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PRIME MINISTER

LORD KING'S MEETING WITH THE PRIME MINISTER
WEDNESDAY, 22 FEBRUARY 1984

Lord King will want to argue that British Airwavs should not be

restructured or reduced in size in the run up to privatisation. He

will point to his undoubted success in turning round the Corporation
from loss to profit, and in the better performance that is being

recorded across the board.

We suggest that you should congratulate him on the substantial

progress made, but should be impartial concerning the resolution

of the British Airways debt problem and over the route licensing

questions.
#—ﬁ
The Secretary of State for Transport is thinking of a deal which

would entail British Airways surrendering some of its routes in

return for payments which could correct the balance sheet deficit.

e —

It is a difficult hand to play, as the routes are not the property
W e
of British Airways but are the result of a grant of licence by the
e — S Ly i =
CAA. The Secretary of State cannot be seen to be meddling with BA's

—

commercial decisions. However, it would be unfortunate if you

said anythiné‘which made it more difficult for Nicholas Ridley to

use the debt problem if necessary to persuade BA to sell some assets

and make its own contribution to a better balance sheet.

The question of route licences is under review at the moment by

the CAA. Until they report the matter is sub judice, and it would
be dangerous to comment on the likely outcome of the CAA review.
B.Cal. and some of the other independents have made submissions, as

have British Airways.

An ideal political outcome in the end would be:

a. some modest reduction in the number of British Airways

domestic routes and associated assets;

some cash from their sale which could offset part of the costs
of repairing BA's damaged balance sheet (which their trading cash

flow should also help);




greater competition on the UK domestic routes. Experience to
date has been encouraging in that where routes have been opened
up to competition, the response of BA and the other airlines

has been good, with fares coming down and services improving.

You could agree with Lord King if he pours doubt on Sir Adam
Thompson's motives in wishing to reduce British Airways' dominance.
It is not based on the principles of competitive free enterprise.
B.Cal wishes to gain UK rights over certain international BA routes.
B.Cal is in some difficulty with its South American and Nigerian
routes, and is therefore looking for help rather than new

competition.

There is no chance that the vexed question of airports can be resolved

: . . " _‘“ )
before the privatisation of BA. Nicholas Ridley is right to make

the easy moves first and to consider airports policy more generally

in connection with their privatisation.

L.ord King was right to dismiss the B.Cal initiative some months ago

as a smash and grab raid. However, he has a PR problem. BA have

allowed B.Cal to play David against BA's Goliath. BA should now set
eess——— 2 e 0020202020222 =————————

to work on recapturing the lost initiative to help the Government on

the presentation ready for privatisation.

Our own back-benchers and the press do not fully understand that

BA's principal competitors are not the UK independent airlines, but

the international airlines, many of which receive hefty state

subsidy. The privatisation of BA is light years away from the
——

substitution of a private for a public monopoly. Where anti-

competitive practices exist, they are the result of route licensing
activity by governments, not the result of the present aviation

industry configuration.

It would be unwise for you to concede that privatisation necessitates
the maintenance of all BA's current routes, or prevents more

competition on domestic routes in due course.
g"ll } K . -

JOHN REDWOOD ROBERT YOUNG
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DEPARTMENT OF TRANSPORT
Z MARSHAM STREET LONDON SWI1P 3EB

01-212 3434

21 February 1984

Private Secretary
10 Downing Street
LONDON SWl1

-—

Deas PFJ,JL Seclon

Lord King is coming to see the Prime Minister tomorrow.
I enclose a brief on aspects of the preparation for privatisa-
tion,

As vyou know, my Secretary of State saw Lord King and his
Managing Director Colin Marshall yesterday evening.
Mr Ridley impressed on Lord King, who appeared to take
the point, that in the 1light of the figures now beginning
to appear, he felt increasingly that there would be no
case for the Government to authorise an approach to the
court for a write-down of British Airways capital as a
preliminary to privatisation. Such an approach would be
bound to be criticised in Parliament, It is still premature
to decide whether (ang if sSo, how much) the flotation should
be carried out in a way that would enable part of the proceeds
of sale to improve the debt: equity ratio in British Airway's
balance sheet, put Mr Ridley re-emphasised that he looked
to the airline to do everything feasible to improve their
balance sheet by their own efforts including revaluation
of assets, and sale of profitable assets, It would gbe
helpful if the Prime Minister could endorse this message.

~ —_ ————

On the pressure by BCal and other independent airlines
for routes to be taken away from British Airways before
privatisation, the Prime Minister will recall that
Mr Ridley has asked the Civil Aviation Authority to assess
the implications for competition and the sound development
of the British airline" incustry of the privatisation of
British Airways. —rM=Ir report is not due until July, so




\

the issue is for the time being in suspense, Lord King
may urge on the Prime Minister, as he did on Mr Ridley,
that British Airways should not suffer any loss of routes.
Mr Ridley took the 1line that the remaining 1issues over
privatisation, including both the question of a £financial
reconstruction and of fair competition, had overall to

dig themselves into an entrenched position in advance of
the CAj's report and recommendations. The Government would
need to look at the position as a whole when these recommend-
ations were received. The Prime Minister may like to endorse
what Mr Ridley said, and certainly not to give any commitments
on routes before the CAA report has been received.

htm= acceptable to Parliament. British Airways should not

MISS DINAH NICHOLS
Private Secretary




BRIEF FOR THE PRIME MINISTER'S MEETING WITH LORD KING, CHAIRMAN
OF BRITISH AIRWAYS, 22 FEBRUARY 1984

A note on the main issues follows the "line to take".

to take

The Prime Minister might like to take the following line
Lord King:-

Recent results

BA are to be congratulated on their dramatic return to
profitability.

Routes (paragraphs 5-8)

BA must recognise the political pressure on the Government
to reduce BA's dominance before privatisation. The
Government will have to give full weight to the Civil
Aviation Authority's recommendations when they complete
their review in July.

=T

(if raised) London-Riyadh service (paragraph 9)

This is a new route and does not prejudice the CAA's or
the Government's decisions over route transfers. As there
is likely to be an appeal the Riyadh decision must be
treated as sub judice.

Balance sheet (paragraphs 10 and 11)

BA must do all they can (including revaluation of assets,
profitable disposals, maximising bottom line profit and
repayment of borrowings) to restore their balance sheet

to viability: they should not rely on a capital reconstruction
facilitated by the Government.

(if raised) Pay
BA were right to aim for a two-year pay deal, but their
offer was on the high side. We are glad BA are determined
not to increase the offer and to withstand current strike
threats from engineers and cabin crew.

(if raised) Pensions

BA are to be congratulated on their ingenious proposals for
closing the present fully index-linked pension scheme to new
entrants and for inducing its members to transfer to the
new, less costly scheme.

cmm—




Background

3 Following E(DL)'s decision on 24 November 1983, Mr Ridley
told Parliament on 12 December that the Government would vest
the British Airways Board's business in British Airways Plc on
1 April 1984 with a view to a flotation of the airline, based
on results for the half-year to 30 September 1984, in early
1985, soon after BT. Preparations for vesting are now well
advanced; and work is also proceeding, in co-operation with BA,
on preparations for the flotation.

The main issues

4 There are two main areas of difficulty that may arise at
the meeting:- ——
E——

(a) BA's routes; and

(b) BA's balance sheet.

Routes

and
5 This is a difficult/controversial subject. The independent airlines,
notably British Caledonian (B Cal), have argued that BA is too
dominant and that more competition should be introduced into the
airline industry before BA is privatised. B Cal have pressed
publicly for the transfer of some of BA's routes together with
the related assets (for which they have said they will pay).
The independent airlines' case has attracted considerable support,
not least among Government backbenchers.

6 In response to this pressure Mr Ridley announced during his
statement in December on British Airways' privatisation khat he
was asking the CAA to advise him on the implications of, privatisa-
tion for competition and the sound development of the British
airline industry. The CAA decided the best way of responding was
to initiate a review of its licensing policy and to that end has
begun a process of consultation with the industry and other interests.
The Authority is being asked to give advice and recommendations
to the Secretary of State well before BA is privatised. He has
been set a target date of 16 July. It is too early to forecast
the outcome.

¥ BA's counter-arguments - and they have recently put these to
the CAA 1in their contribution to the review - are -

(a) that privatisation is irrelevant to the question of competition:
the independent airlines' concern springs not from privatisation
but from their recognition, in the new efficient and profitable
BA of a formidable competitor;

that it would be very unfair to BA and their staff to penalise
them for their turnaround by docking their routes;




that giving up routes will damage the prospects for
privatisation;

that BA already faces sufficient competition, both on
domestic services and, from roreign ailrlines, on international

routes; and

that to substitute B Cal for BA on various international
routes, as B Cal wish, will not increase competition at

all.

8 Mr Ridley discussed all this with Lord King on Monday evening
20 February, reiterating the political case for" doing something
to meet the criticism of BA's dominant position and urging Lord
King again to consider offering some voluntary route transfers

to B Cal. '

9 Lord King is particularly incensed at the CAA's recent
decision to license B Cal, rather than BA, to fly the new route
between London and Riyadh in Saudi Arabia. The decision 1is
subject to appeal to Mr Ridley, and BA are also believed to be
considering taking the issue to the courts on the grounds that
the CAA have exceeded their statutory powers. :

Balance sheet

10 Hitherto it has seemed that BA's large negative reserves and
massive debt will make it difficult to privatise them in the near
future without some sort of capital reconstruction, if only by
letting them retain some of the proceeds of sale in order to
restore their debt:equity ratio to viability. Obviously, however,
a capital reconstruction facilitated by the Government will only
aggravate the independent airlines' criticisms of BA's unfair
dominance of the market.

il Lately BA have made good profits (estimated by them at

some £280m before tax and interest for 1983/84) and have thereby
begun to improve their balance sheet themselves. But if there is
to be hope of avoiding the need for Government help completely,
they will have to do a lot more - eg revaluation of assets,
profitable disposals, avoiding unnecessary capital expenditure,
maximising repayments of borrowings. As a first step; Mr Ridley
has told Lord King that he considers that an approach to the Court
by British Airways Plc for a write-down of capital (which E(DL)
thought would be criticised in Parliament as a device) must and
can now be avoided. Lord King appeared to accept this.

CAP1
Department of Transport

21 February 1984




Financial Times Thursday February 2 1984

Michael Donne looks at the main issues raised in submissions for

thcl Civil Aviation Authole Polec 4 Ko ew
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BA opp
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ANY TRANSFER of -routes
from British Ajrways to British
Caledonian Aifways and other
independent airlines would
seriously jeopardise the success-
ful privatisation of BA, prob-
ably driving would-be investors
away. :
This point is made strongly
by BA in its detailed submis-
sion to the 'Civil “Aviation
Authority’s review of avil
aviation policy, published yes-
terday. The review jis being
conducted” ‘urgently by the
authority at thé request of Mr
Nicholas Rldlq', ‘Secretary for
. BCal isuhngforambmt_n-
tial transfer of routes and air-
icpendents (18 bk o oo
independents (in return :
payment which would be in
excess of £200m), so as

LIRSS T
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in effect be useless, since it
would dilu;:lct’ ovm]ddl UK ai;
transport whi shoul
be directed to meeting foreign
airline competition.

The emphagis that both BA'
and BCal put in their submis-
gsions on the routes transfer
issue mean that it now becomes
one of the central issues, if
not the dominant one. in the
policy review, and is bound to
influenpe  the L£AA’s : own
attitudes in’ settling - future
route licensing policy.

- Routes transfers are also
bound to become a significant
political jssue over the coming
months.,

en

oses route-shedding to

e ]

ents on privatisation

BCAL
Reorganisation
of routes urged

“ONLY A substantial re-gorgan-.
isation of routes to strengthen
the networks of Britain’s private
sector airlines will improve
competition” in the UK civil
aviation industry, aceording: to
“the independent British Cale-
donian, Brisain's second. largest
scheduled airline.

In its submission BCal claimsg
that reorganisation would en-
sure that the independents, to-
gether with British Airways,
could compete with foreign air-
1 as effectively and profit-
ably as possible. g

¥elieves that the oppor-
tunity for such changes offered
by the Ampending privatisation
of British Airways is unique,
* Privatisation is g watershed,
because it will result in impor-
‘t;mt t_:hanpgeq ‘:h tli:e dominant
Tganisation in the ind , and
will affect al] others.” g

BCal argues that the civil
aviation structure in the UK is
out of balance—in terms of air-

line strengths and airports

. Since 1971, 14 .airlines pave
failed "in Britain, BCal is the
sole survivor of independents
which sought to operate long-
haul scheduled services.

The imbalance between the
size of BA and the smaller
independents cannot be altered
by market forces alone, and it
requjres Government actipn fo
achieve a realignment,

The airports problem stems
from the fact that Heathrow
handles 27.1m scheduled” pas-
sengers p yvear, while Gatwick
handles:only 5.1m (the rest of
Gatwick's 12.5m annual trafic
is mainly non-schednled and

charter traffic). ¥

“There is a clear need to
reinforce the Gatwick ‘policy
and enhance its development
for scheduled services. 'The
target should be to develop
Gatwick to the point where
there " is indifference among
foreign’ ‘operators as to the
London airport they serve,” says
B‘Cal' ) . ‘__l .‘I_.
" To achieve this, aisline re-
structuring through * route
transfers from BA to BCal and
the other independents should
start soon. “It is glear that aip;
line restructuring cannot
divorced from issues of v
policy and capacity,”

BCal says

not in .}
interests of users pr of
devefopment.. In': g : -
disguised attack on BA, B-Cal;

A ‘on: * Among the risks of

3\ <cpncentration of interna-
$ional scheduled services in one
darge-scale enterprise is the
“Hkelihood, unless continuously
sohallenged, . of iods of
inertia, lack of
novation of mew products,

hsence of vigour in develop-

ot of ‘pew services and an

Nty to-mask ineficiency,

(ol in. the

e of being imeplace-
wever capable manage-
§ it works hetter when
Iy challenged,” .= "
Cal “elaims that it is the,
“airline ‘ablé  to eompete’

: comprehensively. *1If.

} of * policy ' 4549 -

ACE * competition © among
airlines, there must be-a-
cation of existing route
tunities from BA to BCal.|

8ation  “accentua %

¥ It -warns that privatisation’
Will strengthen BA * because it
Ahe born 2 very

i i base - with

1o " .debt capacity,

ige rate gusrantees and

nt of state investment."

: the absence o
competition is




te8 Sthat ought 19 he trans
%00 10 it, and an gnajysis of
Ukely

is helieved to be sug-
ges that up to one-third' of
BA's " routes, covering well
Over 3m passengers a year,
ought to be transferred to
BCal and other independent
dgirlines and that most of the
new traffic ought to be flown in
‘@nd out 'of Gatwick rather than
- throw. . o

AThis puts the transfer of
% mto a mueh higher level
1t e onipinalty e b
b -WAS ong d v
gm”xm, -chairman” of BA,
and ‘makes it seem more like
MAismamberment of BA.

< 4
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[BRITISH AIRWAYS

JEOTS = N British - Airways’
urogte " structure, ‘with transfers
of routes and aircraft to the
independent airlines, ~would
€ast doubt on the -airline’s
“future’ among. potential inves-
“ore, and impede progress
towards a successful privatiss-
/86D of the state airline. .
£.5.Fhis is ome of the key points
»Z?A’s counter-aptack o the
- bid for some of Hts routes,
seguteined in BA's submission.
»='BA declares 'that. it is con.
winced therg is 70 case for re-
] . its prasent “share of
nitiofial or domestic air
- fignifichnee
‘a dominant share.
4 Fares, ‘capacity and service
! dards, says BA, are dictated
competition from other
3 ationd] airlines,
o Theére 49 amajor fallaty in
¥ drgument that to transfer
Foutes from one British sirline
40 another would create more
ieompetition,” . :
S The competition, it stresses,
\{#8mes from the foreign alrlines,
* which. the UK .airline industry
8Ho" 1 .be aimed at beating.
S A prime . requirement for
~4ny . airline 'is that the Jroute
_network for which, having been
‘designated and licensed, it
, blens its resoutces (aireraft,
#taff, ground equipment, build.
‘Ings) is and remains, as far as
‘ possible, the. route network * it
18 allowed to Ay, AR
, “Without reasonable seclirity
of . tenure, investment by &n
aiffine, and hence investment in
an girline, would involve great
risk.

2

" Investors, would, therefore,
require & higher level of return,
and the cost burden on the air.
line would be increased. This
Would have to be passed to pas-
sengers In the form of higher
fares and/or in the case of

Imetnational services, would

put UK airlines in a very un-
favourable position against

foraign competitors, thus
making profits impossible and
continuing investment capital
Ainavailable,” x

BA Bays there are “ over-
;!laehn!ng economic and practi-

international routes to another
girline,” ',
BA arfues that:

® To transfer routes from

Heathrow to Gatwick reduces

the UR market share of the

premier airport generally ‘and
ntire UK competitive

® Permitting foreign airlines to
from Heathrow, while the
UK witline fijes from Gatwick
or Stansted, would be of dis-
advantage to the UK and would
reduce its market share,
® Even if the foreign airline
could be persuaded to transfer
its parallel service to Gatwick,

e range of points served from
Heathrow would be reduced and
interline (connecting) traffic
lost.
® Gatwick’s single ranway is
saturated at- peak commercial
times on some days of the week.
® Resources would be wasted
Or not used to their optimum
advantage,

BA claimg that it would be
fronic, “not to say unfair, if
BA weére now to be penalised
for its increased efficiency.”

“Why shéuld a privatised

British Airways be In & better
position. to act in an anti-com-
petitive manner ‘a Btate-
owned British Alrways with the
backing of the Treasury ?
.. " The real reason why BA is
BOW a greater force 1o be
reckoned with, is that pressures
of ‘the ‘market , Place have
already forced it to achieve cost
and performance efficiency that
puts. it very high in the intérfia.
tiondl Teague, *

"It would bt § poor ‘Feward
for BA and fts staff if the con-
Sequence of its efforts were to
be the arbitrary removal of a
share of its business.”

It is also BA’s belief that
there are no valiq reasons for
structural changes if the British
air transport industry,

BRITISH ATLANTIC
‘Competition
absent’

BRITISH Atlantic Airways, the
newly created airline which
wants to operate a2 UK-New
York service, argues ig its sub-
mission that « effective competi-
tion s conspicuous by its
absence. on the UK's inter-
naIt:onaI air services."

8ays the authority shoulq
Stress to the Secretary of State
the urgent need for g revision
of the UK's internationa| air
serviceg agreements with the
U.S. and other countries,




b" Financial Times Wednesday February 1 1884

BCal seeks more of BA’s 1

wnmnom:.ugo»mcowr.t :-,

BRITISH CALEDONIAN, “the
independent airline, is believed
' to be suggesting to the Govern-
ment that up to a third of
British Airways’ routes should
be transferred to the indepen-
dent sector on privatisation of
the state airline,
This goes much further than
the original £200m plan for a
transfer of routes and equip-
. mept originally proposed by
BCal months ago.
1t is bound to generate a fight
between the two airlines and
effectively .makes the BCal plan
& political factor in the aviation
policy review.
. This is being conducted
urgently by the Givil Aviation

‘other hodies had

Authority at the ‘request of Mr
Nicholas Ridley, Tra rt Sec-
retary. Submigsions by more
than a wscore of- airlines meg
Y
by the authority by late last
night, including those rrmn BA
and BCal.

Both BA and BCal hnve mde

route transfers a major item’

in their submjssipns, BCal has
asked for details: of the
proposed route transfers to be
kept secret at this stage but’jt
is understood it has gone mych
further than originally thon;ht
likely.

Its overa]l objective would
be to transfer yp to "sbout a
third of BA's routes to the

independents.' Of these about & lipe industry

li‘il -l"

1"

" itself

half in mrg wpuld 30 m_, BCal
to
mdependapts

The de n conﬁden—
tial within the aythority. The
rest of the BCal submission,
however, is likely to be pub-
lished todq with ' BA’; own
submission. ' Late
rieither nida knew what tﬁa
pthne; a8 proposing. :
argue that though such trans-
fers “might strengthen BCal
they would weaken BA and do

nothing to improve the overall adv:

cefnpetitive capability df the
UK air transport imdustry.

.§n BA's view ﬂ\emmkh
to m«n the entire UK
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Civil Aviation Authority

CAA House

45-59 Kingsway

(main entrance Kemble Street) From the Group Director
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Telephone 01-379 7311 egulation

Telex 883092

Mr H M G Stevens
Department of Transport

1 Marsham Street
London SW1 13 February 1984

<
2¢~ QMMALﬁ'
LONDON - RIYADH ETC

The Authority has now concluded 1ts hearing of the applicaticn
from British Airway to serve Riyadh and from British Caledc
to serve Rlyadh and certain points in the Gulf. “Both appli
stressed the importa avoiding delay in the start of
Riyadh servic airline and I am therefore

now in confi and the parties to the

the Authori British Caledonian
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The Authority considered the applications within the framewo

its duties under the Civil Aviation Act 1982 and its own 198
Statement of Policies. It concluded that both applicants we

able and likely to provide the public with a high standard

service both in the air and on the ground and that both wou be
well fitted to compete effectively against other airlines, noting
in this connection that Section 68(1) of the Act relates to :m;,ish
airlines 1in the plural and is of a general character not restricted
to any individual route.

The Authority found that the reasonable interests of users would
be furthered i1f more than one British airline operated




Mr H M G Stevens 13 February 1984

services to Saudl Arabia. Although the fact that they would

be serving different cities must limit the scope for direct
competition between them, indirect competition was likely to

be substantial and beneficial. In particular each airline

will seek to maximise its traffic so as to justify the retention
or expansion of frequencies, revenue and profit. Users will
gain from the enhanced service and wider range of choice.

Users will benefit particularly from the introduction of non-
stop services between Gatwick and Saudi Arabia; this will widen
the choice of points of departure and interline connections,
especially single airline services to oil-related gateways

in the United States which are better served by British carriers
from Gatwick than from Heathrow. From an airports policy point
of view a service to Saudi Arabia will make a significant contribu-
tion to the standing and competitive attraction of Gatwick,
going well beyond the simple benefit to Heathrow of a reduction
in frequencies there, and there is no reason to suppose that

the use of Gatwick will lead to a lower United Kingdom market
share.

In considering the impact of 1its decision on British Airways'

de

existing services the Authority had to consider under Section
= b=
= 1

66 (2) tihe reduction in earnings 1at might result both from
diversion of traffic and from an imposed reduction of freguencies
on its routes to Jeddah and Dhahran; it did not have to consider
in this context any loss of expectation with respect to Riyadh.
The impact attributable to diversion will depend in some part

on the competitive attraction of British Airways' services
relative to British Caledonian's while any reduction in freg

will depend on the outcome of negotiations. Exact quantifilcation
is impossible while the underlying assumptions remain uncertain.
One thllg however 15 abundav*‘y clear: whatever happens, Britlsh
Airways' services will remain handsom elg profitable in terms

of both net operating revenue and operating ratio.

It is of course likely that the designation of British Caled

to serve Riyadh will result in aggregate in higher costs and
possibly in lower revenues than if all points in Saudi Arabia
were served by one airline. Because of the uncertainties I
refer to above, the actual cost to the United Kingdom of licensing
a second carrier 1s difficult to estimate with precision but

it is likely to be well within the limits that result from
aggregating the separate projections of the two airlines.
British Caledonian's projections of traffic, market share and
profitability seem to be particularly conservative and we would
expect them to do better. This "cost" however Has to be seen
as the price which the United Kingdom is willing to pay for

the benefits of having more than one airline on international
routes, with all that this implies in terms of a healthy and
competitive industry and the maximisation of consumer benefit.
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b——— CONFIDENTIAL —

Mr HM G Stevens 13 February 1984

An important element in the Authority's reasoning did indeed
relate to the competitive structure and sound development of

the industry. In my consultative letter of 19 December 1983

I cbserved that the Edwards Committee had recommended, and

all subsequent Governments have accepted, that the country

and the public are better served by having a number of profitable
and keenly competitive airlines than by depending on a single
monopoly carrier, and this must be true whether or not the
airlines can compete directly with each other on long-haul
scheduled services. I went on to say that the Authority believes
that the national interest continues to be best served by this
policy, which implies the continuation and, if necessary, the
expansion of opportunities for other airlines. The present

case relates to a,city not previously served by a British airline
and therefore d not raise guestions of substitution or of
direct compet on the same sector: the déecision does nc
therefore pr93J e specific issues that have been raised

the current poli review. Where a profitable new point

become available however - and this is a relatively rare
considerations of competi tive balance must come into play

these must genera operate in favour of the smaller airline
lf the present
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international opportuni
This is a proposition

In our view, where other con

development oL ! industry

other than | ' Alrways on
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the new routes that become avallaEL,_: &N ndustry's cor

balance i yecome healthier than i en hitherto.

Another important nent 1in our reasoning relates to the
of frequencie h ould be operated. In our view the

of freguency I erated by British airlines to each of
the three Sau \ ian gateways should be such as to cat
adequately fuL demand and the evidence suggests that demand
on Riyadh is likely to amount to about 30% of the total.

is thus a strong case for seeking four frequencies to R1ly:
the number which both applicants applied for and which not
only matches Saudia's non-stop frequencies but also in Br
Caledonian's case is the more justified by the smaller s

of the aircraft it proposes to use (although we shall no
BCAL's ability to use larger aircraft in its fleet should
need and opportunity arise). The choice of British Alrways
to serve Riyadh would effectively have denied the United k.
any further opportunity to press for adeguate opportunit:ies
for a British airline properly to serve the market demar




Mr H M G Stevens 13 February 1984

British Airways' high-handed action in agreeing with Saudia to
limit its fregquencies to two a week makes your task more difficult
and is to be deplored.

A large part of British Airways' objections to British Caledonian
turned on bilateral matters. British Airways sought to persuade
us that there was little likelihood of the Saudi authorities'
agreeing to accept British Caledonian's designation but we

saw no reason to reach any different conclusion to that implici
in the Department's advice, viz that the outcome cannot be

a foregone -Oﬁcl 1on and we shall only find out what the Sau
authorities will agree to by asking them.

us ai

——CONFIDENTIAL ——

The one respect in which we have not nted the application
in the terms applied for relates to the fifth frequency in
year three. We wish tc¢ see first how e market evolves and
how the bilateral arrangements go.
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As to the Gulf poin the Authority h Bra
Caledonian's 1 on 1n the term ppli he efiec
on British Airway to Rawalpi

likely to be marglnal so far as 3

Much will of course depend upon jy

rights from Saudi Arabia and we do no nggest that a
price should be paid for them. There is everything to b
for British Caledonian's continuing to deal directly with
Gulf authorities as hitherto. If it seemed that the entr
of British Caledonian to these markets was going to lead
the reopening of existing arrangements in a significant wav
this too would no doubt become a matter for further cons.!l:
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The Authority will annou
tomorrow. The parts
not of course be disc

am copying
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We wish you every
I am sure that
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