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FINANCING OF BRITISH AIRV/AYS 


At E(DL) l a s t Thursday t h e r e was a ge n e r a l welcome f o r my p r o o o s a l 

f o r r e c o n s t i t u t i n g B r i t i s h Airways w i t h i n the framework o f the 

Companies A c t s . T h i s would p r o v i d e the b a s i s f o r a s a l e o f p a r t o f 

the e q u i t y to~~the p r i v a t e s e c t o r . The revenue thus r a i s e d w i l l be a 

u s e f u l c o n t r i b u t i o n to our programme f o r the d i s n o s a l o f p u b l i c 

a s s e t s but t h i s p r o p o s a l w i l l a l s o o r o v i d e the b a s i s f o r removing the 

a i r l i n e ' s investment programme o f n e a r l y £1 b i l l i o n over the next 

f i v e y e a r s from the p u b l i c s e c t o r borrowing requirement. I t was 

agreed t h a t the necessary p r o v i s i o n s should be i n c l u d e d i n the C i v i l 

A v i a t i o n B i l l a l r e a d y planned f o r the pr e s e n t S e s s i o n . There are 

s t r o n g reasons why I should make an e a r l y announcement o f our 

i n t e n t i o n s i n g e n e r a l terms: 


a) In o r d e r to take the p l a n f o r w a r d , and to frame the 

l e g i s l a t i o n , we need to put i n hand d e t a i l e d d i s c u s s i o n s 

w i t h a wider group o f people i n B r i t i s h Airways than the 

h a n d f u l o f the most s e n i o r Board members who have so f a r 

been i n v o l v e d . I t would be i m p o s s i b l e t o c a r r y out t h i s 

work and a t the same time m a i n t a i n the very hif>:h degree 
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of c o n f i d e n t i a l i t y which has so f a r been observed. We 

t h e r e f o r e need t o t a k e the i n i t i a t i v e i n e x p l a i n i n g o ur 

p l a n and not a l l o w i  t t o become p u b l i c merely t h r o u g h 

l e a k s about the work i n p r o g r e s s . 


b) The B r i t i s h Airways Board are p u b l i s h i n g t h e i r annual 

Report and Accounts f o r 1978/79 on Thursday 26 J u l y 

and the Chairman, Mr Ross S t a i n t o n , w i l l be h o l d i n g 

the u s u a l p r e s s conference on t h a t day. I t w i l l be 

h i g h l y d e s i r a b l e t h a t my own statement should have been 

made some time i n advance o f t h a t , so t h a t S t a i n t o n 

w i l l be a b l e t o answer q u e s t i o n s about the Board's 

a t t i t u d e towards the p l a n . As you know, I have every 

reason t o b e l i e v e t h a t , p r o p e r l y handled, t h i s measure 

can secure support from the Board and i t s a c t i v e 

c o - o p e r a t i o n which we s h a l l need. 


c) The t i m i n g of my statement must take account o f the 

t i m e t a b l e f o r K e i t h Joseph's c o n s u l t a t i o n s and announce

ment about h i s p l a n s f o r B r i t i s h Aerospace. He has t o l d 

me t h a t , i f I can get i n f i r s t w i t h my statement about 

B r i t i s h A i r w a y s , so t h a t t h e r e i s no c o n f u s i o n between 

the two o p e r a t i o n s , he w i l l be c o n t e n t . 


I would, t h e r e f o r e , l i k e t o make my statement about B r i t i s h Airways 

as soon as p o s s i b l e , i d e a l l y i n the week b e g i n n i n g 16 J u l y , and f o r 

p r e f e r e n c e on Wednesday 19 J u l y . However, I r e c o g n i s e t h a t t h i s does 

not g i v e c o l l e a g u e s a g r e a t d e a l of time to c o n s i d e r the matter and 

would t h e r e f o r e be prepared to h o l d i t over u n t i l Monday 23 J u l y i f 

t h a t would be more conv e n i e n t . I enclose a d r a f t statement, t o g e t h e r 
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w i t h a l i s t o f p o s s i b l e supplementary q u e s t i o n s and answers. In view 

o f the E(DL) c o n c l u s i o n s I should not t h i n k t h a t t h i s s h o u l d cause 

any d i f f i c u l t y f o r you and o t h e r c o l l e a g u e s concerned, and I should be 

g r a t e f u l f o r your agreement. 


Th i s m a t e r i a l has been d r a f t e d so as not to i n v o l v e q u e s t i o n s o f d e t a i l 

which might r e q u i r e c o l l e c t i v e M i n i s t e r i a l d i s c u s s i o n , though such a 

d i s c u s s i o n w i l l no doubt be r e q u i r e d a t a l a t e r stage when our p r o p o s a l s 

have taken more c o n c r e t e form. I hope t h a t any o o i n t s a r i s i n g on the 

d r a f t c o u l d be c l e a r e d by correspondence o r through c o n s u l t a t i o n a t 

s e n i o r o f f i c i a l l e v e l . However, i f you d i d f e e l t h a t a meeting w i t h 

c o l l e a g u e s should be h e l d b e f o r e any statement I would, o f c o u r s e , be 

p e r f e c t l y happy though i t would have to take p l a c e soon t o meet the 

t i m e t a b l e which I have suggested. 


F i n a l l y , I should add one important p o i n t . Our chances o f o b t a i n i n g the 

c o - o p e r a t i o n o f B r i t i s h A i r w a y s ' management and l a b o u r w i l l be g r e a t l y 

improved i  f I am a b l e to r e a s s u r e them t h a t we have no p r e s e n t i n t e n t i o n 

of b r e a k i n g up o r of h i v i n g o f f i n d i v i d u a l p a r t s o f the a i r l i n e . B r i t i s h 

Airways would a l s o l i k e me to say t h a t the Government proposes to r e t a i n 


T 


a m a j o r i t y s h a r e h o l d i n g and I f e e l t h a t I need at any r a t e to say t h a t 

what I am announcing does not i n v o l v e d more than the s a l e of a m i n o r i t y 

s h a r e h o l d i n g . I hope you w i l l a l l o w me to p r e s e n t our p r o p o s a l s i n a 

way which i s l e a s t l i k e l y to arouse c o n t r o v e r s y on these p o i n t s . T h i s 

would a l l o w us to i n t r o d u c e a scheme which w i l l not pre-empt the 

Government from moving f u r t h e r at a l a t e r s t a g e . 


I am sending c o p i e s o f t h i s l e t t e r and e n c l o s u r e s to the Prime M i n i s t e r , 

to o t h e r members of E(DL), the the C h a n c e l l o r o f the Duchy o f L a n c a s t e r , 

to the Paymaster General and the C h i e f V.hip and to S i r John Hunt. 


JOHN NOTT 
pp. 
(Approved by the S e c r e t a r y o f S t a t e 

and s i g n e d i n h i s absence.) 
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DRAFT STATEMENT 


FINANCING OF BRITISH AIRWAYS 


B r i t i s h . Airways has embarked on a major programme of f l e e t 


replacement and expansion and I b e l i e v e t h a t i  t has 


e x c e l l e n t growth, p r o s p e c t s . T h i s i s an i n c r e a s i n g l y 


c o m p e t i t i v e market and t h e w o r l d energy s i t u a t i o n c r e a t e s 


u n c e r t a i n t i e s , but I am c o n f i d e n t t h a t the a i r l i n e w i l l 


f a c e t h e s e c h a l l e n g e s s u c c e s s f u l l y . 


To meet i t s o b j e c t i v e s i t w i l l r e q u i r e a s u b s t a n t i a l i n c r e a s e 


i n c a p i t a l investment from both i n t e r n a l and e x t e r n a l sources 


over t h e next few y e a r s . F o r t h i s r e a son I have been 


l o o k i n g at i t s c a p i t a l s t r u c t u r e and f i n a n c i a l r e q u i r e m e n t s , 


and I sh o u l d l i k e t o l e t the House have my views and 


p r o p o s a l s on the f i n a n c i n g o f t h i s programme. 


F i r s t , t he Government w i l l g i v e B r i t i s h Airways i t s f u l l 


support and encouragement i n c a r r y i n g out i t s programme. 


Second, i t should have f u l l e s t p o s s i b l e access t o c a p i t a l 


markets b o t h at home and overseas f o r i t s f u t u r e investment 


needs. 
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T h i r d , I propose t h a t t h e framework of the Companies A c t 


should be used t o p r o v i d e B r i t i s h Airways w i t h a c a p i t a l 


s t r u c t u r e e n a b l i n g p a r t o f i t s f i n a n c i a l r e q u i r e m e n t s t o 


be r a i s e d by the s a l e of a m i n o r i t y s h a r e h o l d i n g i n t h e 


e n t e r p r i s e . 


F o u r t h , my p r o p o s a l does not i n v o l v e a s e p a r a t e d i s p o s a l 


o f any p a r t o f ^ B r i t i s h Airways. 


F i f t h , I s h o u l d see s t r o n g advantages i n o f f e r i n g p a r t o f 


the proposed share i s s u e on f a v o u r a b l e terms t o employees 


o f B r i t i s h Airways so t h a t t h e y can p a r t i c i p a t e i n i t s 


f u t u r e and share i n i t s growth. 


S i x t h , I envisage the f u l l e s t p o s s i b l e p r o c e s s o f 


c o n s u l t a t i o n w i t h the a i r l i n e ' s management and employees. 


T h i s i s p r i n c i p a l l y a matter f o r the B r i t i s h Airways Board 


themselves, but I w i l l be g l a d t o meet r e p r e s e n t a t i v e s o f 


the t r a d e unions concerned. 


Seventh, I w i l l put f o r w a r d p r o p o s a l s i n t h e autumn f o r 


the l e g i s l a t i o n which w i l l be r e q u i r e d . 


E i g h t h , at the same time I w i l l s e t out t h e Government's 


t h i n k i n g on the l i c e n s i n g p r o v i s i o n s a d m i n i s t e r e d by t h e 
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C i v i l A v i a t i o n A u t h o r i t y . However, I can say now t h a t 


t h e r e w i l l be no a r b i t r a r y r e a l l o c a t i o n of r o u t e s and 


the new f i n a n c i a l arrangements are not designed t o have 


any adverse e f f e c t s on the r o u t e s t r u c t u r e of 


B r i t i s h A i r w a y s . 
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BRITISH AIRWAYS STATEMENT 

NOTES FOR SUPPLEMENTARIES 


1. Q. WHAT IS THE PURPOSE OF THIS PROPOSAL? 


A. I n t e r n a t i o n a l c i v i l a v i a t i o n i s a h i g h l y c o m p e t i t i v e 

b u s i n e s s . Our p r o p o s a l s w i l l g i v e BA the f l e x i b i l i t y and 

freedom from Governmental i n t e r f e r e n c e t h a t  i s c r u c i a l t o 

success  i n t h a t market. 


j 

2. Q. WHAT IS THE ATTITUDE OF THE BRITISH AIRWAYS BOARD 

TO THESE PROPOSALS? 


A. I have informed the chairman of my p r o p o s a l s so t h a t 

he c a n convey them t o the Board, to management and t o 

r e p r e s e n t a t i v e s of the employees. There v / i l l now have t o 

be d e t a i l e d d i s c u s s i o n s about the p l a n . /Add something 

more p o s i t i v e  i n c o n s u l t a t i o n w i t h the chairman, b e f o r e 

the statement i s m a d e ^ 


3. Q. IS THE SECRETARY OF STATE AWARE THAT THE WORKERS AT 
BA HAVE ALREADY EXPRESSED THEIR OPPOSITION" TO ANY SUCH PLAU? 

A. I see no r e a s o n why the employees s h o u l d be opposed 

t o a scheme which m a i n t a i n s the i n t e g r i t y o f the a i r l i n e 

and w i l l be of b e n e f i t t o everyone i n v o l v e d  i n i t . 


4. 0 . WILL THE GOVERNMENT GIVE AN UNDERTAKING TO RETAIN A 
MAJORITY SHAREHOLDING IN BRITISH AIRWAYS? 

A. My p r o p o s a l i n v o l v e s a s a l e o f o n l y a m i n o r i t y o f the 

sha r e s . 


5. Q. BUT WHAT ABOUT SUBSEQUENTLY? 

A. That i s a h y p o t h e t i c a l q u e s t i o n . 




6. Q. WHEN WILL SHARES BE OFFERED FOR SALE? 

A. We s h a l l of course need the l e g i s l a t i o n f i r s t . S u i t a b l e 

dates w i l l t hen be chosen f o r the i s s u e o f the s h a r e s . 


7. Q. '.THAT SPECIAL ARRANGEMENTS WILL BE MADE FOR EMPLOYEES 
TO ACQUIRE SHARES? 

A. I propose to g i v e s p e c i a l a t t e n t i o n t o t h i s  i n 

p r e p a r i n g the d e t a i l e d arrangements. 


! 
8 . 0 . HOW MUCH DOES THE GOVERNMENT EXPECT TO RAISE FROM THE 
SALE OF BA SHARES? 

A. I expect the i s s u e to r e a l i s e a s u b s t a n t i a l amount but, 

i t i s f a r too e a r l y t o put a f i g u r e on i t . 


9. Q. WILL THE GOVERNMENT SELL OFF ANY OF BA'S SUBSIDIARIES? 


A. I have made i t c l e a r i n my statement t h a t my p r o p o s a l s 

do not i n v o l v e t h i s . 


1 0 . Q. WHAT ARE BA»S FUTURE CAPITAL REOUIRET.IENTS/HOW WILL 
PUBLIC	 EXPENDITURE BE REDUCED? 


p r o v i s i o n a l l y e s t i m a t e d 

A. BA's t o t a l c a p i t a l e x p e n d i t u r e i s / l i k e l y t o r u n a t 
an average of Z^OOm^^^eaT f o r the next 5 y e a r s , of which 
some £ 2 0 0 m a y e a r / w i l l take the form of e x t e r n a l f i n a n c e . 
Thus my p r o p o s a l s e n t a i l a s a v i n g to the PSBR o f £ 1 b i l l i o n 
over 5 y e a r s . 

1 1 . Q. WHY CAN'T BA FUND A GREATER PROPORTION FROM THEIR OWN 
RESOURCES? 

A. The s e l f - f i n a n c i n g r a t i o f o r the c a p i t a l investment 

programme i s n e a r l y 60% which i s a re a s o n a b l e p r o p o r t i o n 

by commercial s t a n d a r d s , g i v e n the s i z e of the programme 

i n v o l v e d . 




1 2 . Q. WHY SO MUCH CAPITAL EXPENDITURE? 

A. B r i t i s h Airways f a c e s a heavy f l e e t a c q u i s i t i o n 
programme t o r e p l a c e a l a r g e number of a i r c r a f t which w i l l 
not meet new n o i s e r e g u l a t i o n s due t o be a p p l i e d from 
1 January 1 9 8 6 and which are i n any case r e a c h i n g the end 
of t h e i r u s e f u l l i v e s and becoming i n c r e a s i n g l y uneconomic 
t o o perate. The r i s i n g c o s t o f f u e l , combined w i t h i n c r e a s i n g 
p r i c e c o m p e t i t i o n i n i n t e r n a t i o n a l a v i a t i o n , make i t e s s e n t i a l 
f o r BA t o r e - e q u i p w i t h the a i r c r a f t which are most e f f i c i e n t 
f o r t h e i r r o u t e s t r u c t u r e . 

1 3 . Q. WHAT SAFEGUARDS WILL THERE BE AGAINST TAKEOVER OF BA 
BY FOREIGN INTERESTS? 

A. The Government a l r e a d y has such a safe g u a r d under 
S e c t i o n 2 2 ( 3 ) of the C i v i l A v i a t i o n Act 1 9 7 1 . T h i s p r o v i d e s 
t h a t the C i v i l A v i a t i o n A u t h o r i t y s h a l l r e f u s e t o gran t an 
a i r t r a n s p o r t l i c e n c e i f i t i s not s a t i s f i e d t h a t the 
a p p l i c a n t i s : 

a) a U n i t e d Kingdom n a t i o n a l ; or 


b) a body which i s ^ i n c o r p o r a t e d under the law of 

any p a r t o f the U n i t e d Kingdom or the law of a r e l e v a n t 

overseas t e r r i t o r y or an a s s o c i a t e d s t a t e and i s / 

c o n t r o l l e d by U n i t e d Kingdom n a t i o n a l s , 


u n l e s s the S e c r e t a r y o f S t a t e s p e c i f i c a l l y consents to the 

i s s u e o f such a l i c e n c e . 


1 4 . Q. WHAT IS THE GOVERNMENT'S POLICY ON FUTURE COMPETITION 
FOR BA FROM OTHER UK AIRLINES? 

A. We s h a l l i n due course be p u t t i n g p r o p o s a l s t o 

Pa r l i a m e n t to r e p l a c e the e x i s t i n g Guidance but, as I have 

made c l e a r i n my statement, t h e r e w i l l be no a r b i t r a r y 

r e a l l o c a t i o n of r o u t e s . 






C O N F I D E N T I A L 
Hf'T CDL 

D /1 n d PMG 

MAFF cwo 

D/Env CO 

D/N 

C h i e f Gee, 

F i n . Sec. 


1C July 1079 

The Prime Minister has read your Secretary 

of State's l e t t e r of 13 July to the Chancellor 

of the Exchequer about the financing of 

B r i t i s h Airways. 


The Prime Minister i s concerned that 
the Government may be rushing into decisions 
on this issue without adequate preparation, 
and she has askeu that Mr. Nott's proposals 
should be discussed by Ministers c o l l e c t i v e l y . 
I understand that i t could be put on the 
agenda for L(DL) on Thursday of this week. 
Since 1 also understand that there i s no 
p o s s i b i l i t y of a statement on Wednesday 
18 July, which wa3 Mr. Nott's preferred 
date, and that Friday 20 July hao been 
provisionally set aside, this should not 
cause any d i f f i c u l t y . 

I am sending copies of this l e t t e r to 

the Private Secretaries to the members of 

E(DL) Committee, to John Stevens (Office 

of the Chancellor of the Duchy of Lancaster), 

Richard Prescott (Office of the Paymaster 

General), Murdo Maclean (Chief Whip's Office) 

and Martin V i l e (Cabinet Office). 


Department^r ^ ^ J B i i ^ EI\ T1A L 



