IFU.N M~E SEEK?NG 1 A FAVORABI-E 1 SlGNAt.. l'ROM THE 
ADMlN?STRATlON BEFORE PROCEEDING1 FURTHER. W!TM THE! 
T~ANSACT10N~ • 

ANY AGR!EMENT REACHED 8¥ THE PARTIES WOU~D ULTXMATELY 
' 8£, SUBJ!CT TO' CA8 APPROVA~; OF ' "'ATTERS REL~TtNG' fO , POTENTIIL 

lRAN?AN CO~1TROL OF ' PAN Af!!, A F~VORAft\.,f; ADMINIS!fRATtON 
DECISIPN WOU~D, THEREFORE, NOT ' NECESS4R1L¥ ENSURE SUCCESSFU~I 
COMPLE/11'1 ON OF ' TH! TRANSAC'l'I ON• A NEG~ Tl V~ SIGNAi,. WOULD, 
HOWEVER, ALMOST CERTAINLY STOP THE PROPOSED INV!STMENT~ . 

D!C!StON REQUtR!O~ THE MAIN OECZSION R~QUIRED !S, 
WHETMER· THE ADMI NISTRATION SHOULD APP~OVE IN PRINCIPLE THE 
PROPOSED tRANlAN I NVESTMENT IN PAN AM 1 

Tf!R~S: 01' TRANSACTIPtt8 AFTER COMPL,E1" JON OF· THE TRANS""· 
ACTXON AS NOW PROPOSEO, IRAN WOULD HO~D APPROXXMATELW 12~51 
MJL~~ON C20~~0 PERCENT) OF , PAN AMtS DEBT, OWN ~5 PERCENT OF TH£ 
~TOCK: OF INTERCONT?NENTAL. HOTELS, CORPORATION (AN OFFSHORE HOTEL! 
CH4lN WHOLLY OWNEO BV PAN AM), HAVE r WARRANTS TO PURCHASE 
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UP1 TO i3 PERC!NT OF PAN AMiS EQUITY ANO HAVE1 ONE, MEM8fR ON PAN 
AM; S 17 ' MEMBER BO ARO OF O ?RECTORS (SEE, ATTACHED ANNEX ' l - FOR ' 
FURTHER DETAILS OF TRANSAC,lONl. 

B~S!C XSSUES ;., SEYER~~! BROAD~R 1 lS~UES MUST ' BEI CONS!OERfp , 
!N ORD~R, TO REACH A OEt1SION ON ,~e IRANtANIP•N AM REQu,s, • 

. THEY A~E: -

••• OUR POL1CY ~!TH RESPECT 1TO O~EC GOVERNMENT 
?NVEST,..ENT I N TMEI u.sl! 
OUR , POL!CY W?TM' RESPECT TO, RECYCLtNG1 AND t TH~ 
!MPACT' OF OfNlAL l ON THE FUTURE FLOW OF OPEC i PUNPS ' 
TO , THE : US. . -

•~• FOREIGN PriLICY ' lMPLl~ATXONS • · ESPECIALL¥ ' !R~NlAN/ , 
u1,s~ RELATIONS~ , 

--· FORE?GN GOV!RNM~NT INFLUENCE IN KEY u.s~ ~'IRMS, 
• @!!> • ?NJECT%0N OP AN UNDESXRABL.E FORE -IGN PPL'IC¥ ELEMENT 

INTO THEi CAB AND PRE$lOENTtAL1·oect.SION' M~Kl'.NG 
PROCfSS I N CASES, lNVOLWING PAN AM, 

P~• EFFECT ON PAN AMJ' ~O~G RYN ECO~OM!C , V?4BI~irv~ . 

PZSFUSS!ON 01'1 KEV JSSUEi OPEC . GOVERNMENT ' lNVESiMENT' 
' IN u~s~ · • 0NE• o, TME PRlNcaPAL! 08JECrtvEs. OF t OUR! REc,c~lNG• 

P0LtC¥ ' IS TO ENCOURAGE! OPEC· NATlONS TO MAK!- LONG- TERM 
CON8fRUCT%VE INVESTMENTS IN TM~ CONSUM?NG NATIONS, SUCH 
INVESTMENTS CO NTRtBUTEi TO OUR CURRENT ' BA~ANCE OF1 PAYMENTS, . 
H!l,.Pl AL.1-EVIATE THE t CURRENT CAPITAL. , SHORTAGE:, AN{) GiVf! TH! ' 
OPEC , COIJtJTRI!S A 5:t'AKE1 IN OUR ECONOMY WHlCH• SHOULI) PROVltU; t 
SOME' !NCENTlYI! ,oR THEM 1 TO R!f~A!N !'!'ROM ACTXONS WHlCH WQLH,D 
HAVEi A NEG .. T1V! !l'FEC'I' ' ON nuR ECONOMV _ ANO TH!'fR i INYES1Mt?NTS, 

' AN INT~RAG!NCY REV?fW OF t FOREIGN JNVE$TMENT IN 1 TME i U~S~ - ts. 
UNP!RWAY AND, WHII.,! NO-, , COMP-L.ElfE, IT lS POSS?ILE T01 SAY ' 'l'HAT ' 
·~~I 8Uf\ THE MOST EXTREME• VtfWS1WOULP· PE~Mx, · sQ~£ ~0RfIGN 
GOYERNMENT tNV!STMENT IN US ' FIRMS: ~- fNC~UOlNG r FIRMS L!K! ' AM 1 

OUR !XlSTtNG LAWS. ANO • REGU~"T!CNS ' ARit SUCH' THAT '! THl!RE, IS 
MINIMU'4 DANGER f'UT A FORfJ:GN fNYESTOR COUL.D, USE: H%S, INYEl'fip, 
MiHT H!Rf JN A WAY ' THU' ' w0u1mp e•USE' SERIOUS - HARM, TO ' OUR 
ECONOMY OR NATIONAL· SEC:URlTY • HOWEVER, A MAJOR· RESE"VA'l'tQN , 
HAS 8EEN RAlSfD CONCE.RNtNG\ TMEt PDL.lYIC~I. ANQ ' ECONOMtC t 
!NFL.U!NCE THAT 4 FOfU!lGN GOVERNME:NT MIGHT' OBT~!N THROU&l1 
SUBSTANTIAL ' INVESTMENTS, M,.'l'M~UGM THE' SUBST~NCE: OF ' TM!IE• 
CONCERNS HAVE ' NEVER BEEN CLEARLY D~F!NEO, THOS~ 1 TH~T ' MOLO 
THlS- V!EW MAINTAIN TH~T' A FOREIGN GOVERNMENT' COU~D MAK! 
SUBTL! USf OF : SUCH lNFL.UfNC:E TO HARM OUR NATtONAl.I OR i ECQNOMXC 
SECURITY INTERESTS BUT !t,J A MANNER, THAT WOULD PUT ' !T ' 8E'(OND 
THE REACH OF SXXSTI~G L~W~ -

THERE IS AN AOD!O 0!FF1CULT¥ · IN THE PRESENT CASE'' !N 
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THAT P~N AM XS, Rl!GUL,~TEO BY ' THE ' CIB : ANO ', lN, SOME ; CASfS,, 'TH! ' 
PRES;tOENT ', TH! DEPARTMENT' Of ' TRANSPOl'TATU)N' IS CONCERNEI) . 
THAT ' lRANlAN INVESTMENIF fN P.~N Mf WDU"'P ' INJECT A00l1'!0NAL, 1 

, FORElGN PO~iCY CONStDERATlQNS lNTO THE OE~IB!R~TJONS, OFI THE 
CAB AND' TM! PRESIDENT !N MAK?NG 0EClSlON8 JNYOLY?NG' P~N AM• 
OR ; OT'M!R lNT!RNATIONA~i CARIUERS, ON THE OTHE~: HAND, Olfl1ERr 
AGINCtES, ~OOK UPON CAB, ANO ~RESIOENTtAL 1 REGU~~,tONS' AS AN 
ADOID SAFEGUARD TO ENSURE THAT . TH~ XRANlANS ~WQU~O • NQ~ USE 
TH!tR !NVeSfMENT XN A WAY CONTRARV TO • OUR ' N•TJONA~I INTEREST~ 

' D!FEN8E' DEPARTMENT R!QUTR!MENTS~ ANY 4GR!EMEN, · Re~CHEQ 
~y P~N AM AND %RAN1 ~us,· CONTAIN PR0Vl$!0NS WHicH, ASSURE 
CONFORMlTY WlTH OEFEN$E OEFURTMENT REGUL.AT10NS:,DEAL.ING.; 
WJTH CLJSS!F?ED pEFENSE CONTR~CTS AND THE ClVt~ RE$ERVE 
AXR FL,EET CCRAF), OTHERWISE, THE: OE~ENSE DEPARTMENT HOU"-P 
OBJECT TO TH! TRANSACT!ON 1 

P~N AM OFFlClAL.S ARE , OPftl!!IST!C( THiT TMEV ' CIN WO"K ' OUT 
APPROPRtAT! ARRANQf!MENTS, BU'T ' TH£· PRECISE MeTHOPS Olf 
SATlSFVlNG1 DOD CONCERNS REQUIRE PUR,HER DfSCUSSIONS, WlTH. 
JRAN AND 000 1 TMEREFORE1, AOMlNISTRAT?ON APPROV~~l JN, 
PR!NC%P~E AT THlS TlM!1MUS~ B!, GtVEN SUBJIQ, TO Sl7tSR~Q,tON 
OP! DEFENSE OEPART~ENT REGUL~'lONS 1 

ADVJNTAG!S OF' A FAVORABLE: OECIS!QN 
I~ F AVORABI.E oe:ei S ION WOUl,,D I NPt~ATEi TQ! .Q'fHf:R1 

POTeNTtAL OP!C XNVESrORS, THAT ' THE u. sl! . lS WJL.\,JNG, '.f'O i, AC~EPT ', 
CONSTRUCTJVE, LONG TERM1 OPEC GOVERNMENT INVE$TM!NT~ -

21 THE I NY!.STMENT· WOULD : IE1f' ' A US!fiULt PRECEDENT ' FOR: 
fH! ! TVP! OF o,Ec lNV~S~MEHY' wi 1 HOULO WE~COME: (t.E~ MAIN~N 
DEBT' W~TH A REL.ATlVEl,.V SMALL, ~ EQUITY ' INTEREST IN A -FUOt JN· 
A HlGHL~ R!GUL~T!D lNDUSTR~), 

3, . DENIAL! WOUL.D 1 ae: !NTEJIP.REtrE0' Bff OPEe i NATJONS, ASL AN 
SNDlC~T'XON TH~T we: 1 INT!NDED TD ~IJ:MIT . TMEXR 1NVE8!1'M!NT' !Nt 
TH!I u.s~ AND cou~o H•VE A MAJOR NEGAT?Vi fFFECf ONI SUCH 
JN¥Ee,~!NT HERE 1 -

4" '. BECAUSE o,• ITS G!Nl:RALl.,¥ F~VDR1AfH.E FEATURES; THE ., 
TR•NSICTlON PROVIDES A GOOO '!ST C~SE TO SAM~~f CONGREISJPNA~I 
ANO PUBLIC RE~CTtON TOI SUBST~NT1A~I OPEC : %NVESTMENT lN U,s. 
COMP.•Ntis, 

e, TH! XNV!STMENT wouLP. AVEAT ' ANO,M!R, ,~NAM C~SH, 
CR:lS!S IN L.~TE 1975 ~NO MlGl'4T' ftROV?PE' ,-ME TYPE OF ,. MEDIUM 
TERM F!N.ANC?AL : REl,.tlEF1 NECESSARY T0 1 l:NABL,E P~N AM 1'0 CONSUMMATE;; 
A ME~GER, OR ROUTf RESTRUCTURING NEEDED TO CREATE A V!A8~E• AXRLtNE~ 
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DlSAOVANTAGIS, OF, A P~VOR~B~~- OEC~SlON 

1~ TH! ' %NVE8TM!NT M!G~T~TAKE PRESSURE, QF,t ,~N AM T01 
TAKE! TH£: DRASTIC . AFT?ONS REQUlRED TO ~fTURN T01 ~ON~· RUN 
PROF~TJSIL~TY (~,G. MERGER, OR· ROUTE · RESTRUCfURiN&0 1 

2. lfUNlAN lNFl,.UENCE 1"!N PAN AM WQUf.O I_NJEcrr· A Nf:Wt . 
AND WHAT S0Mf! t CONS?OERi AN UNOESt~ABI,,~, ELEMENT; lNTO CAfl 
AND PRESl0ENTlAL1 OECfS~ON MAKlNGi JN CASES lNYQLWlN~ PAN AM: 
AND OTHER !NTERNAT!ONA~I AIRL«NES~ 

3~ ' WH~THER ' OR NOT ' TMEI RE~~TlONSHiP · ACTUALLij ~AFFJCt$! 
r-RIJID!NTZAl,. l OEQ/ll%0NS, IT Wl~!-1 BEi PERCElVf?D A$ M~YING, OR i_ 
AS · ClP,eLE OF 1 HAVING~ AN lNFLUfNC!t ON SUCH, OECtS!ONS~ WHICH 
MAY ' Gt YE ,. ~UR!THl?R IMPETUS TO TM~ CURRENT ErFORT TO L.tMrT ·, TH! . 
P"!Sf P!NT f S ST 4 TUTOR If AUITHORI TY OVER1 tNTERNU't:0NAL • RDU!f'E i 
AND RiT~• QECtsioN$. -

4, FURTHER PAN. AM F!NANCIALI PR08~~MS COUL,D, L~~O TO, 
ANOTHER! REQUEST FOR ANI lR~NIAN B~JL.OUT' WHlCH~ .!F• APPR0YED, 
WOUL.I) INCREASE, lRANXAN fNFLUENCE t lN PAN AM ANO! TMEREBY ' SET" 
IIR!C!DENTS FOR "'•RGER SH•REMOLDINGS. lN US CQMP~NifE8 ' BY 
~OREXG~ INVESTORS, 

5• WPUL.D ADVANCE !R~N A~R1s C~SE FOR AODlNGr ROUTE8 'TO· 
THE' u~s~, WHSCM wou~g FURTHER DILUTE THE NOR,H 1 ,,~~N,ic· 
MARKEf FOR u~s, CARRIERS AND COULD INCLUO~i ADD!?tON~L. 1 CON~· 
CO~DE1 oPERAT!ONS WHlC~ WOULD tMPAC, VTHE ,~Rsr· c~ASSt MARKET~ 

AG£NC¥ RECOMM!NDATlONS 

Cl) TREASURY, STATI, COMMEReE~ OMB~ , C!EP~ NSC ANOLTHII 
DOMESTIC: COUNC!L1 AL~1 FAVOR APPROVAL! OF, THE INVESTMENT ' 
CON CONDITXON THAT THE, FINAL! AGREEMENT BETWEEN' PAN· AM AN0 
lRAN CONTAIN PROV?SlONS · WHttH SAT?SF~~OEFENSEI DEP~RTMENT 
REQU«R!MENTS-~) THE MAlN· REASONS; FOR, TMi!ft' RECOMM(ND.ATIDNS ,. 
AR! 1 TlifE: POS?TlV! ' EFFfCIJ' IT WOULD' HAV! ON Ct) . OUR 1 F-ROSPic,s, 
l'QR' ATTRACTtMG MORE OPEC GOYfRNM~N'r fNV!STMENT ', ANO iNf'LUENC!N~1 
%TS MOVEMENT ?~TO CONSTRUCTIVE~ ~ONG• TERM VENTUR!S ?N THE US, -
ANO (It, TH! SHORT' TERM FtNANCIAL- eONQ!T%0N OFt P4N: AM. 

c2, TH! ONLI OJSSENTlNG• AGENC' ' IS , TRANSPORT~,tON WHJQH 
8!1,.l!VES THE %NYESTMENII' eou1.i0 ~DD AN UNDf:SJRABLE: FOR[IGN 
PO~ICY ' EL£M!NT T0 CAB ANO PRES!O~N!lA~• QECJSlON MA~lNQ~ _OR , 
NOU~D 9l '. P!RC!lVEO AS !NFLUENC(NG PR!Sf0ENT1A~! AUTMO~fTY 
OVERt lNT!RNATlONAl.1 ROUTES AND RATES,. TRANS,Qft!fiTION , !S, 
•~so, CONCERN,o THAT' PAN AM WOULD ' NOT PRQCEEO, AS Yt9QROU$~·· 
AS: tf" SMOULD WITH A MERGER . QR 1 RESTRUCfURJMG~ , 
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C~) DEFENSE T•KES NCl POSITION FOR ' OR AGAINST · BUT POINTS 
OU!'f' ' THAT ' ANY FINilL. l AGREEMENT MUSJ C0NTA%N PROV'.1:SlONS , WHJeH 
ASSUR! 1 CONFORMITY k!ITH, JT~ REGUl.44T:?ONS DE~L.lNGr WtTH C.l.~SSlf?,!0 i 
D!,ENS! 1 WORK 1 ANO TMf CIVIL. I RESERVE F~EET~ • 

(4) THE FfDERl~1 ENERGY ADMINISTRATION BE~?EijfS; THAT ' THE! 
AQMlNlSTRATJON $H0ULO NEfTHER APPROV! NOij OJSAPPR~VI TH!1. 
TRANSAr!ll'lON 1 RATHER., PEA RECOMMENDS , TMAT ,i!E1 OFFIR: NP· 0B~IPT!0N 
AT ' TMlS TtME;i, , PR0Vt0t!O TMAT THf, CONC~RNS, OF,' ' TH! c,e, AND · THE! 
DEPARTME~T" OFI O!FEN$E ARE MET~ !N THE M~ANTtM! THE ISSUE o,: 
F0R!!GN GOVERNMENT tNVESTM~N, . IN TH~· u~s~ P!R S~' SHOU~D ~f i 
E~P~OR!O• ~-- ~~. ll CURRENTLW BE?NG· DONE ' BV TH!l !NTER~G,NC¥ 
REYX!W GROUP, 

- cs, ' AAT~UR BUR NS, $PEAKING FOR THE FEDERAL, RESERVE~ 
XND?C•TIS HE, HAS DOUBTS-, MAINLY ON, GROUNDS 01' NATJDN~~l . , 
PR!STJGE, ABOUT' TH! PROPOSED INVESTMENT~ THESE' DQUBf~. HQYLD, 
HEI NOTE~, SE GRE~TLY REPUCEP I~ lR~N WHQU~O AGREE1 TO• LlMITlNG· 
THE WARRA NTS TO NONeVOTlNG· COMMON STOCK" 

RECOMM!NDATlONS 01'1 SEN!oR· WHIT! HOUSE STA'' ' 
j • I ' • 

Cl L MR~ H~RTMANN ~Ei.:, EWES t1, A MORE; COM!!R~~eNsive, QMfC.1(1 
OF 1 CONGRE$SlONA~l A~O ~~80R: RE~CT!ON lS D!$1RA9Lf' 8£FORE ,AN, 
f)!tfSION XS MAt)E, Cl!) . 000 . SHOU!.P Bf REGUlRED' TO SJlTE ITS, 
fJ'OStTlON AND (Ill) DOOi ~ONtERNS WJTH RESPECT" TO ' THE ' t'IYIL 
REIERY! 1 AJR" FLEET ANO e~ASSIFteo: coN,RAc,s. swou~PI IE! 
FUl,.1,tf RiSQL,VIO S!:F'DR! 1 AN't ADMINI.STRAl'JON APPRO~•l. t !S; 
AN._.OUNceo, 

c2, MR~ RUMSFE~o,s: OFFJCE HAP! NO COMMEN'I'~ , 

'(3l MR ', MARSH P"AVORS: APPROVA~l QP 1 THE U~IN!AN' UlVCSTMJNT~ ', 

(4) HA, AREEDA B!LtEVES\ T~E: TRANSPOATA.T!ON 1 OEP-~TMINf' 
CO~CERNS A~E HWORTH W!!GMJNGtt BUT ON BA~ANCE HE ODfS, NP1" 
BtLifVE' TH!Y AR~ STRONG fN0UGH1 TO oi,eRM!NE' TME RESULT, 

INITIAL.1 t;ONGRfSStONI\L,! ANP ~('BDRI JlE~C'l'fON "!t • THE 1·SU8.J!C1' 
o,i OP!C• INVESTMENT XN THE u·.s~ IS ' Al,.R!AOV ' AN IM~ORll',NT 
xssu, i IN CONGR!'.S$ AS SEVER~~! B!LL.S ' TO RESTRICT " Oi l 
LlMtT' f'ORE?GN lNVESTt-4EN1f ' titAVE: BEEN· lNTNOOUCED, AN'f 
DEc;~tON ON TH! %RAN!AN 1 C~Si 1 WI~~I UNDOU8Tlo~r · EVOKE CQN~• 
GR!SSIONA~ 1 COMM~NT~ -

PAN A~ R~PRESfNTATlVES HAVE . CON~ULTED! A NUM&ER 1 OF1 
SENATORS AND REPPRT THAT SO FIR THEY H~VE ENCOUNTE~ED N0 1 

AOVERS!' REACTION', AN t NDEPENOEN!f CHECI< BY THE I S'r AFF , OF 
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C!EP' WITH SENATORS JACKSON, JAVITS, SCOTT, W!~LJAHS1 PfRO~, 
ST!Y!NSON, CHURCH, STEWENS, f~~RSON A~SO UNQOYEREDi NO 
08JE:l'M't0~l TO THE TRANSAC'rtDN, P~N,\ AM HAS: A~SQ. w•o A NUHIIRJ 
o,. CONSULTATIONS ON THE ' HOUSEi Sf0~1 AND REPOR~S NDt AOVeRsE 
RE~c,xoN so FAR, 

ACCORDING • TO PAN AM~ trUTtAL' CONTACTS.)flTH· 'T'HE ' 'l'EANSTERS: 
AND i TH!I AFl..f"t?O XNOltA'rES " Tl-lA1 LABOR, Wfl.L 1 NOf· HAVE: 1 MAJOR, 
OBJECT!ONS TO THE TRANSACTION, 

" • .. 'fll APPROVE IRANliN INVESTMENT !N P~N AM~••••••••••••••~· 

01.SAPPRDVE IRANIAN INVESTMENT. IN P~N AM"'•••••~,;. •••• : , 
• • '" t ,I If! "' ' JI cl'li: ,_ • JI J4 ;;t WI~Lt 01scuss-----~---···············-•~-------··~---~~ 

NATURE OF PUSL.lC STATEMENT - fF , YOU 1 OEt;?OE. TO APP~OV!. '. 
'"' IRANlAN INVESTMENT, YOU SHOULD THEN oectDE HHEJHfR 
TH! APPROPRJAT!· DEPARTMENT SHQUL.D MAl<E SOME ' PUB!i,l!C , STATf;"' 
M~NT TO SATts,~ THE rRANlAN AND P~N AM oe,tRE FQR ,• PUB~!C 
ADM1NISTRATION ENDO SEMENT' OF THE ' PRINC?PLEI OF. THE• 
TRAN8ACT?ON 9 

A PUBLIC STAT!MENT"COU~D H•VE t AOVANTAGES: JN TM,T · fT 
(l) WOULD !NDJCATE CL~IR~y · THE t AOMINt~,RATlON PQS!TtON ON AN 
l8SU! Of', IMPORTANC!, T01 IRAN ANO OTHE" OPEC XNV~STORS. (2) MtGMT" 
BE! U8ED TO R!EMPHAS~Z~l TD JRAN, THAT TH! TR~NIACTtON fS , SUBJEeT 
TO ClB APPROVA~ AND CONDIT?ONAL U~ON S~T!SPIC~ORV ARRANGEM!NTI 
WITH op0 WITH RESPECr,' 'i ,o, THE· CR~f F~EET ' AND e~ASSU'IEDi Cl'Ni, • 
TRACfl. THERE ~OULO ~SE PAs,1cu~IR1 ADVANTAGES ,!N PAR.~L~L ' 
OR 1 JOtNT STATEMENT WtTH ?RAN IN THAT" XRAN WQUI.D CL.~ARL/f' 
ACKNOwLeDGE THAT %T RECOGNIZED , THE NEED FOR 000 ANDI CAB • 
APPROVAl., i AND TM4 T ?T ' HAD NO DESIRE ' TO CONTROL, ! TM! MANAGEMENT' 
OR OPE.RATION OF PAN AM~ SUCH A STATE"1ENT ' WQU~r, · GREATl,N . 
ASS%S'.1' I~ AL,L.~YtNG PU8"-!lC ' AND CQNGRESSJQNAl,. I P!'!~RS:. o,: . AN OPIC 
TAKE V!R~ 

THE• MAIN DtSAOVANTAGES OP , A USG, P.UBL,tC STAT!M!NT' ARE1 
THAT ~1, ,, MX~HT APPi&RI TMAT ~' TH! ADMINiSTR~TtON wAs, ,~VQRlNG 
fAN AM OR TRYING• TO tNF~UENCE 'THE U~ftMATEI C~8. O~CXS!QN ANOI 
C2) !T COULD SET A PRECEOENT L.!ADlNG TO SXMlL~R· REQU!SfS 
~ROM OTH!R INV!STORs~ · - • 

RECOMMENDATION$~ THE AGENCt~S FAVORING, APPROVAL ~ALSO 
l'AVOR A PU!L.11C· STATEMENT ?NDfCATlNG APPROVAL. lN PRU•ClPL.Ei-BUT 
MAKING XT Cl,.!AI' TH~T THE T~ANSACTJON JS, SUBJECir · TO , Ct\B 
APPROVA~I ANO CONDtTlONA~ UPON WORKING OUT '. ACCEPTIS~!1 ARRANG~e• 
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M~NTS WITH 000 CONCERN!NG· AY~?L~BlL«TV OF PAN AM PL~NES: FQR! 
f TH! CRAF \ FL.EET ANO IRANIAN ACCESS .' TO ci..•ss!,!ED OEFfNSE! 

MAT!RtAl..1~ 

MR~ _HARTMANN BEL%EVES: TMAT A MESSAQE FRON THE . se0R~T~RY ' 
0~ STlT!, TO HIS COUNTERPAR, lN J~AN wou~o BE A 8UFFJ~l~NTL¥ 
AUll'HOR~TATIV! StGNAl., l ll' SUCH A S!GN4Li !S EBSEN,-'lALi, l 1'0 fl'L#ltTHER 1 

PROiRfSS ON THI ' TRANSACTION, 
ALLI OF YOUR ADVISERS CAUTION AGAXNST YOUR , ,ERSONAL 1 

INVOLWEHENT lN ANY PUSLlt oR · PRPYATEI COMMXTMENT ,R~QR1 TO• c,1, 
CDNSIO!RATlON c, THE C~SE~ 

ST~fE~ THE NSC AND THf ftE, , STRONGL' RECOMMEND .THAT WE 
CONOtrtON ANY ' OFFICXAL! ST~TEMENT ' OF1 APPRDVA~! ON lSSUANeE 
0,- , A PARAI..LU. 1 OR JOINT' STATEMENT ' BY XR~N XN lriHICji,b TMf ' 1RANlAN 
~OYERNMENT C~EARLY ACKNOWL~DGES THAT ' Ct) TM!! TRiNSAc,xoN rs · 
$U8JECII' ' TO CAB APl'ROYAL · AND S.ATISFACTQ"Y WOFU<tNG1 OUT ' 01' DOI) , 
ft!QU.tR!MENTS ANO C2l i7 MAS NQ DESlRf TO pONIY'Rl)" I "ANAIEMENT ' 
0~1 OPERATION OF PAN THE 1 APPROPR!ATi US O!PA~fMENT 
(OR DEPARTMENTS, COUL.P 1 lSSUE A Sf~TEMENT AI..ONGt WJTM ' !TS 
lRANXA COUNTERPART OR A, JOINT' s,iTEMENT cou~o: ee: MA~l i 
XN TH£ t CpNTEiT OF• THE JOt~T ~COMMISSlON lN O"DER 1 TO, 'LElSE 
'rHE ' SH.AK• 

APPROV! • J01:NT' OR' PARAl-.1.El.; Ufl,l~Atf .. ,, •.. , , . , \' . . . . ~.., 
STATEMENTS~••••••••••••••••••••••••••••~~•••••••••••••••· 

' "" ... .... .. " • '- ;/ :'ff .., " It 

APPROVE ' .. UNlLATER4~i US ST•TEMEN'I'••••••••• .. •••••••••••••••• 
Ji. "'i r ,, ,., "' ,,. ti l'1 >,. , II! • ,-

0 ! SAP P~OV ! ! PU8L~C 1 STATEMENT••••••••••••~•••••••••••••••~•· 
. .. .. if-0,11'·• ,.'il'. .. ~*,..~""•'·"I' 

WILLI D!SCuss~---------·-------------------------~-~------· 

JANUA~t · ll, 111e: 
PRINCIPAL • PROVi$lONS QP TENTATiVEI 
AGRl!MENT BE'fWEEN PAl'f! AM: ANQ JRI\N 

TH! AGREEMENT CONTEMPL~T!8 TMAT ' THE ' X"ANi A Ne SJ0! 1 H!I-~\ MAI<! 
•v•x~~a~! TD PAN AM AN 1 AMOUNT ' No, .To EXQEED 1380 MILLiOM~ ~ 
TH!I PRlNClPALI PROVtStQNS OF THE TENTATIVE AGREEM~N'I' ' ARE ' A~: FCH.L.0Wlt ,. 

12 OIF I THE, 1380 M!L,LiONr, AN 4MOUN'T' CSAV SS5 .i Ml~~IQNO WJL,Li l S! i ueED· 
TO ACQUlR! ' ~5 PiRC!NT' OF ,. STOCK ' OP' ! THf !NT!RCqNTlNENT,1.1 
HOll'El,.8; OOltPORATlON I AN ' OFFt-SHOAE HOTEi. i OH.XN, WMOl."'tt ' OWN!D ·er 
PAN AM~ ' THE: EXACT PURCHASE' PR!~lt ts YET ' TQ · B~r N!GO't'!·l'~D, . 

RECAl.~EO, 
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EACH, $!Of'. W!l,..L, HAVE' THE RIGHir · OF ! Re;f'1JSA~1 lN 'THE f EVEN!f' '" !fY'MfR! 
WISH!S . TO SEL.L, i AL.l.,1 0" AN¥ ' PAftT OF , !TS, JHC. STDCK. . • 

2) : OU!'f' ' OF THE RE~Al NOl;R' OF !. THE S380 Mtl,.L,!ON't Tfllff ' COMf'ANV ' Wf 1,.1.> 
ENDEAV!R1 TO ACQU%R! AT ' ~EA$T 1, PERCENT' OFI TME r ou,s,~NOING! 
S:!89:, eee ,, 000 OF PAN AM,t S SENioR DE13T ' NOW HEL,Dl i,v · JNS:r1,w,10NAl. t. 
INYE8TOR8 AT A suaSTlN~l.~1 OtS~OUNT' PRlCE ' SAYtSfACrOR¥ ' TO 
%RAN ANO PAN AM, UPI TO 110 MlLL!ON' OF TME 4HOUNT"REMA~NtNG 
FROM THE $300 MXL~ioN AF~ER ' THE ACQUISIT!ON OFt TMf1HOTE~! 
CQMPANY 8TOCK1 AND THE DISCOUNT PURCHASE OPI THE 1 S!"!0~1 OEpT 
WXL~1 Bf; L!NT TO TH! C0MPAN¥ FOR ITS. NECESSAR¥ 0AIH 1 NEE08l . 
3~ . THE 1 MONIES MAO~: AYAlLIBLE. FOR, THE ACQUl8?TlON OF aEN%0R PEQT' 
ANO TH!, COMP:ANV t S CASH NEEDS WILL 1 BE: XN TH! f'DRM .. Qf 1 A ·TiN~VE\tAl 
L.OAN TO PAN 4M Bf A RX NG t MTERES,. AT A RATt ·' op ; '" l ,a· P~AC!NT' 
PER ANNUM, WXTM A COMMtTMENT FEE' OP ' 1 t2 PERt;EN!f ' Pl"" ANNUM, 
8JNCE 1 NO PRINCJPAL! REP~YMENTS , WILL , ~E R~QUtRE0 1 ,oR: THE , ~l~s,· 
THREE 1 YEARS, THIS lMPROVE 1 THE ! COMPANYS: CASH. FL.OW FOR ' 'H! 

• 'IRST~THRE!' YEARS av A CUMU~ATtVE AMOUNT OFI •ouGM~V see MJL~IPN, 
,, . THE, AGR!EMENT %$ SUBJEcrr ·: TQ · THE! CONDlTtON' TM~T ' THe'. BANl<S 
WHICH1 HAVE ' PRESENTLY EXTENDEP 1 A ~~Nt ' OF· CREOtt· AMOUNTINi 1 TO 
,1251 MJL,LION, PAYABl.l 1 0N SEP.IY'EMBER l ~e, tO?tJ, W!Ll,,, l CON!fJHUEI 
THAT ' L.«N! OF , CREDIT !NTO THE FUTUREr. . • 

TM!; ! FUNDS, L,f:NT ' 6Y iR~N SMA~i. ·· SMAR! PARI P~$SU, XN COLL.ITERlL.1 
~lTH TM!, OTHER S!NIOR1 DEBT Ol' i TME COMPANY f su,r· IF. i 1'HE OlfttER., .. 
1..fNO!PlS AGREE TO exTENO· T~~1R ', CR!O!T ON AN UNS~CUREO B~SfS, 
lAAN WlL.L ACCEPT 1'HAT' %TS 1,.QAN NOT · BE 8!CUREDI, 

e, AS: PART o, THE ' TOT~L 1 TRANS~eTtON~ PAN AM wiL~! MAK£• •v•x~,e~E' 
TO XRAN HARRANrs ENT?TLtNG IT TO PURCHASE ~JX Ml~LION 8~~R!$:. 
OF, TH&:1 COMP.ANY tS STO~K! AT ' ANY ' 'f'lME: W!TH1N TEN ' YE~R6; Aftl'IR THEl 
DATE OFI THE AGAEEMENT~ , AT · THE LESSER OF 12~~5: PIR1 SHARE OR 
SD PERCENT PREMIUM OF , THE AVER~GE DA?L~ CLOSING PR!CES FROM 
THE SIGNING Of THE AGREEMENT " TO ONE ' HE!K PRIORI TO TME ·FJAST' 
BORR0W%NG 1 THE1 WAR~ANTS WOULP • BE: TRANSF!RRAQ~l t ElTHE~ THROUGH 
A PUBLIC OPFERING OR IN PR!VITE "TRANSACTtONS P~OV%Q~O TMAT~ 
IJNLE.SS, '\"Hf COM,-ANY OTHERWISE. AGRE!81 NO• TRANSFEREEi Ct\N AOQU!REl 
WARRiNTS· TO PURCHA8£ ' A, NUMBER OF I SH~R!S GRE,T!R 'fHiN I fltRCENT 
0,1 TM! NUM8ER OF $HARES, OF! 'HEI COMPANY STOCK THEN ou,,,.NOlNG. 

WH!N FUl,.'-,tf ' U(!RCtSED', Tti40S,1 WARR~NTS WOUl,,01 RESUL,ir IN1'. l"AN 
ACIU«RJNG lJ ; PERCENT OF , TME issuio SHARES CCOMPUTEO A~fER, THE' 
FUL~I E~E~ClSf OF , TM[ W-R~ANTS)~ OR ' 8 PERCENT OF· THE "TOTI~ 
AU,HOR!ZfD SMARE! (41 MX~L~QN SHARE$, A~E1 NOW lS$UED AND' 
OU'l'8TANDXNGJ 80· Mll,.l..!0~ AR! 1 AIJ,HORJZ!D) t 

6, . P~N AM fS. MANAGEMENT ' W!L~ 1 INCl,.UOE 1 ON THE MANAGEMENT ' S~~'f:!I 

R!CALL.£01 
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0, 1 01R!CTOR8 (NOW CONS!ST?NG OF t1 '. QtREc,oRs, eu,· txPAN0AI~, , 
TO tm) ON! PERSON NOMINATED By • lAAN so ~ONG' AS IR~~ eoN,!NUES 
TO HOLD THE DEBT" OR THE• SHARES ACQUlREO THROUGH THE .EXE~C~SI, 
OF! WARRANT!! • 

1) lT IS UNOERSTOOO TH~T FJNA~! I~PLEMENTAT!ON OF, THE, A$RfEHENT' 
WJLLI B! SUBJECT TO RfGUlSITE, APPROVAL~ BY THEl PERT?NANT u;s. 
R!GUL~TORY · AGENCI!S 1 

8 FEBRUARY &91S . 

IN R!PL¥ REF!RI TO 
1 eit 378,'79 '. 

MEMORANDU M FOR WlLL«AM SEXOMAN 1 ASSIS,lNT. TO THE •REIJD!NT' 
FOR ECONOMIC AFFAIRS 

8U8J!CT1 ' PROPOS!OI XRANIAN GOVERNMENT · INVESTMENT ' XN 
PlN AMERt;~N AIRLlNE6 

THANK YOU FOR OUR COPY · QF VOUR MEHOR~NDUM OF: 8, ~EBRUAR~ 
CONCERN% G 000 COMMENTS ANO R!CPMMENDlTtONS ON IR~NXAN INVEST~• 
MENT IN PAA, LET ME RE•EMPHASIZ£ THE ' 000 Vt!W TH,T ' W~ i 4RE NOT' 
lN A POS!TlON TO APPROVE OR OlSAPPROYE THE ARR~NGEMENT$ 1 . 
HQWfYER~ ANY ' DEAL WOR~ED 1 OUT MUST CONTlIN PADV!StONS, WHfCH ASIUR!I 
CONFOAMJTV WITH CERTAIN CQNOtT?ONS, OF DOD ?NDUSTRlA~1 SE~UR!TV -
"IGUL.~ TlPNS A Np THOSE PE~TAl,NING TO · THE C 1 V lL.l RESERVE ' AlR F',El'I' ' 
(CRAf') l'ffOGRAM 11 

THE' F1RSY PROBI..EM CONC,RNS THE 1 000 lNDUSTRIAI.I SE~u•irv · f'RDGR~M . 
AND ITS, RIGUL~TlONS~ PAA NPW HO~PS ,C~ASS1f1EDI CONfRAc,s · ON s,HAL,, 
a,· T .. E 0!1'~1U'M!NT 0,1 OEf'EN~E~ JP, THE APP0!N:l'H~NT ' OF ' AN !RANtAN!!!• 
NOMINATED N!MBERi TO THf BOARD OF1 D!Rtc,o~s . WOULD COMPROMISE' 
ANY OF! THESE CONTRACfS~ THE DOD WOU~D PE,Ll OB~!GA,E01 TO OOJECT 
VNLESS· THE XRAWJAN- OtRECfOR cou~o BE ISQLATEO FRDM CDRPO~ATE 
MANA&!~f~T OYER PAA ACflYITIES, ASS0C1ATEO WITH! c~••s1,reo, 
CONTR•CTS11 THIS coui..o· BE DONE! IF · THE, !RAN:IAN QN THEt BOARD 
0,1 D?R!CTORS WA$. f~CLUDEO IN THE MANNE~ PRESCR?8~0 XN THE r DQO, 
INDUSTRlALi S!CURtTV ti4ANUA~~ . THIS !XCL.US!DN ACIPlON WOUl,..D HjYE' 
TO• 8! 1 MADE A MATTER OFI RECORD BV THE PAA BOA~D( OJl Dl~ECT0RB1 ~ND AT ' ~fAIT A QUORUM OF T~E ; BOARD, OF OlRECTORS WAS PROPERLY 
CLEARED jND NOT 4JtPO!NTED BV A FOrtEtGN,. tNTEREST'! 

THE 1 SICONO· ,ROBLEM CONCERNS, THE QUESTION OF A R!SPDNS!V!NESS: 
!N' TIM! ' o,· !MER&!NCV ACT!VlTlyION Ofl THE ~R~F, 8!CAUSt1 OF -~A 
PARTtCtP•TtON !N TMA' PROGR~~, AN, •SfCURlTY ~!EN$ · ON ·PA~ ~lRCRA,T' 
RAISE THE QU!STlO~ OF' LOSS. TO CRAF, OF THE PAA CON!fR,tBUTlON TD 
CR.AF, C•DOUT 20 fllERCENT OF THE 1 TOTAL,! CRAF' tN. THE 1 E~ENT OF 

RECAL.1.EOi 
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Dffl'~UL.!T' • IF Af~CRAF!I' ALLOCATED TO CRIF ' ARE 0Ffl'IRED AS S!~Ul\tTV 
FO~ THf1 %RANIAN LOAN1 WE : 8ELIEWE 1 THA, SOM!I RIGHT ' aF ,,Rsr~ : 
REFUSAL SHOULD 8!' PROYIOEO: TO ENABLII THl. us GOYE~MENT ~TOf PURCHA8! 1 

(OR· ARR.NG! FOR A US COMPAN¥ TO PUR~H~sE, TH! ' AIRCRAFT AT· , 
THE !!ST AVAlL~l~f. P~,CE , IN THE 1 EVE~r :TMAT ~THE!R SA~~ lS , NEQ!f1A"¥ 
TO· PAY &•CK TH! L.0,O1, THIS WOUL.D ' ,ave:. us ·,w,, OPTION; TOPftRIY!N!I' ' 
SAL.Et TO· A FOR!?G~ PURCHASER' (INCLUD:JNG 1 lRAN) tF TRANIFIR; 
TO XRANtAN R!GlSfRv · WAS CQNTEMP~~TED, THU$ R!MOY1NG TH! . AIRCR.,T' 
FRO~ CRA, ALLOCATION U~OER US L~W, OR ·t, . ANY Q,HfR, RE~SQNS TijeAE' 
WAS, O~U8T AS TO PAA•S C~~AR OWNERSHIP AND CONTRO~t 0,1 A!RCA~,r· IN• 
TH!' EVENT OFI A CONTtN~ENty , C~USINW , ~Cf!YAT?ON· e,i c~,,~ Jf 0 WDU~D 
8E, NEC!8SA~¥ FOR THE , DOD TO OBJECT', • • • 

THEI DEl~l MUST ALSO SE CONSISTANT WITH, CURRENT ' USG AlRCRAFr 
CONTR~e,s TO HAVE PAA ,~~NES. RfMAlN lN THE CRAP PROGRAM, ,o~. , •• MPLf, QNE R!QuiREMENT OF TH~! CRA, PRQGR•M R~~ATfS , TO· 
,H!' NATlDNA~lTV o~· THEt A!RtRrws, . PAA ?S , oe~tG~TED TO F~RNl$M 
CR!WS WlTH AJRCRAl":f ' !F; CRAP ' !S ACTJV~TID• THOSE _CR~WS MUST '' Bi r 
LictNS!D BY THE USG AND I HAV!t APPROPRlATt, ~ECUR!TY e~EA~ANC~~i · 
THIS, COULD BE i AN ISSUE! IF , THEI CREWS ' WERE FORElGN' PEASONNf~~ -

~g AR~ PREPARED TC HAVE ~OGNIZANT OFFlCIA~Si PROVIDE ' 
TECHNICAL ASS1$1'lNC!: , CONCERN1NG ' TH~ ' INOU~TRiAl.1 SECURITY' 
PROGR~~ AND THE CRAfF , PROGR-U'11 • .' I Ft DES!RED t 

ISi R08ERr· E~LSWORTH' 
ASSXSTANT SECRETAR¥ ' OF DEFENSE; 

JNTERNATlONAl. l S!CURITV ' Af'F~!R8; 

RECAL.t.ED 
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GONROENTIAl: 
ASSISTANT SECRETARY OF DEFENSE 

WASHINGTON,D.C. 20301 

INTERNATIONAL 
SECURITY AFFAIRS 

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 reconmendations on Iranian investment in PAA. Let me re-
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-
ment 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 iso-
lated 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% 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 Government to purchase (or 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 

' ·-·· DECLASStAED · ,~ 
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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 consJstent wl th _c~~~ent USG a Jrc raft cont rac t s 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 
1 icensed 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 Secre1:ary of 08-f ens• 

Jnternational Security Affalrt 
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CQWF!PENTJAT, - NSC Memo, 11/24198, State Dept. o= ACTION 
By flllfr1 , NARA.Date U I> 

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%) of Pan Am's debt, own 55% of the stock of 
Intercontinental Hotels Corporation (an offshore hotel 
chain wholly owned by Pan Am), have warrants to purchase 
up to 13% of Pan Am's equity and have one member on Pan 
Am's 17 member Board of Directors (see 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. 
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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. 

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 making decisions involving Pan Am 
or other international carriers. On the other hand, other 
agencies look upon CAB and Presidential regulations 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 Department Requ:irements. 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 (CRAF). 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 require 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 (i.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 investment 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~ to con_s_u_mm- ate 
a merger or routerestructuringneeded 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 (e.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-
corde operations which would impact the first class market. 



Agency Recommendations 

(1) Treasury, State, Commerce, 0MB, CIEP,NSC and the 
Domestic Council all favor approval of the investment 
(on 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 (ii) 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. 

(3) 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. 

(4) The Federal Energy Administration believes that the 
Administration should neither approve nor disapprove the 
transaction. R:lther, 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.· 

(5) Arthur Burns, speaking ;for the Federal Reserve, 
indicates he ha,s doubts, mainly on grounds of na,tional 
prestige, about the proposed investment. These doubts would, 
he notes, be greatly reduced if Iran would agree to limiting 
the warrants to non-voting common stock. 

Recommendations o:f S'en-±or White House Sta;ff 

(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. (i~
fOlib 
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(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 a:nd 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 maj1or 
objections to the transaction. 

Approve Iranian Investment in Pan Am ------------
Disapprove Iranian Investment in Pan Am _________ _ 

Will discuss --------------------------
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Nature o~ Public Statement - If you decide to approve 
the Iranian investment, you should then decide whether 
the appropriate department should make som~ public sta~e-
ment to satisfy the Iranian and Pan Am desire for public 
Administration endorsement of the principle of the 
transaction. 
Apublic statement could have advantages in that it 

(1) would indicate clearly the Administration position on an 
issue of importance to Iran and other OPEC investors (2) might 
be used to reemphasize to Iran that the transaction is subject 
to CAB approval and conditional upon satisfactory arrangements 
with DOD with respect to the CRAF fleet and classified con-
tracts. There would be particular advantages in a parallel 
or joint statement with Iran in that Iran would clearly 
acknowledge that it recognized the need for DOD and CAB 
approval and that it had no desire to control the management 
or operation of Pan Am. Such a statement would greatly 
assist in allaying public and Congressional fears of an OPEC 
takeover. 

The main disadvantages of a USG public statement are 
that (1) it might appear that the Administration was favoring 
Pan Am or trying to influence the ultimate CAB decision and 
(2) it could set a precedent leading to similar requests 
from other investors. 

Recommendations: The agencies favoring approval also 
favor a public statement indicating approval in principle but 
making it clear that the transaction is subject to CAB 
approval and conditional upon working out acceptable arrange-
ments with DOD concerning availability of Pan Am planes for 
the CRAF fleet and Iranian access to classified defense 
material. 

Mr. Hartmann believes that a message from the Secretary 
of State to his counterpart in Iran would be a sufficiently 
authoritative signal if such a signal is essential to further 
progress on the transaction. 

All of your advisers caution against your personal 
involvement in any public or private commitment prior to CAB 
consideration of the case. 

State, the NSC and the CIEP stronqlv recommend that we 
condition any official statement of approval on issuance 
of a parallel or joint statment by Iran in which the Iranian 
government clearly acknowledges that (1) the transaction is 
subject to CAB approval and satisfactory working out of DOD 
r~quirements and (2) it has no desire to control management 
or operation of Pan Am. The approQriate US department 
(or departments) could issue a statement along with its 
Iranian counterpart or a joint statement could be made 
in the context of the Joint Commission in order to please 
the Shah. 
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Approve Joint or Parallel US/Iran 
Statements 

Approve Unilateral US Statement ----------------
Disapprove Public Statement -------------------
Will Discuss 



PRINCIPAL PROVISIONS OF TENI'ATIVE 
AGREEMENT BE'IWEEN PAN AM AND IRAN 

January 31, 1975 

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% 
of the stock of 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 a right ot' 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 endeavor to acquire 
at least 75% 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 arnount remaining from the $300 million 
after the acquisition of the Hotel Company stock and the discount purchase of 
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 10½% per annum, with a commitment fee of½% per annum. Since no 
principal repayments will be required for the first three years, this will im-
prove the Company 's cash flow for the first three years by a cumulative amount 
of roughly $60 million. 

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 0£ 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 malce 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% 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 pro-
vided that, unless the Company otherwise agrees, no transferee can acquire 
warrants to purchase a number o.:f shares greater than 1% of the number of shares 
of the Company stock then outstanding. 

When fully exercised, those warrants would result in Iran acquiring 13% 
of the issued shares (computed after the full exercise of the warrants), or 
8% of the total authorized shares (41 million shares are now issued and out-
standing; 80 million are authorized). 

6) Pan Am's management will include on the management slate of directors (now con-
sisting 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 exer-
cise of the warrants. 

7) It is understood that final imp1ernentation of the agreement will be 
requisite approvals by the pertinent U. S. regulatory agencies." 




