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From the Private Secretary 22 January 1987
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BRITISH CALEDONIAN: THE PRIME MINISTER'S MEETING WITH
SIR PETER EMERY, MP

The Prime Minister held a meeting with Sir Peter Emery
this afternoon, at his request. Mr. Spicer was also present.

Sir Peter opened the meeting. He summarised the points
set out in his memorandum to the Prime Minister (copy
attached). The British Caledonian board believed the
Government had misled them into believing they would get
preferential treatment. British Caledonian faced serious
difficulties and an early and satisfactory conclusion on the
London-Tokyo route would be of considerable help to them.
They needed to be in a position to catch summer traffic. The
delay in reaching an agreement was costing them a great deal.
There was a risk, if the discussions could not be
satisfactorily resolved, that British Caledonian would put out
a financial statement commenting on the difficulties facing
the airline industry, which could have a general and damaging
effect on confidence in the sector.

Sir Peter went into some detail about the current state
of negotiations on the route. He concluded that the current
offer from the Japanese was as good as the Government were
likely to achieve at this stage. He suggested that Sir Adam
Thomson might be informed privately now that the Government
would accept the current offer when the next round of
negotiations began.

In discussion, Mr. Spicer noted that if the Government
were to tie itself to reaching a conclusion by a specific
date, that would undermine its negotiating position. There
were signs that the Japanese were serious about continuing the
negotiations to a mutually acceptable conclusion.

The Prime Minister noted what Sir Peter had said. She
pointed out that there could be no question of taking up
Sir Peter's recommendation for a private approach to British
Caledonian, as he had suggested, particularly in view of its
possible impact on the prospectus to be issued by BA shortly.
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She hoped Sir Peter would understand that it was not possible
for her to say anything further.

I am copying this letter to Susan Rooke (PUSS's office,
Department of Transport).

FATR TR o T

M g /Holal st

MARK ADDISON

Richard Allan, Esq.,
Department of Transport
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HOUSE OF COMMONS
LONDON SWIA 0AA

MEMORANDUM

TO: PRIME MINISTER

FROM: SIR PETER EMERY MP
REASON: VISIT SPE ON THURSDAY 22 JANUARY 1987 AT

SUBJECT: POSSIBLE POLITICAL DAMAGE. NEED FOR PM'S
INTERVENT ION.

BACKGROUND

Sir Adam Thomson founded B/CAL in Scotland in 1961 initially
flying the aircraft himself. 1In over 95 years he has brought
B/CAL to become the largest private independant scheduled
airline in Europe. The company has had a fantastic amount of
route development and i1s accepted as the most efficient
operator in the business. It has also had a marked effect on
sharpening up British Airways and is an established supporter
of the Conservative Partyae o, wW¢ P

DIFFICULTIES

With the introduction ofougompetition Policy for airlines the
CAA review in 1985 set outrt%e relative sizes of B/CAL and BAA
should change to 3reauxequa1jty and to that end B/CAL should be

given the BAA routfes to Saudi Arabia and to Zirmbabwe. The BA
service at Gatwick should also be split with B/CAL benefitting.
Nick Ridley decided that B/CAL should only be given the Saudi

Arabia routeQt1 We OANIC o Surn AugaicA,

Whilst B/CAL qf@ected this decision, they have since been
adversely affected to a very major extent through no fault of
their own.
PavsaS 84S AW
SAUDI START UP - Profits were nothing like those predicted
because of the collapse of the oil price.

LIBYA - US action meant the complete loss of a very
profitable route,

NIGERIA - Great difficulty and cons “gble loss -ip
obtaining Naira repatrjet:c~ 2o sterling.
HMG slow to help‘mh,{r still owing




since last February.

HELICOPTER LINK HMG refused (for political reasons) to allow
this vital and very profitable (£5m) service
linking Heathrow & Gatwick - Not withstanding
opening of M25.

PRESENT POSITION:

B/CAL expected to rectify part of ethgRe problems with opening
of London - Tokyo route across Siberia. Nick Ridley made it
clear that B/CAL would be given preference in initiating a
Trans-Siberia Service while seeking opportunities for BA.

Lord King, although operating service via Anchorage furious at
the announcement of this preference. ‘

PROBLEM:

B/CAL initiated this project over 24 months ago. Whilst
negotiations essential with USSR and lﬁpanese Government a

project date accepted by HUG +@5euid®3:% was AR bor 187,

Agreement with Japanese could have been obtained in Tokyo in
December but certainly in London last week.

B/CAL requested 3 Trans-Siberian services to Tokyo. Giving way
to pressure from Lord King HMG initiated negotiations demanding
6 flights London - Tokyo - 3 for B/CAL ard 3 for BA. The
Japanese have constantly refused this and finally as a positive
last offer for the operating year 87/88 wuere willing to extend
to 5 landings which would have meant 3 for B/CAL and 2 for BA.
HMG still refused this although it was understood that the £th
landing was higeey 2, B¢ Affdsen for operat.rg year 88/89.

Discussions have been postponed until middle or possibly end of
March. This is disasterous for B/CAL who have been promised
references. , They cannot begin to sell in time for the surmmer,
& have an ‘eroplane in April with some Japanese Cabin Crew
already contracted to work on the route.

OUTCOME

B/CAL Board believe that HMG are just not fulfilling their
pledges and consider that rather than giving preference as
promised to B/CAL they are leaning over to protect BA.




REASON FOR VISIT

I am most concerned about the possible reaction of the Board
which could have wunpleasant repercussions for HMG and also

A CPiymant tw Justey  idleac 3)car  Are THc gl 024 l’d?uwd\

I understand the problem which must relate to some extent to
BA's privatisation. However, 1 would like to suggest a

solution which I believe could only be WV SA T A on the
initiative of the PM.
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Sir Peter Emery MP

House of Commons
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Thank you for your letter of 11 December about British
Caledonian's problems.

I recognise Adam Thomson's success in developing Eritish
Caledonian from small beginnings to becoming the largest
independent air line in Europe. I am most anxious to do
as much as possible to safeguard the interests of the company
and to foster its further development as far as is possible
consistently with the wider national interest and our own
airline competition policy.

I fully recognise the importance which British Calerdionian
attach to commencing their proposed London/Tokyo servicec
al e Degaunwny ol Apric. We are aoing all that we ca
to make the necessary arrangements as quickly as possible.
Although we have made considerable progress in our discussions,
both with the Japanese and the Soviet aeronautical authorities,
certain points still remain unresolved and we shall need
further discussions with each of them before a final agreement
is possible. In the rcantime, both BA and BCal have
separate discussions with JAL about those aspects of
arrangements which would affect them and I hope that th
discussions will help us make more rapid progress in
government discussions.
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My colleagues - both here and in the Foreign Office - and
I are well aware of British Caledonian's problems in Nigeria
and have discussed them, on a number of occasions, with
Adam Thomson and David Coltman. Our officials and the staff
of the High Commission in Lagos are keeping in regular touch
with the company about developments. We have taken - and
shall continue to take - every appropriate opportunity of
pressing the company's case with the Nigerian authoritiec
in Lagos and with the Nigerian High Commission here. The

PERSONAL
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Nigerians do, of course, face very serious economic
difficulties. I hope, however, that we shall be able to
persuade them to make arrangements which will take full
account of British Caledonian's problems.

The latest developments in Nigeria are that our High Commissioner
(Sir Martin Ewans) discussed BCal's problems privately with
the President just before Christmas and is now, at the
President's suggestion, giving him a very short memorandum
(the text of which we have agreed with BCal) summarising
their major concerns. Lyuca Chalkeir will Le taking sui-able
opportunities of raising BCal's problems during her visit
to Nigeria this week. We can consider what further action
we should take in the light of her discussions. In the
meantime, I doubt whether there is any action which you
yourself could take to help the situation.

JOHN MOORE

PERSONAL
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BRITISH CALEDONIAN: PRIME MINISTER'S MEETING WITH SIR PETER
EMERY MP, 22 JANUARY 1987

Following recent telephone conversations between Mr Michael
Alison's office and Mr Spicer's office here, I attach briefing
for the Prime Minister's meeting with Sir Peter Emery at
3.45 pm tomorrow. The briefing has been seen in draft
both by my Secretary of State and by Mr Spicer, and reflects
their comments.

Mr Spicer will be attending the meeting, which we understand
will take place in the Prime Minister's room at the House
of Commons.

R A ALLAN
Private Secretary
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CALL BY SIR PETER EMERY MP, 22 JANUARY 1987

OBJECTIVES

The best approach to the meeting will be to listen to what Sir
Peter Emery has to say, but avoid any comment on or commitment to
any proposals he may make. Our objective remains to get BCal on

to the London-Tokyo route, but it would be wrong for us to do so

in a way that gives the Japanese a continuing competitive

advantage over British airlines. (Confidential: the imminence of

BA privatisation makes the handling of this issue particularly

déTicate. Sir Peter Emery will be aware of that, but the Prime
Min{sSter is advised not to refer to it.)

KEY POINTS

1. It is fundamental to our airline competition policy that the

UK should have more than one airline able and willing to compete

on international routes. That is why we approved the route swap

in 1984 which gave BCal Saudi Arabia in exchange for their
loss-making routes to Latin America. That is why we put so much
effort into advancing BCal's interests around the world eg in
Nigeria and elsewhere in Africa, in the Bermuda 2 negotiation last
year, in our efforts to liberalize air services in Europe and now
in our negotiations with the Japanese and Russians to establish a

BCal service across Siberia to Tokyo.

2. But competition means what it says. It is obviously better to

have two British airlines operating non-stop services across

Siberia to Tokyo and not just one, if we can persuade the Russians

and Japanese to accept that situation. The Russians have accepted
N——— O srssrss——————
it. The best the Japanese have been able to offer so far is 4

Siberian services each, knowing full well that their arrangements

with the Russians would allow them to operate all 4 non-stop,

whereas we would have to operate 2 non-stop and 2 stopping at

—— e -

Moscow. This would give Japanese airlines a bighaavantage over

their British counterparts. We think this gap can and should be
bridged in further negotiations with Japan, now scheduled for
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March.

3. Our airline competition policy is qualified by the requirement
that such competition should be fair and Britain's interests
should not be prejudiced. It is essential to any concept of fair
competition in the national interest that we should continue to
insist that British and Japanese airlines have an equal number of
non-stop services across Siberia. We are not prepared to give the
Japanese a continuing advantage, and put ourselves in a position

where we had to ask them for more later.

4. We are hopeful that we shall in March be able to negotiate an
agreement which is satisfactory for both BCal and BA, and which
gives us the best national position. We shall do all we can to
get that outcome quickly. But we cannot promise to deliver by any
given date (see Points To Watch below).

POINTS TO WATCH
When the Secretary of State for Transport approved BCal's license

for Tokyo services on appeal, the Department's letter (attached)

said (paragraph 4.6) that if as a result of negotiations with the

Russians and Japanese there were not enough non-stop services
e ———

available to satisfy the requirements of both BA and BCal, BCal

should have priority for the first two such services. The

Japanese (possibly encouraged by BCal) may have seen this as a
signal that we would settle for no more than BCal's requirements
and we have had a hard job persuading them otherwise. Sir Peter

Emery may suggest that a deadline be set for the implementation of

this decision. Any such request must be refused. The Secretary

of State will of course honour the commitment in his letter, but
he must remain free to decide whether and if so when to give up

pressing for a better deal in negotiation. If any deadline is set

it will almost certainly leak back to the Japanese and confirm

them in their belief that they can settle for just enough to

satisfy BCal and keep BA out of the competition, to the

———————
considerable advantage of JAL as well as BCal.

e —————d




‘\CKGROUND

At present, London-Tokyo services are flown by British Airways and
Japanese Airlines (JAL). JAL operate one non-stop service over the
QEER: the rest of their flights and all BA's are on the much longer
Pqigg route stopping at Anchorage. BCal were licensed in July 1986

to operate non-stop services over the USSR. BA already are so
licensed, but cannot operate non-stop services without the agreement
of the Japanese and Russian Governments. We have been negotiating
with both over the past year, with the aim of starting non-stop
services on 1 April 1987.

The present position in the negotiations is that the Japanese have
agreed BCal's entry in principle (with an eye to their second airline
ANA in due course) and they have agreed a sufficient number of
flights to accommodate the needs of both BA and BCal, but they are
trying to establish a competitive advantage for JAL on the new

—
non-stop services across Siberia. They have offered to allow each

side 4 flights a week, (not 5 as Sir Peter Emery's note says) and for
g

a single year 1987/8 with no guarantee of any Siberian services at

all after that; and whereas their agreement with the Russians would

not oblige them to operate any London/Tokyo services stopping at

—_—_————

Moscow (they can put their Moscow stops on services to other European

T o e : , ;
points) our agreement with the Russians would require one Moscow

stopping service for every two non-stop. As a result the practical

effect of the Japanese offer would be 4 non-stop services by JAL
against 2 non-stop and 2 Moscow stopping services by British
airlines. We have not beén prepared to concede such a long-term
advantage to the Japanese for the sake of any short term benefit in
getting BCal onto the route quickly. We believe that if the Japanese
can be brought to accept that we will not settle for less than 4
non-stop services for each side (4 for JAL and 2 each for BA and
BCal) they will in the end reach agreement with us on that basis and
find a way to allow us to operate the 2 compulsory Moscow stopping
services as well. We shall continue to press for this at further
negotiations in Tokyo in March, and meanwhile we have increased the
pressure on the Japanese by withdrawing our support from the BA/JAL
commercial agreement on which many of their London services depend,
with effect from the end of March if we are unable to reach a better

agreement before then.
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If Sir Peter Emery demands instant action to extract BCal's
blocked funds from Nigeria, the Prime Minister should draw
attention to the constant efforts made by the Department of
Transport and our High Commission in Lagos to achieve this, most
recently during the visit by Mrs Chalker. We will continue to do
all we can to help but the Nigerians are short of money and we
have real difficulty in finding enough leverage to get BCal's

money out as quickly as they and we would like.

BA PROSPECTUS

The BA Pathfinder prospectus, issued 8 January, refers to the
negotiations taking place with the Japanese, and says that HMG and
BA are hopeful that they will be successful. If Ministers decided
that there were no longer grounds for hoping for a successful
outcome from BA's point of view, the directors of BA would have to
be informed, and they might well decide that the change would have
a material effect on profits which should be disclosed in the
prospectus to be issued on 27 January. If the change occurred
after that date, and before dealings begin on "’kFébruary, L ds
likely that supplementary listing particulars would have to be
issued. Either outcome would be very damaging to the

privatisation.
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HOUSE OF COMMONS
LONDON SWIA 0AA

MEMORANDUM

TO: PRIME MINISTER

FROM: SIR PETER EMERY MP
REASON: VISIT SPE ON THURSDAY 22 JANUARY 1987 AT 15.45

SUBJECT: POSSIBLE POLITICAL DAMAGE. NEED FOR PM'S
INTERVENT ION.

BACKGROUND

Sir Adam Thomson founded B/CAL in Scotland in 1961 initially
flying the aircraft himself. In over 25 years he has brought
B/CAL to become the largest private independant scheduled
airline in Europe. The company has had a fantastic amount of
route development and is accepted as the most efficient
operator in the business. It has also had a marked effect on
sharpening up British Airways and is an established supporter
of the Conservative Partyaes o We P WA,

DIFFICULTIES

With the introduction of @ Competition Policy for airlines the
CAA review in 1985 set outrt e relative sizes of B/CAL and BAA
should change to %reauxennuﬂity and to that end B/CAL should be
given the BAA routes to Saudi Arabia and to Zimbabwe. The BA
service at Gatwick should also be split with B/CAL benefitting.
Nick Ridley decided that B/CAL should only be given the Saudi

Arabia routeft We UAwure or Sur  AmgaicA.

Whilst B/CAL &gected this decision, they have since been
adversely affected to a very major extent through no fault of
their own.

PasssaS 8RS R :
SAUDI START UP - Profits were nothing like those predicted

because of the collapse of the oil price.

LIBYA - US action meant the complete loss of a very
profitable route.

NIGERIA - Great difficulty and considerable loss in
obtaining Naira repatrijation to sterling.
HMG slow to help,weth floney - still owing




since last February.

HELICOPTER LINK HMG refused (for political reasons) to allow
this vital and very profitable (£5m) service
linking Heathrow & Gatwick - Not withstanding
opening of M25.

PRESENT POSITION:

B/CAL expected to rectify part of ethpgq problems with opening
of London - Tokyo route across Siberia. Nick Ridley made it
clear that B/CAL would be given preference in initiating a
Trans-Siberia Service while seeking opportunities for BA.

Lord King, although operating service via Anchorage furious at
the announcement of this preference. /

PROBLEM:

B/CAL initiated this project over 24 months ago. Whilst
negotiations essential with US E ?nd %‘panese Government a

project date accepted by HMG +esiiaore was APR Lo 187

Agreement with Japanese could have been obtained in Tokyo in
December but certainly in London last week.

B/CAL requested 3 Trans-Siberian services to Tokyo. Giving way
to pressure from Lord King HMG initiated negotiations demanding
6 flights London - Tokyo - 3 for B/CAL and 3 for BA. The
Japanese have constantly refused this and finally as a positive
last offer for the operating year 87/88 were willing to extend
to 5 landings which would have meant 3 for B/CAL and 2 for BA.
HMG still refused this although it was understood that the #th
landing was bawey 7, B A{,‘.‘h for operating year 88/89.

Discussions have been postponed until middle or possibly end of
March. This is disasterous for B/CAL who have been promised
references. , They cannot begin to sell in time for the sunmer
have an Neroplane in April with some Japanese Cabin Crew
already contracted to work on the route.

OUTCOME

B/CAL Board believe that HMG are just not fulfilling their
pledges and consider that rather than giving preference as
promised to B/CAL they are leaning over to protect BA.




REASON FOR VISIT

I am most concerned about the possible reaction of the Board
which could have unpleasant repercussions for HMG and also

A Endiyment tn Justay WNAC Bleae Are THe A4uyr Eapiovse$

I understand the problem which must relate to some extent to
BA's privatisation. Howevery = ‘I~ would «lkike  “tolisuggest .'a

solution which I believe could only be wi?2sgavr¢s on the
fmitEatives o the  EM,
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Thank you for your letter of 11 December about British
Caledonian's problems.

I recognise Adam Thomson's success in developing British
Caledonian from small beginnings to becoming the largest
independent air line in Europe. I am most anxious to do
as much as possible to safeguard the interests of the company
and to foster its further development as far as is possible
consistently with the wider national interest and our own
airline competition policy.

I fully recognise the importance which British Caledonian
attach to commencing their proposed London/Tokyo services
al  ithe Deginnwng ol Apridl. We are aoing all that we can
to make the necessary arrangements as quickly as possible.
Although we have made considerable progress in our discussions,
both with the Japanese and the Soviet aeronautical authorities,
certain points still remain unresolved and we shall need
further discussions with each of them before a final agreement
is possible. In the meantime, both BA and BCal have had
separate discussions with JAL about those aspects of the
arrangements which would affect them and I hope that these
discussions will help us make more rapid progress 1in the
government discussions.

My colleagues - both here and in the Foreign Office - and
I are well aware of British Caledonian's problems in Nigeria
and have discussed them, on a number of occasions, with
Adam Thomson and David Coltman. Our officials and the staff
of the High Commission in Lagos are keeping in regular touch
with the company about developments. We have taken - and
shall continue to take - every appropriate opportunity of
pressing the company's case with the Nigerian authorities
in Lagos and with the Nigerian High Commission here. The

PERSONAL
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Nigerians do, of course, face very serious economic
difficulties. I hope, however, that we shall be able to
persuade them to make arrangements which will take full
account of British Caledonian's problems.

The latest developments in Nigeria are that our High Commissioner
(Sir Martin Ewans) discussed BCal's problems privately with
the President just before Christmas and is now, at the
President's suggestion, giving him a very short memorandum
(the text of which we have agreed with BCal) summarising
thelyr major conceins. Lynda Chalkei will Le taking sui.able
opportunities of raising BCal's problems during her visit
to Nigeria this week. We can consider what further action
we should take in the 1light of her discussions. In the
meantime, I doubt whether there 1is any action which you
yourself could take to help the situation.
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JOHN MOORE
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