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(Japanese Note)
Translation
Washington, April 20, 1998
Excellency:

I have the honor to refer to the recent consultations
on the Civil Air Transport Agreement between Japan and the
United States of America signed at Tokyo, on August 11,
1952, as amended (hereinafter referred to as the "1952
Agreement "). I have further the honor to propose, on
behalf of the Government of Japan, that the provisions
contained in the Memorandum of Understanding signed
at Washington, on March 14, 1998, attached hereto, which
were negotiated with a view to ensuring the implementation
of the 1952 Agreement in a manner appropriate to the Japan-
U.S. aviation relationship, shall be implemented and that,
with respect to routes, the Schedule to the Agreement be
modified accordingly.

If the above proposal is acceptable to the Government
of the United States of America, I have the honor to
propose that this Note with its attachment and Your
Excellency's Note in reply shall constitute an agreement
between the Government of Japan and the Government of the
United States of America which will enter into force on the
date of Your Excellency's reply.

I avail myself of this opportunity to renew to Your
Excellency the assurances of my highest consideration.

(Signed) Kunihiko Saito
Ambassador Extraordinary
and Plenipotentiary of Japan
to the United States of America

Her Excellency

Ms. Madeleine Korbel Albright
The Secretary of State

of the United States of America
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MEMORANDUM OF UNDERSTANDING

The following provisions were negotiated with a view to
ensuring the implementation of the bilateral Civil Air
Transport Agreement signed at Tokyo on August 11, 1952
(hereinafter referred to as the "1952 Agreement") in a manner
appropriate to the Japan-U.S. aviation relationship.

The provisions of this Memorandum of Understanding
(hereinafter referred to as the "1998 MOU"), as incorporated
into an agreement to be concluded between the Government of
Japan and the Government of the United States of America by
an exchange of diplomatic notes, will constitute either
understandings relating to implementation of the 1952
Agreement, as amended, or amendments of the Schedule attached
to the 1952 Agreement.

Before the entry into force of the agreement, the
Ministry of Transport of Japan and the United States
Department of Transportation intend to take necessary
measures to implement the elements of this 1998 MOU, on the
basis of comity and reciprocity.

The terms "Party" or "Parties", as used herein, refer to
Japan, the United States of America (hereinafter the "United
States" or "U.S."), or both, as appropriate.

Part I. COMBINATION SERVICES
A, INCUMBENT COMBINATION AIRLINES

1. Rights of In

Two (2) airlines designated by the United States
(hereinafter referred to as the "U.S. incumbent combination
airlines")! and two (2) airlines desighated by Japan
(hereinafter referred to as the "Japanese incumbent
combination airlines")? (hereinafter collectively referred to
as the "incumbent combination airlines™) pursuant to the 1952
Agreement may operate combination services between any point
or points behind the territory of the Party designating the
airlines, any point or points in the territory of the Party
designating the airlines, any intermediate point or points,
any point or points in the territory of the other Party, and
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any point or points beyond the territory of the other Party,
without any limitation on frequency or capacity, and with
respect to traffic composition without limitation except on
passenger fifth freedom operations as set out in subsection
2, below.

1 Subject to the right of the United States, provided for in the 1952
Agreement, to substitute airlines, the U.S. incumbent combination
airlines shall be Northwest Airlines and United Airlines.

2 Subject to the right of Japan, provided for in the 1952 Agreement,
to substitute airlines, the Japanese incumbent combination airlines
shall be Japan Airlines and All Nippon Airways.

2. Formulae

Passenger services of incumbent combination airlines on
route segments between the territory of the other Party and
third countries, either intermediate to or beyond the
territory of the other Party, (hereinafter referred to as
"Fifth freedom operations") shall be subject to the
applicable formulae below:

(a) Formulae Applicable to Fifth Freedom Operations of
U.s. Airlines

(i)

from IATA
-3 j

The formulae in both provision (a) (i) (1) and provision
(a) (1) (2) apply to U.S. incumbent combination airlines' fifth
freedom operations to and from IATA Regions TC-1 (the
Americas) and TC-3 (Asia) (hereinafter referred to as
"Asia/Americas"):

(1) The amount of fifth freedom passenger traffic
transported by an airline between Japan and any third country
points, either intermediate to or beyond Japan, in
Asia/Americas measured in passenger-miles and aggregated on
a system-wide basis over a six (6) month period?, does not
exceed the amount of total third and fourth freedom passenger
traffic transported by the airline in Asia/Americas measured
and aggregated in a similar manner. The total third and
fourth freedom traffic consists of the U.S.-Japan and the
U.S.-third country passenger traffic transported in
Asia/Americas by that airline. This relationship between
fifth freedom traffic and the total third and fourth freedom
traffic can be expressed as follows:

o <n
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Pax-miles (BC) = pax-miles (AB) + pax-miles (AC);

and

(2) The amount of third and fourth freedom passenger
traffic transported by the airline between the United States
and any third country points, either intermediate to or
beyond Japan in Asia/Americas, measured in passenger miles
and aggregated on a system-wide basis over a six (6) month
period, is not less than twenty-five (25) percent of the
amount of fifth freedom passenger traffic transported by that
airline between Japan and any third country points, either
intermediate to or beyond Japan in Asia/Americas, similarly
measured. This relationship between the U.S.-third country
third and fourth freedom traffic and fifth freedom traffic
can be expressed as follows:

Pax-miles (AC) Z 25% pax-miles (BC)

3 All IATA regions (TC-1: "the Americas", TC-2: "Europe/Africa", and
TC-3: "Asia") shall be considered to be those in effect as of
January 1, 1998, as described in the International Air Transport
Association, Passenger Tariff Coordinating Conferences Resolutions
Manual-General Information, issued July 1987.

4 For purposes of all formulae, for newly inaugurated services the
six (6) month period would commence after a reasonable start up
period of no less than three (3) months after inauguration of
services.

from Asia/Americas

For purposes of the above formulae for U.S. airline
fifth freedom operations to and from Asia/Americas:

(1) BC represents the passenger traffic transported by
a U.S. airline with an initial origin or ultimate destination
in Japan (B) and an ultimate destination or initial origin in
third countries intermediate to, or beyond, Japan (C);

(2) AB represents the passenger traffic with an initial
origin or ultimate destination in the United States (A) and
an ultimate destination or initial origin in Japan (B); and
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(3) AC represents the passenger traffic transported on
a flight to, from, or via Japan with an initial origin or
ultimate destination in the United States (A) and an ultimate
destination or initial origin in third countries intermediate
to, or beyond, Japan (C).

(4) Connecting passengers to and from the airline's
homeland, on a flight of the same airline or of another
airline of the same country, shall constitute third or fourth
freedom traffic, not fifth freedom traffic.

(5) A passenger traveling on an aircraft carrying the
code of two or more airlines shall be counted as a passenger
of the airline on whose code the passenger is ticketed.

The following formula applies to fifth freedom
operations of U.S. incumbent combination airlines to and
from IATA Region TC-2 (hereinafter referred to as
"Europe/Africa) :

The amount of fifth freedom passenger traffic,
measured in passenger miles, aggregated on a route by
route basis, transported by an airline over a six (6)
month period on each specified route including a fifth
freedom segment to and from Europe/Africa, does not
exceed the amount of third and fourth freedom passenger
traffic transported by that airline on that route over
the same period, similarly measured. This relationship
between the fifth freedom traffic and the third and
fourth freedom traffic can be expressed as follows:

Pax-miles (BC) = pax-miles (AC)

(iv) £i

from Eur Afri

For purposes of the above formulae for U.S. airline
fifth freedom operations to and from Europe/Africa:

(1) BC represents the passenger traffic transported by
a U.S. airline with an initial origin or ultimate destination
in Japan (B) and an ultimate destination or initial origin in
third countries intermediate to, or beyond, Japan (C).

(2) AC represents the passenger traffic transported on

a flight to, from, or via Japan with an initial origin or
ultimate destination in the United States (A) and an ultimate

<K
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destination or initial origin in third countries intermediate
to, or beyond, Japan (C).

(3) A passenger traveling on an aircraft carrying the
code of two or more airlines shall be counted as a passenger
of the airline on whose code the passenger is ticketed.

(b) Formulae Applicable to Fifth Freedom Operations of
Japanese Airlines

(i) Japanese Airline Operations to and from IAT
Regions TC-1 h ri - i

The formulae in both provision (b) (i) (1) and provision
(b) (i) (2) apply to Japanese incumbent combination airlines’'
fifth freedom operations to and from Asia/Americas:

(1) The amount of fifth freedom passenger traffic
transported by an airline between the United States and any
third country points, either intermediate to or beyond the
United States, in Asia/Americas measured in passenger miles
and aggregated on a system-wide basis over a six (6) month
period, does not exceed the amount of total third and fourth
freedom passenger traffic transported by the airline in
Asia/Americas measured and aggregated in a similar manner.
The total third and fourth freedom traffic consists of the
Japan-U.S. and the Japan-third country passenger traffic
transported in Asia/Americas by that airline. This
relationship between fifth freedom traffic and the total
third and fourth freedom traffic can be expressed as follows:

Pax-miles (BC) < pax-miles (AB) + pax-miles (AC);

and

(2) The amount of third and fourth freedom passenger
traffic transported by the airline between Japan and any
third country points, either intermediate to or beyond the
United States in Asia/Americas, measured in passenger miles
and aggregated on a system-wide basis over a six (6) month
period, is not less than twenty-five (25) percent of the
amount of fifth freedom passenger traffic transported by that
airline between the United States and any third country
points, either intermediate to or beyond the United States in
Asia/Americas, similarly measured. This relationship between
the Japan-third country third and fourth freedom traffic and
fifth freedom traffic can be expressed as follows:
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Pax-miles (AC) 2 25% pax-miles (BC)

(ii) Definitions for Jap
and from Asia/Ameri

For purposes of the above formulae for Japanese airline
fifth freedom operations to and from Asia/Americas:

(1) BC represents the passenger traffic transported by
a Japanese airline with an initial origin or ultimate
destination in the United States (B) and an ultimate
destination or initial origin in third countries intermediate
to, or beyond, the United States (C);

(2) AB represents the passenger traffic with an initial
origin or ultimate destination in Japan (A) and an ultimate
destination or initial origin in the United States (B); and

(3) AC represents the passenger traffic transported on
a flight to, from, or via the United States with an initial
origin or ultimate destination in Japan (A) and an ultimate
destination or initial origin in third countries intermediate
to or beyond the United States (C).

(4) Connecting passengers to and from the airline's
homeland, on a flight of the same airline or of another
airline of the same country, shall constitute third or fourth
freedom traffic, not fifth freedom traffic.

(5) A passenger traveling on an aircraft carrying the
code of two or more airlines shall be counted as a passenger
of the airline on whose code the passenger is ticketed.

(iii) Japanese Airline Fifth Freedom Qperations to
nd from r rica

The following formula applies to fifth freedom
operations of Japanese incumbent combination airlines to and
from Europe/Africa:

The amount of fifth freedom passenger traffic, measured
in passenger miles, aggregated on a route by route basis,
transported by an airline over a six (6) month period on each
specified route including a fifth freedom segment to and from
Europe/Africa, does not exceed the amount of third and fourth
freedom passenger traffic transported by that airline on that

<P
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route over the same period, similarly measured. This
relationship between the fifth freedom traffic and the third
and fourth freedom traffic can be expressed as follows:

Pax-miles (BC) = pax-miles (AC)

(iv) initi irlin
nd from Eur Afri

For purposes of the above formulae for Japanese airline
fifth freedom operations to and from Europe/Africa:

(1) BC represents the passenger traffic transported by
a Japanese airline with an initial origin or ultimate
destination in the United States (B) and an ultimate
destination or initial origin in third countries intermediate
to, or beyond, the United States (C);

(2) AC represents the passenger traffic transported on
a flight to, from, or via the United States with an initial
origin or ultimate destination in Japan (A) and an ultimate
destination or initial origin in third countries intermediate
to, or beyvond, the United States (C).

(3) A passenger traveling on an aircraft carrying the
code of two or more airlines shall be counted as a passenger
of the airline on whose code the passenger is ticketed.

B. NON-INCUMBENT COMBINATION AIRLINES

1. Designations

(a) Each Party may designate, pursuant to the 1952
Agreement, up to four (4) airlines, including any
airlines, other than incumbent combination airlines,
designated under the 1952 Agreement and all agreements
and understandings related thereto (hereinafter referred
to as the "prior agreements"), to operate combination
services as non-incumbent combination airlines
(hereinafter referred to as the "non-incumbent
combination airlines").®

(b) Effective January 1, 2000, each Party may designate
a fifth non-incumbent combination airline.

5 Subject to the right of the Parties, provided for in the 1952
Agreement, to substitute airlines, pursuant to subsection 6, below,
these airlines shall include, for the United States, the current
non-incumbent combination airlines —-- Delta Airlines, American
Airlines, and Continental Airlines/Continental Micronesia
Airlines/Air Micronesia.
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Non-incumbent combination airlines of each Party, in the
aggregate, may operate, in addition to frequencies authorized
pursuant to the prior agreements, up to twenty-eight (28)
weekly round-trip frequencies between any point or points in
the territories of the Parties, regardless of any
restrictions on designations or frequencies on those
city-pair markets under the prior agreements.

3. Restricted Frequencies

{(a) Non-incumbent combination airlines of each Party,
in the aggregate, may operate, in addition to the
frequencies authorized pursuant to the prior agreements,
up to forty-two (42) weekly round-trip frequencies
between any point or points in the territories of the
Parties, regardless of any restrictions on designations
or frequencies on those city-pair markets under the
prior agreements, except in the following city-pair
markets:

Tokyo - New York#*
Tokyo - Chicago
Tokyo - San Francisco*
Tokyo - Los Angeles
Tokyo - Honolulu
Tokyo - Guam/Saipan
Osaka - Los Angeles
Osaka - Honolulu
Osaka - Guam/Saipan
Nagoya - Honolulu
Fukuoka - Honolulu

* For purposes of identifying restricted
city-pair markets, Newark, New Jersey, shall
be treated as a separate point from New York,

HI<R
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New York; and Oakland, California, shall be
treated as a separate point from San
Francisco, California.

(b) With respect to city-pair markets listed in
paragraph B 3(a), above, if (i) no airline of the other
Party is serving a city-pair market, or (ii) if the
level of service provided by the airlines of both
Parties in the market falls to six (6) or fewer
round-trip frequencies per week, in the aggregate, for a
one (1) year period, aeronautical authorities of either
Party may request consultations to determine whether
there are public interest reasons for permitting such a
city-pair to be served with restricted frequencies.

Each Party shall have the right to:

(a) Reallocate to any of its non-incumbent combination
airlines any frequencies provided for in the prior
agreements, except those provided for routes between
Guam/Saipan and Japan,® that are allocated to that
Party's incumbent combination airlines, including all
Nippon Airways, as of January 1, 1998. Following such
reallocation, these frequencies may be used for
operations between any point or points in the
territories of the Parties, regardless of any
restrictions on designations or frequencies on those
city-pair markets under the prior agreements, except in
the city-pair markets restricted pursuant to subsection
I B 3, above. These frequencies shall be in addition to
the frequencies provided for in subsections I B 2 and 3,
above; and

(b) On sixty (60) days notice, reallocate the
frequencies provided for in subsections I B 2, 3 and 4
for non-incumbent combination airlines among any of its
non-incumbent combination airlines and to change the
points selected for each frequency, subject to any point
limitations applicable to such frequency in accordance
with subsection 3, regardless of any restrictions on
designations or frequencies on those city-pair markets
under the prior agreements.

For Guam/Saipan-Japan routes, see subsection I B 7.

Right to Switch Points

(a) Except with respect to Guam/Saipan-Japan routes,
which are addressed in subsection I B 7, below, each
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Party shall have the right to select up to three (3)
non-incumbent combination airlines, each of which shall,
upon six (6) months notice to the aeronautical
authorities of the other Party, be permitted to switch,
on a one time, one city-pair basis, the point selected
in its territory for frequencies provided for in the
prior agreements and allocated as of January 1, 1998, to
that airline, to any other point in its territory,
regardless of any restrictions on designations or
frequencies on those city-pair markets under the prior
agreements. This right is subject to the limitation
that if the city-pair market from which the switch will
be made is not on the list of restricted city-pairs
described in paragraph I B 3(a), then the frequency may
not be switched to a city-pair market on that list.

(b) In lieu of one of the switches permitted under
paragraph (a), above, the United States shall have the
right to authorize its non-incumbent combination airline
authorized as of January 1, 1998,7 under paragraph II of
the 1985 interim agreement, concluded May 1, 1985
(hereinafter referred to as the "1985 MOU") to serve
Saipan-Tokyo as a coterminal with Guam-Tokyo, to operate
up to seven (7) weekly round-trip frequencies on any
city-pair, except the restricted city-pairs identified
in paragraph I B 3(a), above, in addition to frequencies
provided for elsewhere in this 1998 MOU or the prior
agreements. If the airline switches from Saipan-Tokyo
to another city-pair, pursuant to this paragraph, then:
(i) that airline may not be selected, under subsection 7
(Guam/Saipan-Japan Routes) of this 1998 MOU, to operate
the Saipan-Tokyo route; and (ii) the number of
non-incumbent combination airlines to be selected by the
Party under paragraph I B 7 (a), below, shall be reduced
to one (1) for Saipan-Tokyoc. The Party may reverse the
switch and then re-authorize the same airline to serve
Saipan-Tokyo with unlimited frequencies, as prior to the
switch.®

The referenced airline is Continental Airlines/Continental

Micronesia Airlines/Air Micronesia.

Service by the referenced airline on the Guam-Tokyo city-pair shall
not be affected by an exercise of rights under this paragraph (b).

Each Party may designate, on sixty (60) days notice,
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