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SUBJEST 4 = Cowments on the Report of the
Pregident of CAT Incorporated to the Board of

Hyeators,

l. The subject Report reises one prineipal issue iv., what
Cparating Rights ean CAT Incorporated expest te bave in the future,
An important subeidiary point concerns the duration of such
Hights es nay be granted, The fact i» elear that without (perating
Kghts and the necessery licenses, the comparny cannot ¢entinue to
function se an eir transport service.

2. It should be noted that the principal issue relsed by
the President's leport is brought sbout by the faot that the
Kationnliet Government's grant of e fronchise to oparste is re-
newable on & yearly basis. This fach, so far as 1 s aware,
was never known to the OPO personnel otnsidering the preject, was
never referred to by Willaver at amy stage of the negotistions,
and the files contain no mention of it. Such an evontuality was
nobt expestsd inasmuch as norsel frenchizes of this nature usually
mun for & longer peried in onder to induce the operetor to under-
teke the risk of investment and further for the fact that the
queation of rights was ralsed frequently during the negotiation
stages with )lauer so that there was no rexmon to belleve that
80 Umiting a fector could have been overlooked,

3. 'The present suthority and scurce of CAT's opereting
franchise L8 the Kationslist Gowwrmment of Chins, ¥illauer firet
relzes the question of posmaible changes in the aavereignty of
that suthority by suggesting the possibility of either a US
recognition of the Communist Cowernment or of a United Nalions
Trusteeship authority to supercede the Hationalist Government.
However, in sither case, it is my belief that the present
&mibt Govarnment group will remain in force on Formosa
until driven out by force., It is furthar probable that only the
United States has the power to enfores the removal of the Rationalist
Group and it is moot probable that the US will not undertake such
a campmign. On the assunption that the Rebionalist Goverment will
remsin & eovereign body the questions to be considered are; 1)
1s & ronews) of the yearly franchise with the Matiopalists possible
on & feasonsble basis and 2) Je a franchise possidle from some
other and more advantagecus source, L
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4e In considering the diffioculties of obtaining a renewal of
the frenshise on a reasonabls basis Willoausr glves the following
background on the problem. Four prinsipsl reasons are stated as to
vhy the franchise was granted to Uillauer and Chennnult originslly
in spite of the Gowernment's desire to promste sll Chinese air
activitiea through a chosen instrumert: 1) the debt of gratitude
orned Ouneral Chennault for his war services,.2) the faot that the
grant was perscnal rether than corporate and was thus to be of &
tamporary natare, 3) the fact that existing (hinese services were
tnadequate and 4) the fect bhat a US agenoy UNRRA, sseieted in the
roquest, iillaver further notes that strong nationslfstic feelings
were plasated to acme extent by permitting various Chinese stook-
holders. the present situation as presented by Willaver indicates
a resurgence of the nationalietis feeling snd gives as sn exanple
the formation of &« new Chinese airline Fu Shing, as sn expression
of this feeling. He notes that Fu Shing is not yet cpereting but
that 4§ has somo mort of officis) twoking, To overcows the
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mtiondliom exiressed h[.y this new company and in other wave =

#Wllaner suggests that |

S« 8o far &s I am ble to detesmine the faotors which led to
the granting of the originel framchise are more compelling at
present than they were originslly. The debt of gratitude o
Channault is reinforved by his layalty during the perfod of the
hande off perdod of the U8 policy. 'The franchise continues to be
of a temporary nature end not only Ls the national air serviee
inedequate, it s totelly lascking., Furthemore, & US gowrmment
agenvy, the Alr Eoroe, is preasntly using the line in military
service. In addition the company empleys meny Chinoms, hag
asquired far more operating experience, aund in the face of »
possible invasion such an air service is vital., I camnot imagine
a fallure to renew tho franchiee in the fase of &0 pressing s need
and in the abeense of a going nationsl service of comparable scops.
The directorship and stockholding probles is based on the
sssusption that GAT is regarded s the natdonal flag line of
Matfonalist China in epite of the fact that the franchise hes
alvays been regarded as temporary. I do not belleve that the
granting of directorships or stockholding rights will cbacwrs the
fact thet the line is dominmntly U2 owned and controlled or will
stifle a natural desire %o operate a8 truly national servite. The
granting of directorships or etoskholdinge will incresse the
security problem with the sdded risk of selecting persone who
nay be entirely out of favor with the dominating group befors the
yeer is out thue erecting s real obatacle to a future renewal,
Wthout an affilistion with any specific group an asount of free
play is poraible. There ia no definite way of preventing the
Kationalists from starting an airline of their own and if they
do they offer s hoatage to renewsl {nasnuch as they will doubtless
seek rights in Jupen and elsewhere within US control which will
have to bs negetiated, The resl concern over the renswal will
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come LI very restrictive elsuses are added. However, OPC eould
ssek State intervention 4f s US corperation is unduly affected.

The stockholding end directorship problam could be met by
reninding the Hutionalists that the parled of inactivity without
Metionnlist Linancisal eupport necessitated a deal with the Lankers
who have quits naturslly tisd the hamds of the Fresident on sush
matters until the msjor debts are liguidsted, This will loeave
¥llauer fres to make a deal in the future if sbsolutely necessary.

6. As to the question of seouring a franchiass from soms other
authority I had understecd from the beginning that the compeny was
attempting this by parcelling up the line into self contained unite
to be incorporeted in various SEA ecuntriss, Ju-respsct to Japan,
SCAP hee slready authorized s Japaneee airline internally and I am
cortain that both PAA snd NBA would vielently object to the granting
of spocial rights to CAT in Japan to operate intermationally from
Jagan, In addition the Alr Foree adheres to CAA regulations and
would probably insist on such regulations in re CAT operating
squipnent and persennsl licenses. Howsver, the question is worth
sxploring with SCAP as & fulure move may be necessary. I do not
imow what the situation would be in Fores but it f» probable thaet
the ROX Oovernment will have the gay in the not distant future,
This queation should be looked into as well., Howsver, for the
izmediate future, s renewal of the Nationslist franchise would
seem to be the priocrity tosk.

7. Willauer requests that the questions raised by hie menorandum
be ssttled prior to the negotiations for renewsl of the contyaet.,
I therelore regampend, subject to the advice of My, that
¥illeusr be informed that he should sommence negotiations ediantely
en the basis of the status quo. 1 further recommend that ne
slterstions teke place in the gomposition of the Board of Directors
or in the number and distribution of sheare holdings. It is felt
that nore of the ehay f‘ suzgeated by Willauer will materially
affect the chances reascnable renegotistion of the contract,
The faot that no other eir servige of comparable acope is availsble
at & time of need sugpests that 2 renegotiation is probable for at
lesst the next year, ,




