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CONFIDENTIAL

PRIME MINISTER'S MEETING WITH MR MICHAEL BISHOP, CHAIRMAN AND
MANAGING DIRECTOR, BRITISH MIDLAND AIRWAYS LTD: WED 12 SEPT

In his letter of 29 August (flag A), Mr Bishop requests a meeting
with the Prime Minister to discuss the points outlined in it and
urges implementation of the CAA's report on airline competition
policy.

General background

BMA is the UK's eighth largest airline accounting for 1.25% of UK
capacity. It is, however, Heathrow's second largest operator in
terms of air transport movements. The airline dates back to 1938
when it was formed as Derby Aviation. It operates scheduled pas-
senger and cargo services to domestic and continental destinations
from East Midlands Airport and Heathrow (including the important
domestic trunk routes from Heathrow to Glasgow, Edinburgh and Bel-
fast). Other operations include a specialist overseas leasing
service using 707s and holiday charter flights to the Mediterranean
and North America. In 1982 BMA merged its Isle of Man services and
fleet with Air UK's to form Manx Airlines in which it has a con-
trolling interest. In September 1983 it bought 75% of Loganair,
the small Scottish airline which runs scheduled services to remote
points in the Highlands and Islands. Loganair acts as a feeder
airline for BMA's Scotland to London services.

Irxi 1983 BMA made a pre-tax profit of £469,000 on a turnover of
£79.6M.

CAP500: CAA Report on Airline Competition Policy

Published on 16 July last, the report makes a number of recommen-
dations, the most contentious of which are that routes to Harare,
Jeddah and Dhahran should be transferred to British Caledonian;
that BA's scheduled Gatwick services should betaken over by other
airlines - principally BCal but not exclusively so - and that BA's
European routes from regional airports should also go to other air-
lines. The CAA also plans to foster competition by licensing a
second British carrier, principally BCal, on routes served by Bri-
tish Airways, and has asked for additional powers to deal with
anti-competitive hehaviour.

In the appendix to his letter, Mr Bishop expresses his concern that
a privatised BA will be able to crush opposition by resorting to
anti-competitive practices, and he questions whether sufficient
thought has been given to controlling this. He regards competition
as vital at Heathrow and cites the additional traffic and improved
services generated by BMA competition on the Scottish trunk routes.
He thinks BA should now be subjected to competition on its interna-
tional services, by independents already operating at Heathrow (which
would rule out BCal who operate from Gatwick); and dismisses the
British Airports Authority's claims about congestion at Heathrow,
insisting that space could be provided within existing constraints
by adopting improved working practices.
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On route transfers, Mr Bishop believes that, far from damaging
BA's privatisation prospects, the transfer of domestic routes
and European services from regional airports would improve its
profitability. He says BA is using excessive profits on its
international routes to sustain highly marginal domestic routes;
the freezing of all domestic fares for two years, the dumping
of excess capacity on the Scottish trunk routes, and the sub-
mission to the CAA by BA of pre-emptive licence applications to
thwart BMA's plans are, Mr Bishop alleges, further examples of
predatory practices. Cabinet will be meeting to discuss the
various options suggested by the CAA report, and the Prime
Minister should note what Mr Bishop has to say without being
drawn into a discussion of his arguments. In anticipation of
the Government's decision, BMA has applied for rights to
operate from Birmingham to several domestic and European points,
and to delete those rights from BA's licence. Also, BMA has
appealed against the CAA 's decision to license BA on the Man-
chester to New York route, and to refuse its own application.
The applications and appeal are not strictly connected with
discussions on the review but should not bedebated because that
might prejudice the Secretary of State's position in his quasi
Jjudicial role in licensing matters.

Line to take

Ministers have yet to decide the response to the report, so I

cannot comment on its merits. But I can assure you that the

points you have made will be taken fully into account before

we decide what the response should be.
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB

01-212 3434

Andrew Turnbull Esq

Private Secretary

10 Downing Street

LONDON SW1 11 September 1984

Deear Aol

PRIME MINISTER'S MEETING WITH MR MICHAEL BISHOP OF BMA:
12 SEPTEMBER

You have a brief for the Prime Minister's meeting
tomorrow, which my Secretary of State will also be attending.

The Prime Minister should be aware, as background to
the meeting that BMA may be in financial difficulties. The
Bank of England had an approach very recently from Mr Anthony
Steen MP which referred to difficulties BMA have had in
providing financial information to their British bankers
because of uncertainties about the Government's decision on
the CAA review. The Bank of England understand that Lloyds
Bank have been pressing the company either to produce a
financial recovery plan or to raise additional capital, or
to find other bankers, BMA appear to have done none of
these things, and a meeting is taking place today between
Lloyds and BMA,

Lloyds are in fact only minor bankers to BMA. Much
larger sums have been provided by the US Chemical Bank.
Mr Steen has said that the Chemical Bank do not share
Lloyds' concern, and will be ready to replace Lloyds
facilities. But the Bank of England have no independent
corroboration of this view.

The Bank of England have offered to see Lloyds Bank
and BMA, if the company would like us talk to them after

today's meeting with Lloyds.
Kt

ANDREW MELVILLE
Private Secretary
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“~itish Midland Airways Ltd

Donington Hall, Castle Donington,
Derby DE7 25B England
Telephone: Derby (0332) 810741/ Telex: 37172

Your Ref:

QOur Ref:

MDB/RAM

August 29, 1984

Rt. Hon. Margaret Thatcher, M.P.,
10 Downing Street,
London, S.W. 1,

\j///(a- Zm ‘“fru‘“d ras,
I

am writing personally to you as the controlling
shareholder of the largest privately owned U.K. airline
group comprising three airlines; British Midland, Manx
Airlines and Loganair. Together they fly from 28
airports in the British Isles, carry 2 million passengers
a year, operate 40 aircraft, employ 2,000 staff and’
generate revenues of more than £100M per annum.' - British
Midland Airways is the second busiest airline operating
at Heathrow with more than 500 arrivals and departures
each week.

I wish to express how threatened and vulnerable I
consider our future prospects if satisfactory decisions
are not reached by your Government following receipt of
the Civil Aviation Authority's Policy Review.

My partners and I have during the past six years put into
practice your philosophy of self sufficiency and
enterprise by accepting a total personal financial
commitment by acquiring our company through a management
buyiont in 1978. We did so in the anticipation that a
Conservative Government, when elected, would support as a
priority those individuals who were prepared to stake all
they possessed in order to become owners of their own
business.

Directors: MDBishop J T Wolle S F Baimforth3Psfhf femusharg i54) G N Elliont mxﬁ%ﬁ’x D. A, Morris

Registered office as abova Registared No. 464648 England




. Continued

British Midland Airways Ltd (

I feel sure you will agree that this commitment of your
Government to private sector investors taking such risks
is of far greater long term importance than the short
term consideration of satisfying the Board of British
Airways whose members have, at the present time, no
personal financial stake in their company.

I hope you will feel that since my company has been the
pioneer of creating competition to British Airways at
Heathrow on U.K. domestic trunk routes, it entitles me to
now alert you to vitally important issues which arise
from the C.A.A. Report. I ask you to ensure that the
need to carry out a financially satisfactory de-
nationalisation of British Airways, within the proposed
timetable, is not concluded at the expense of endangering
the viability of our business and achievements to date.

There is a grave danger that the Government may be forced
to accept the arquments advanced by the Board of British
Airways, coupled with their supporting media advertising
and other lobby pressures, and so take a wrong decision
in rejecting, or making substantial amendments, to the
recommendations of the C.A.A. Report.

The Appendix to this letter details our specific views
which, I believe, are of crucial importance in arriving
at the right decisions.

Whilst a failure of the British Airways' arguments to
influence the final decision would be a set-back, the
consequences for us in failing to convince you of the
essential issues at stake will have the most far-reaching
effects and lead to a major curtailment of our activities
together with a large layoff of staff. More damaging,
private airlines may soon be faced with an acute
credibility problem with their Bankers and Finance Houses
who are likely to adopt an exceptionally cautious
approach to airlines whose prospects for growth are so
seriously stunted.

We have shown that we are prepared to compete, neither do
we seek to merely transfer a route monopoly from the
public to the private sector. Whilst we share the view
of British Caledonian that the C.A.A. Report perceptively
identifies the problem of providing effective airline
competition and gives a lucid analysis of difficulties in
implementation I must make it clear to you that we have
never supported the British Caledonian case to acquire
assets from British Airways.




British Midland Airways Ltd

. Continued

However it may have been overlooked that to achieve the
goal of having a competition policy in the airline
industry there is initially the need to permit the
development of sufficient soundly based airlines. They
need satisfactory route networks creating adequate
profits so that the scale of financial resources needed
to launch new competing air services can be accumulated.

Unless this first stage is supported and the
recommendations of the C.A.A. Report, particularly in
respect of European air services from provincial airports
and our own submission to compete with British Airways
from Heathrow on international services, carried out -
there is likely to remain a situation where the present
dominant single airline style is perpetuated and
increased instead of creating effective competing
airlines.

My companies are now suffering severe predatory action
from British Airways which has nothing to do with
achieving improved competition between the airlines but
is specifically directed towards our demise.

Furthermore, as a private sector company, our future is
being determined, or significantly influenced, by no less
than four elements of State patronage - the Civil
Aviation Authority, the British Airports Authority,
British Airways as a nationalised industry and the
Department of Transport.

For a Government determined to create opportunities for
individual effort free of excessive state influence, you
will understand the real fear that our survival is in
jeopardy through failing to get a fair and unbiased
hearing of our views.

There is always a temptation for Government to compromise
for short term expediencies. Resisting these
temptations has been the hallmark of your Administration.
However past support and subsidies both in the Railways
and Coal Industry which may have appeared attractive at
the time have, perhaps, in the final analysis not
accelerated the targets which the Government has set
itself in achieving lasting improvements of efficiency in
these industries. A similar difficulty could develop in
the air transport industry if decisive action is not
taken now.




‘ Continued British Midland Airways Ltd

This is not a complaining letter neither do I seek any
advantage from your Government in our future trading
opportunities other than to ensure that British Airways
is not sustained in a preferred and privileged position
in the U.K. air transport industry.

I believe arrangements are in hand for me to meet you at
an early date. I look forward to this as it.will enable
me to amplify some of the arguments in this letter and
its Appendix and explain my approach to an equitable
solution.

Michael Bishop,
Chairman and Managing Director.




Rt. Hon. Margaret Thatcher, M.P.

APPENDIX
to letter 29.8.84.

1. Competition of British Airways with other Airlines and
particularly its role at Heathrow

It is clear to us that the Government must take decisive
action to ensure that British Airways in whatever form it is
de-nationalised is not in a position to seriously undermine
the activities of the gradually developing competing airlines.

The best qualified body to undertake the role of licencing and
monitoring an expansion of competition is the Civil Aviation
Authority. Rather than relegate its influence and powers -
they should be augmented in the short term to ensure a
satisfactory transition as new competition policies are
implemented.

Whilst we wholeheartedly support the Government plans for
bringing as many nationalised industries as possible to the
Stock Market, including British Airways, we question whether
enough thought and preparation has been given to the problem
so familiar in the United States where effective Anti-trust
legislation is needed to ensure that large dominant companies
do not exercise anti-competitive practices in the market '
place.

I believe it is important for us to know how the Government
proposes to deal with this very urgent problem.

More important, unless British Airways has competition from
other British airlines on European and Intercontinental routes
at its main base of operations at Heathrow the objectives of
the Government in implementing its policies for airline
competition cannot be realised.

This is best illustrated when in 1982, after three
applications to operate competing services to Glasgow,
Edinburgh and Belfast had been refused by the C.A.A., Lord
Cockfield, then Secretary of State for Trade and Industry,
farsightedly upheld our Appeal. This was the first time ever
that another British airline had been permitted to compete
with British Airways on any route out of Heathrow.

I outlined some of the problems we were facing, prior to this
important decision allowing us to compete, in my last latter
to you on April 1, 1982. Since inaugurating these services
we have, by general consent, transformed the standards offered




to customers using these routes. We introduced a meal
service and reduced fares. More significantly we provided
the catalyst for forcing British Airways to improve its own
product. Our presence on the routes, combined with the
efforts of the new management at British Airways galvanised
their staff in understanding the realities of competition.
The combination of our new services and the later reaction by
British Airways in introducing Super Shuttle resulted in a
very substantial increase in total traffic on the routes as we
had always forecast. We remain the only British airline
providing exactly parallel competition at Heathrow to British
Airways.

The Government can act positively to promote real competition
by allowing my company and other British airlines currently
using Heathrow to operate domestic routes, to now extend their
operations to permit competition with British Airways on
European and Intercontinental routes.

The Civil Aviation Authority has remained silent in its report
on our request to give British Airways the same competition on
international routes to complement our pioneering work on
domestic route competition.

At the moment British Airways alone is the sole British
airline operator of intercontinental and European scheduled
services from Heathrow. They carry approximately 40 per cent

of the traffic from Heathrow while nearly 60 per cent of the
passenger business is carried by overseas airlines. It is
guite wrong, in our view, that this situation has been allowed
to develop and we criticise the C.A.A. for not acting before
now.

It is claimed that British Airways competes with numerous
international airlines from Heathrow. This mis-states the
position. In the case of many highly profitable services to
European capital cities British Airways "collaborates" not
"competes" with reciprocal state airlines. They enter into
profit sharing pool agreements and other anti-competitive
practices which fly in the face of the Government's declared
aim to promote competition and reduce fares. These
arrangements are among the least attractive features of
prevailing airline monopolies within the E.E.C. Indeed the
C.A.A. have stated in their report (CAP500 page 5 para. 21)
that if they were the sole regulatory authority they would
prohibit these agreements as they are anti-competitive and
create excessive profits.

It will be said that present Government airport policy does
not permit the development of competing British airlines at
Heathrow. If that is the case I ask you to change the
- policy. A minor amendment only is required to permit this
essential element of promoting airline competition. There
are sufficient existing British airlines now operating




domestic routes from Heathrow to allow competition on
international routes to be started. We believe the reaction
of overseas airlines to a change in the airport policy, only
affecting current operators, would not be as hostile as
officials at the C.A.A. and Department of Transport predict.
Such a change in policy would not permit for example any major
airline now based at Gatwick to transfer its routes to
Heathrow but would allow the expansion of British airlines
already operating there.

Heathrow is not as congested as the British Airports Authority
has indicated. The C.A.A has identified the practicality of
creating, subject to environmental considerations, a further
55,000 air transport movements per annum at Heathrow within
the capability of existing Air Traffic Control procedures.

We have proved from our competition on the domestic trunk
routes that space can be provided for additional services
through applying improved working practices and greater
efficiency in the use of existing resources. In
consideration of environmental issues it cannot be stated too
clearly that the airline industry has invested hundreds of
millions of pounds in greatly reducing aircraft noise. The
noise contour for some of our newest aircraft does not extend
beyond the perimeter of the airport itself and we believe
operators are entitled to a dividend from this investment by
being permitted to use airports with such commercial value as
Heathrow to the maximum of their capacity.

2. Route Transfers from British Airways to other U.K.
Scheduled Airlines

Route transfers are appropriate where it can be demonstrated
that another airline can operate low volume or marginally
profitable routes more successfully than the incumbent
airline. These transfers have two benefits; they relieve
British Airways of the need to invest resources at a low rate
of return and thus enhance their own profitability.

Similarly they offer smaller airlines the prospect of
operating these routes profitably because their size and scale
including lower unit costs create a more cost effective
operation.

We have proved on previous occasions that this process permits
improved consumer benefits both in terms of increasing the
frequency of flights and lowering fares.

It is argued this process does not advance competition but in
many cases there is insufficient traffic for more than one
operator. There is a great danger in attempting to de-
regulate and liberalise air routes from the bottom upwards.
The process has to start at the top with the high volume
routes where profits can be generated by more than one
carrier, as in the example of the U.K domestic trunk routes
which are amongst the highest volume services in Europe.




British Airways have co-operated with us frequently in the
past and achieved highly successful route transfers which have
greatly enhanced their profitability. Their motives for not
being prepared to do so on this occasion would appear to have
little to do with their present or future financial
performance but rather with specific commitments made to their
staff to ensure a smooth transition for de-nationalisation.

It has been represented that any reduction in the size and
shape of British Airways would have a calamatous effect on the
price the Government realised from the' sale of the company.
This again is a distortion. There can be no doubt that if
British Airways did not operate the majority of their domestic
routes and the European services from provincial airports the
profitability of British Airways as a whole would rise rather
than fall. ' ‘

Two outstanding examples of route transfers within the past
six years well illustrate this point. In 1978 we took over
all British Airways' routes at Liverpool where we understand
they were losing more than £1M a year. Our investment in
Merseyside now exceeds ES5M. I would be surprised if any
other private company in Britain has contributed more, pro-
rata to its size, than my company has to Merseyside.

Since assuming the operation of these routes Liverpool has
suffered its sharpest ever economic decline and we have had to
constantly adapt our operation to remain viable. Yet we have
never abandoned the target of making these routes profitable.

In spite of considerable political provocation and uncertainty
concerning the future of Speke Airport, we have persevered
towards our targets. Recently the airport was closed by
Merseyside County Council for a day, with the Airport
Committee Chairman posted on the picket line, costing us more
than £10,000 in lost revenue. The reason for the airport
closure was a protest against the Government's action in
trying to restore sanity to the City administration.

We have finally turned the corner into profitability on tHese
routes. In contrast to the performance of the Merseyside
County Council, the cost to public funds for our efforts and
achievements in Liverpool has been nil.

It is therefore regrettable that British Airways should enlist
the active participation of two Metropolitan County Councils
with similar political sympathies - Manchester and

Birmingham - to block the recommended transfer of routes from
those airports. Together they are adopting a tactic of
deliberately introducing political issues which have no
relevance to the recommendations of the C.A.A. Report but are
designed to give the Metropolitan County Councils further
ammunition to thwart Government policies when determining
future airport ownership policies.




This has taken the form of a liaison between British Airways,
its Trades Unions and their affiliated Members of Parliament.

At Birmingham, where we have declared an interest in adopting
the C.A.A. recommendations, British Airways is using the
liaison described above in an attempt to obtain support for
retaining its remaining nine routes. British Airways has
already abandoned seven routes from Birmingham during the past
six years having failed to make them profitable.

In the case of one particular route, Birmingham/Brussels, this
service was pioneered by British Midland in 1972 and was
profitable. In 1978 we exchanged the route with British
Airways for the Liverpool operations. Within four years the
British Airways operation of the Birmingham/Brussels service
was losing money heavily and the route abandoned. British
Midland then restarted the service a second time and have
subsequently restored profitability. This kind of record at
Birmingham hardly qualifies British Airways to be retained as
a suitable operator of domestic and international services
from that and other provincial airports.

It is our firm understanding that, in order to achieve a
substantial reduction in staff numbers, specific undertakings
have been given to the British Airways Trades Unions
guaranteeing no further redundancies or reduction in
operations before de-nationalisation regardless of whether or
not the routes concerned are really profitable and
irrespective of if they have any long-term viability for the
airline conce it is in the private sector.

The relationship between the Trades Unions and British Airways
is not a matter with which we can be concerned. However, it
is quite improper that these undertakings, if given, should
now be used as a pistol to the head either of the Government
or the C.A.A. in an attempt to frame the outcome of the C.A.A.
Review in favour of British Airways.

It appears that British Airways is prepared, in order to avoid
further network cuts or route transfers to operate its entire
domestic network, including the Shuttle, and practically all
its European services from Manchester, Birmingham and Gatwick
at such wafer thin profit margins that if the results from
these activities were to be representative of the financial
performance of British Airways as a whole - there would be
little prospect for a successful Stock Market flotation.

You will, therefore, understand our great reluctance to be
used once again as a back up facility in the event of the
routes, after de-nationalisation, failing to produce
acceptable returns for the new shareholders of British
Airways.




If the existing independent airlines are to have a place in
creating airline competition we cannot be expected always to
be held waiting in the wings to be be used as a stick to prod
British Airways into competitive action as in the case of the
U.K. domestic trunk routes, or to rescue faltering routes when
it is convenient.

It has been said that a commitment was made by Sir John Nott
in Parliament on November 19, 1979 that British Airways would
be de-nationalised with its present route network intact.
Furthermore this alleged commitment has been used as leverage
to be dismissive towards the recommendations of the C.A.A.
Report in respect of some route transfers and personal
criticism has been made of the C.A.A. Chairman for hlS attempt
to explain in public the Authority's judgement.

We believe the truth of the matter to be different. We are
sure that Sir John Nott intended in his remarks to indicate
that the Board of British Airways had freedom to run and shape
their business as they wished and, when ready, whatever size
the airline was at that time - it would be brought to the
Stock Market as one unit and not be sold off in parts.

3. Predatory Action against us by British Airways

There is already adequate evidence of predatory practices by
British Airways against us even before it is de-nationalised.
A company, other than a nationalised industry, could never
achieve the dominant market situation now enjoyed by British
Airways without coming into conflict, during its development
to that position, with the Monopolies and Mergers Commission
or the provisions of the Competition Act. Every effort is
being made by British Airways to sustain this preferred
position after de-nationalisation.

The excess profits generated by the British Airways' monopoly
of international services from Heathrow in collaboration with
foreign airlines are used to sustain the highly marginal U.K.
domestic route operation and other low volume services. It
is this cushion of profitability which enables British Airways
to take severe predatory action against our company.

This predatory action has taken a number of specific forms:
A) Domestic Trunk Routes.

1= Fares have been frozen on all U.K. domestic services for
two- years. Conversely basic European and Intercontinental
fares have risen with inflation.

2 A large increase in route capacity on the trunk services
has been operated in an attempt to drive down, though so far
unsuccessfully, our market share to a point where it would be
uneconomic for us to compete.




The resulting "profit" from British Airways' domestic
operations is so miniscule it must be very doubtful if the new
shareholders of British Airways would regard such a return
adequate for the effort employed.

We assume that after de-nationalisation, and having reached a
certain threshhold of profitability to secure a successful
flotation, the private investors and institutional
shareholders will need to see a progressively increasing
profit performance from British Airways. It seems to us that
the present cross-subsidisation will have to cease and we
therefore assume that the present willingness to accept very
slim profitability stems from an attempt to curtail our own
operations.

B) North Atlantic Scheduled Service Route Applications from
Provincial Airports.

We applied to restore the Manchester/Glasgow-New York service,
it having lapsed since being abandoned by British Airways in
1981. Although British Airways subsequently stated they had
made a decision to re-start part of this route in 1985 their
public announcement was delayed until the day before our
licence application was heard by the C.A.A. This tactic was
both irresponsible and unreasonable and compounds the
difficulties for companies like British Midland to make
application to restore lapsed routes.

As a result of various licencing manoeuvres, now the subject
of an Appeal by us to the Secretary of State for Transport,
British Airways have retained a licence to fly from Manchester
to New York but have been unwilling to restore the lapsed
service from Glasgow. Consequently by denying us the
opportunity to operate successfully from Manchester they have
denied the prospect of the route being restarted from Glasgow
since the combination of the two airports was a vital factor
in sustaining the revived route on a year-round basis.

C) Heathrow/Belfast Trunk Route Application.

When the Civil Aviation Authority finally granted us
permission to operate this route in July 1983 - British
Airways chose to challenge this decision in the High Court.
This action hardly squares up with an airline that has made
its strongest public statement in dismissing the C.A.A. Report
in claiming that it welcomes competition.

Directly as a result of this action the introduction of the
route was delayed by some six months with the consequential
deferment of consumer benefits on this service and large
additional legal costs which we had to meet.

You will understand how damaging this action has been in
Northern Ireland for British Midland since we have sustained
scheduled air services from the Province throughout the
current difficulties. Furthermore we were the first airline
whose aircrew agreed to stay overnight in Belfast whilst other




airlines had to ferry their staff back to other parts of
Britain for overnight accommodation.

We have further supported the economy of Northern Ireland in a
practical way through being the largest U.K. operator of
Shorts SD360 prop-jet aircraft which are built in Belfast.

Our Group has invested £l4million in this type of aircraft and
currently operates six units. As in the case of our
Liverpool operations we have made no call on Government funds
or subsidy in making our commercial decision to support

Northern Ireland industry.
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From the Private Secretary
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10 DOWNING STREET

From the Private Secretary 29 August, 1984

Anthony Steen, M.P. has been in touch with this office
to propose that, following the Prime Minister's recent
meeting with Sir Adam Thomson, she should now meet Mr. Michael
Bishop, the Chairman of British Midland Holdings. I should
be grateful for your advice on this point. Clearly, it would
be impossible for the Prime Minister to meet the Chairman
of every independent airline and, in these circumstances, it
might be preferable to avoid a meeting of the kind proposed
by Mr. Steen or alternatively for the Prime Minister to see
a group of Chairmen representing all the independent airlines
other than British Caledonian. Perhaps you could let me have
your advice as soon as possible.

TIMOTHY FLESHER

Andrew Melville, Esq.,
Department of Transport
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British Airways, etc.

Anthony Steen telephoned me on Friday,

to press for a meeting between

Michael Bishop (Chairman of British
Midland Holdings) and the Prime Minister.
Further to Stephen's note of 8th August,
AS says that Michael Bishop would

be able to represent the views of
British Midland Airways (obviously)

and also of British Island Airways

which is a subsidiary, I think.

They are very anxious to present "the
other side of the coin" to that of
BCal, and AS feels that as the Prime
Minister has seen Adam Thomson, she
ought to see Michael Bishop.

Is there any chance of a slot before
13th September?

~

L
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We used British Island Airways during
the Election.
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CIVIL AVIATION AUTHORITY'S REVIEW OF COMPETITION IN AIR TRANSPORT
il Cabinet discussed this topic on 2 August (C(84)29th) and
asked me to prepare a further paper analysing a number of consider-

ations. In this note I examine the main points,; they are addressed

in more detail in the Annexes.

Competition

2% Air transport in many areas has for many years been heavily

protected from real competition. Our policies. since 1979 have

been to bring full and fair competition into the airline market,
and we will eventually be judged by the extent to which we succeed
in securing the benefits of increased competition between British
and foreign airlines as well as among British airlines themselves,
We want to privatise BA to make competition fair between our
airlines, and because in the private sector BA will be more

efficient than it has been in the public sector.

iy Both nationally and internationally we want to ensure that

the regglg&gzzh_iegime encourages competition. This is already

—

the case on the North Atlantic, on many 1long-haul routes and
on European charters. Until recently our own domestic services
and European scheduled services have been much 1less open to
effective competition. But now, within the United Kingdom,
we have authorised UK airlines to compete with British Airways
on several routes with a marked effect both on fares and on
the quality of service. 1In Europe I hope that our recent agreement
with the WNetherlands willbe followed by others opening the way

to more competing services at keener prices; we have embarked
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.on bilateral discussions with Belgium, Germany and Italy, as

well as multi—late;/al negotiations within the European Community.
But this will take time; the powerful national airlines which
dominate short haul services between the UK and Europe have
a strong interest 1in ensuring that any competition which may
be allowed does not seriously threaten their position, especially

on the valuable trunk routes to and from London.

4, The independent airlines have survived and grown over the
last few years, partly through the CAA pursuing a liberal policy
of trying to give them routes in order to increase competition
with BA, and partly because of BA's appalling inefficiency until
about 1981. Under Lord King BA has become much more efficient,
and indeed aggressive, and now seeks to undercut its much weaker

competitors, BA has 81% of UK scheduled routes, as well as

——— ae——
—_—

the dominant position in Heathrow. This leaves too few secure

-

and lucrative routes for the independents, to provide them with

a firm enough base from which

= ]

BCal and the smaller independents, BMA, Dan-Air, Air UK etc
TR R i >
must be given opportunities to carve out networks for themselves,

both at Gatwick and in the regions.

5. Competition needs strong competitors. We need independent
airlines - rather than just one airline - strong enough to compete
on international routes for four reasons: (i) without the stimulus
of actual or potential competition from other British airlines,
it will be too easy for a single carrier to slip back into the
cosy arrangements BA has enjoyed for so long with other national
airlines; (ii) the very existence of alternative, viable British
airlines ensures competing management styles and philosophies

so that, even where direct competition with BA is impossible,
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. indirectly our airlines set standards of performance for each

other higher than might otherwise be obtained; (iii) by ensuring
other British airlines can compete with BA, particularly BCal
at Gatwick, we also ensure that because of the competitive spur
our civil air transport is better placed to take advantage of
growing liberalisation in Europe and elsewhere, thereby enhancing
the benefits to the consumer; and (iv) total reliance on BA
would mean reinforcing the dominant position which Heathrow
enjoys 1in international scheduled services. Unless we allow
other carriers to develop their networks at other. airports,
we will be condemning Gatwick to permanent second class status
and the regional airports to being ancillary satellites largely

feeding international passengers down to Heathrow.

6= BCal's track record in trying to introduce lower fares into

-

Europe and the fact that it must operate from Gatwick - where

it is at an inherent disadvantage - should ensure that it aggressively

seizes any openings we can make for it in Europe. But even

BCal 1is at risk unless we are prepared to do what we can 1in
the context of BA's privatisation to reinforce BCal's financial

position,

2o The Civil Aviation Authority regard it as axiomatic that
we want an air transport industry which comprises a number of
airlines, strong and healthy enough to provide a competitive
spur to British Airways, and to compete with foreign airlines
wherever we can get international agreements to do so, The CAA's
recommendations were all aimed at these objectives. In summary

they were:-
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on international routes whenever possible to encourage through the
licensing system other British airlines to compete with British

Airways;

on domestic routes to liberalise market entry and cease to regulate

fares (apart from safeguards against predatory pricing);

to strengthen by legislation the Authority's powers to promote the
sound development of the industry and deal with anti-competitive

behaviour;

to strengthen both British Caledonian and the other independent airlin
against being forced out of business and to enhance their ability to

compete, by making available to them British Airways' licences for

%

routes to Saudi Arabia and Harare (Zimbabwe) from Heathrow; and to

certain European points from Gatwick, Manchester, Birmingham and

Glasgow.

8. (a) and (b) can be achieved within the existing statutory framework, by
an amendment to the Authority's licensing policy. We have already agreed that ]
they should be encouraged. (c) (powers to promote the sound development of
the industry) was strongly opposed in the House of Commons. The CAA already
have a good deal of freedom under the statute and there is widespread
opposition to widening it so that they would have delegated to them responsi-
bility for deciding the structure of the industry. Moreover, to do so would
put great uncertainties in the minds of investors at the time of BA's

sure we all want to prevent = unction
privatisation. I .am / anti-competitive behaviour,T 1s?might fall either to
the CAA to monitor and safeguard or alternatively to the Director General of
Fair Trading to control, perhaps with extended powers in respect of civil aviatio
(d) the proposals for route transfers, present a more difficult problem. There

[

can be no doubt that they would benefit the other airlines. Annex B gives

some figures which try to quantify that benefit and relate it to those airlines'

¥ B Vi
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present financial performance. They are probably essential to ensure the
viability of the private sector carriers. This is particularly true of BCal,
whose present route structure is insufficiently profitable and too heavily
oriented towards countries which are politically unstable or have currency

problems or both.

9. Our ability to confer these benefits is constrained by other considerations,

which are reviewed at greater length in the Annexes:-

(i) the means at our disposal to bring them about and the view

Parliament would take of such action;

the effect they would have on British Airways and on the prospects

for privatising them early next year; the latter is also subject

-

to

the risks associated with the anti-trust actions in the USA;
undertakings given by Ministers in the last Parliament about the

integrity of BA's route structure.

British Airways' Solution

10. As an alternative to rovle transfers BA has proposed that BCal be designated

—_— -

as the second British carrier on a number of routes. BA believe this could

add substantially to BCal's revenue and profit. As a quid pro quo, BA would

want to move their Lisbon and Madrid services back to Heathrow from Gatwick

and estimate that this, together with extra traffic stimulated by the additional

_ competition, would minimise the cost to them. BA have suggested a mix of I&F 13

— -

short and long haul routes on which BCal could be added as the second British
. e e — ol G c.c.cg.P“bJr.-Q). [ace

carrier. However, it seems unlikely we could secure BCal 's designation[with

the foreign governments concerned on nuztd of these routes. The prospects

for dual designation are examined further in Annex C. The proposal does not

-5~
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in any case give BCal anything they cannot in theory already secure under the
present licensing arrangements (except an assurance that BA would not seek
to thwart BCal's entry on the routes). Indeed it would require BCal to fund
such new route developments from their currently inadequate financial base.
I cannot regard BA's proposal as a solution to the problem, although it goes
in the right direction and I see no alternative to route transfers of some

k}nd from BA.

Options for route transfers

11.So far as BCal are concerned, the options for transfer might be the routes

to:~-

Saudi Arabia: thereby reducing BA's 1984/85 turnover by about

-

£77m or 3.3% and operating profit by about £22-25m or 7.8-8.9%;

—

Harare plus those of BA's Gatwick services appropriate to BCal's
operation: reducing BA's turnover by perhaps £32m or 1.4% and

operating profit by about £7m or 2.5%;

the Caribbean: this was not suggested by the CAA who preferred

to recommend the Saudi Arabia routes for transfer since they

>

are more profitable and more easily extractable from BA's network.

The Caribbean routes do, however, fit in quite well with BCal's

existing operations to South America and Southern USA. Their

transfer would reduce BA's turnover by about £50m or 2.1%,

— —

depending on which particular routes were transferred'and operating

4

profit by some £5-10m or 1.8-3.6%.
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12. BCal are currently licensed to serve Riyadh and were
they to do so, BA's operating profit on services to §audi
Arabia would fall from the £22-25m figure above to some
£l6m. This is because Ith'e two airlines would have to share
the fixed number of weekly frequencies available to the UK,
so that a BCal service to Riy_adh would reduce the number

of flights BA could mount. At the moment however no British
airline serves Riyadh and the Saudis have made it clear they
Mﬁéﬁt dual designation. BCal's proposed service
is effectiveffﬁg-lgcﬁé_d_ as a result. The choice is therefore
between transferring BA's Saudi routes to BCal thereby.also

allowing them to' operate to Riyadh since the Saudis seem
willing to accept BCal K as the single designated British

carrier; or not transfe;;ing the existing routes, in which
case we would be forced to take Riyadh off BCal and give
it to BA. I regard the latter option as singularly unattract-
ive since it would mean not only denying BCal two particularly
profitable routes as recommended by the CAA, but it would
also mean taking away from BCal the one Saudi route they
hope to operate. I therefore favour transférring the Saudi
routes to BCal - not only because of their profitability
but because it would be a simple and c‘_l_t_ear_cut operation involv-

ing relatively few staff.

13. However, transferring the highly profitable Saudi routes
may have sEXE=sms implications for .Era-privatisation)w
which I deal with later. I have therefore looked at other
options less costly to BA and have set out above what- seem
the two most likely candidates. The second and third options

could, of course, be combined.

14. There is also the question of transferring BA's European
& : services from rengal airports to other indepe-ndent airlines,
as proposed by the CAA. Representations have been made to
me about the proposal on behalf of the airports themselves
and also on behalf of the independent carriers. The former
see the loss of BA European services from their airports
as a threat. They do not believe the independents will provide

*
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a satisfactory alternative, and passengers will increasingly
have to travel via Heathrow. The independents deny this:
they argue that they will offer better services at regional
airports than BA because they wish to carry passengers direct
to European destinations, while BA prefers f_& to channel
all their passengers via Heathrow in order to fill up existing
services. I am reluctant to deny BA a presence at any airport
since this would only diminish competition. At the same
time, I should like to encourage the independents to develop
regional networks in'competition with BA. We might therefore
transfer to them some of BA's business routes to Europe leaving
BA with, say, half of the routes in terms of capacity and
in particular with the sort of European destinations they
could eventually develop as points on medium and longer haul
routes. This might cost BA around £27m or 1.1% of turnover

-

and £2m or 0.7% of operating profit.

Means of effecting route transfers and attitude of Parliament

15. These are discussed in Annex A. In theory there are

three possibilities:-

(a) BA agreeing to relinquish the routes without

——
=1

compulsion;

——

=

(b) primary legislation giving me the necessary powers;

(c) wuse of my powers as sole shareholder of BA plc.'
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. 16, Lord King has made it clear that he and his Board will

ot accept route transfers without 1legislation and that they
‘\-.;___________ = e,

would not be prepared to acquiesce in the use of my sole share-
holder's powers to effect transfers, Whilst I could insist
on using my powers, rather than legislation, I do not rate highly
the chances of the Board changing its view in the short time
before BA 1is due to be privatised under the present timetable.
I have therefore concluded that route transfers could only
realistically be effected through 1legislation. . This has the
advantages vis a vis Parliament set out‘ in Annex A and in

particular means we may be able to avoid criticism in Parliament:-

{;17) that I had gone beyond the intentions of the privatisation

legislation (Civil Aviation Act 1980);

(ii) that I had not safeguarded the value of the public

assets entrusted to me by Parliament;

17. Legislation also means that we could be certain which airlines
received routes vacated by BA. The Bill would be very short
but controversial and we could not rely on its being enacted
before mid-February 1985. 1Inevitably this will delay privatisation
until later in 1985 than presently planned. BA have also said
that a decision to enforce route transfers, by whatever means,
could provoke disruption by BA unions designed to frustrate

privatisation,
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. Effect of route transfers on British Airways and its privatisation

18. Annex B sets out in detail the information we have on the
impact on BA's finances and staff of possible route transfers.
British Airways' estimates of the adverse effect of the CAA's
recommendations are higher than the Authority's particularly
on the profit contribution, This is partly because the routes
bear £22m of central overheads which would have to be absorbed
on other services, reducing their profitability at least for
a while wuntil offset by growth, or reduced by trimming back
costs, Implementation of even the full package of transfers
recommended by the CAA would still 1leave BA with one of the
largest networks of international scheduled services in the

world.

19. Hill Samuel's present advice is that the risk to privatisation

>

from profit lost to BA because of route transfers would increase

significantly up to a 1level of about 10% of the likely profit
= T T 3 - s
forecast in BA's prospectus; and that they judge the risks un-

acceptable after that, Hill Samuel also advise that any transfers
would threaten the privatisation timetable unless it were clear
that they were a once-for-all exercise and that the BA Board
acquiesced and subsequently cooperated. Legislation for transfers
would be drafted to ensure the powers expired immediately after
use so making it clear it was a one-off exercise. Nevertheless
we have to recognise that the price which could be obtained
for the shares might be reduced by more than the proportionate
reduction in prospective profits and that a transfer of a package
as large as the Saudi routes would create a more uncertain climate
for privatisation than the other options considered in this

paper.
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. 20, British Airways may need to be able to retain part of the

proceeds of the offer for sale if it is to go to the market
next year with the prospect of a reasonable balance sheet in
the months following privatisation, Although if 1legislation
for route transfers delays privatisation until late in 1985
BA will certainly be able to improve their balance sheet further
and may be able to trade their way out of the debt problem
altogether obviating the need for them to retain any proceeds
from the privatisation, The transfer of routes however does
little of itself to affect this question since ‘the financial
effect is 1likely to be broadly neutral in terms of the balance
sheet, The benefit of BA of cash from the salg of surplus aircraft
is likely to be partly offset by payments to- surplus staff made

redundant or transferred.

21. However, I doubt if it would be politically acceptable
for us to privatise British Airways and allow them to keep a
substantial amount of the proceeds (perhaps £100-£200m) and
at the same time 1ignore the main recommendations of the CAA
Review, which are designed to protect the rest of the industry
from the very real possibility that BA, with their vast market
strength and this "further injection of taxpayers' money", will
set about eliminating competitors, by cross-subsidy and predatory

pricing, (which will always be difficult to prevent),

The "Laker" litigation

220 Our ability to privatise early in 1985 could be threatened
by the anti-trust actions in the US Courts or by a serious route
with the US Government affecting the continued operation of

UK/US air services if we continue ¢to resist US anti trust
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. jurisdiction, Annex D summarises the present position and

prospects. Present and potential suits are of serious concern
both as regards BA and BCal. If BA remain exposed to anti-trust
actions, successful privatisation would seem to be possible
gg}y if they can in;Prg_ themselves against penalties, or 1if

we and the Board are able to say honestly in the prospectus

that the claims are without merit, or if the Government agree

to inggﬂgiﬁy them against-claimf. Although this latter possibility
is not entirely to be ruled out for BA (and possibly BCal) in
the context of an all-out dispute with the US Government, I
think all colleagues are agreed that it would be unwise to give
such an indemnity simply to achieve BA privatisation; such an
indemnity might in any case need legislation. I shall shortly
be considering whether, in the aviation context, we should try
to live with US anti-trust laws or continue to resist by all
appropriate means the unilateral application of their laws to
matters bilaterally regulated under our air services agreements.

Either way there is a real risk that events on this front will

adversely effect the market.

23% A deferment forced upon us on "Laker" grounds would have

— —

certain compensations, BA would have another high season's

profits to repay debt and improve their equity. We would be

able to pursue the CAA review's recommendations in a more orderly
manner working thréE;;_hIéglslation, and we would have more time
to examine the advantages and disadvantages of transferring
particular routes, and to deal with matters 1like pricing of

assets, and staff redundancy in BA,
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. 24, I have set out above options for route transfers on the
assumption that we can sell BA shares with the risk of the "Laker"
litigation, Colleagues will recognise however that even 1if
we decide not to delay privatisation by legislating for transfers
there is a risk hurried action may prove to have been unnecessary
if nearer the time events do force us to conclude that privatisa-

tion has to be deferred on "Laker" grounds.

Government undertakings about privatisation

25 Critics of the CAA review in Parliament and outside have

quoted statements made by Sir John Nott, when Secretary of State

for Trade, and other Ministers that BA would mot be broken up
fve Dansten

{2 C o2 Jdod

S C AP

and that there would be "no arbitrary reallocation of routes,"

P e N

_&d%”mwquThe latter assurance 1is particularly called into. question by
the CAA's proposals. Nevertheless, what was said then should
not be allowed to prevent us now taking the right decisions
for British civil aviation as a whole, We can argue that
assurances given five ?years ago, when circumstances were much
different, should not be allowed to fetter a successor Government
in its efforts to promote competition in air transport, a matter
to which we now feel we must give precedence, Legislation for

transfers would in any case give Parliament a chance to judge

for itself on this questions,

Other considerations

26, As an alternative to route transfers, BCal would be content

if we allowed them to operate international services from Heathrow,

BA have a further large competitive advantage from their Heathrow

base. But I fear we cannot contemplate such a change, It would
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. be totally against the policy followed by successive Governments

for the last six years to reduce congestion at Heathrow. We
have managed to impose the policy on foreign carriers because
we have adhered to it ourselves resolutely. If we allowed BCal
to move to Heathrow, we could not reasonably refuse to allow
other British as well as foreign airlines to do the same, and
we should have to force a proportion of BA's services to move

to Gatwick.

27. An influx of new services would swamp the airport's facilities
-particularly the runway, already used to capacity for about

-—

seven hours a day. New domestic services which have been permitted

——

have found great difficulty obtaining the landing and take-off
"slots" they need. Incoming international airlines would have
the same poblem on a much larger scale: they too want to operate
at the popular times of day, which often need to match convenient
departure or landing times at the other end of the route, or
restrictions such as night curfews. We should either be forced
to abandon the 1limit on air transport movements, which in turn
would have serious implications for the handling of the Stansted
Inquiry Report, or move a substanital numbers of BA services

out of Heathrow.

Recommendation

My conclusions are that:

(a) if we are to adhere to our plans to privatise British

S ———

Airways early in 1985 we shall have to devote a considerable

amount of the proceeds to strengthening BA's balance sheet;

and =
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(b) we cannot do that and dismiss the recommendations
of the CAA's Review; we must take the minimum steps to

ensure a multi-airline industry;

(c) in view of BA's attitude, we should legislate to effect

route transfers even though this will lead to our delaying

privatisation, possibly until November 1985;

— S

(d) such transfers would strengthen the recipient airlines,
(although BCal would still be vulnerable to remittance
problems or political instability in countries it serves)
and give them a more secure future to provide the competition

we will increasingly want to see;

(e) there can be no question of relaxing the ban on new

international operators at Heathrow.

I invite the Cabinet to endorse these conclusions.

29, I also invite colleagues to consider the options for route
transfers which I have set out. Depending on what Cabinet agree,
the next step would be for me to inform Lord King of our decisions.
I will report the result immediately to colleagues. I think
it would be wise to publish our conclusions in the form of a

well-argued White Paper.
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TRANSFER ROUTES FROM BA AND THE

PROPRIETY ASPECTS
This annex describes the means by which a transfer of routes
British Airways could be effected, including an assessment of

risk of legal challenge, and ccnsiders issues of propriety.

LEGAL ASPECTS

Voluntary acticn by the Directors

2. If the directors thought that they could reconcile a decision
LC surrender route licences with the fiduciary duty which they owe
to the company and employses it would be possible i ; directors
themselves to decide that BA should cease tc ) ln routes
If they did so no alteration of the Articles would ! eguired

although, because cf the controversial nature of

the directors would undoubtedly reguire a prior authorisation from

the shareholders in general meeting consenting to their proocsal.
It is, however, unlikely that the Girectors will ag to this
ccurse; they will not be persuaded t i ' i interest
of the shareholders and the employees : QG Op

routes, Unless they are so convinced, this course cannct

Use of the sharceheolders' powers

3. In order for the Government as snareholder to be able to compel
the directors to release any of

would first

the management

stances in which




. ’

directors in this respect. Since the Government is the sole share-
holder the Articles can be amended quite easily by the passing

of a special resolution either at a meeting of the shareholders
which may be held at any time once the necessary consents to holding
the meeting at short notice have been signed by the shareholders

or by all the shareholders signing the resolution in writing,

The Articles could be amended so as to require the directors to
carry out any instructions given by the shareholders by special
resolﬁtion. The shareholders could thén at any time by resclution
instruct the directors to cease operating the routes forthwith

or by a specified time. It may also be necessary to instruct the
directors not to contest the grant of a licence to any other operator

on the routes in question.

4. The sharceholéers powers, however, can only be used in this

way to govern BA's actions; they cannot affect the licensing systen
for the grant of the licences sither relinguished or no longer

used by BA (except to the extent that BA is prevented from ccntesting
applications for the grant of licences on the routes it is to cease
to operate). This course of acticn will, therefore, facilitate

but not ensure the transfer of routes to 3Cal. WNor can it guarantee
a transfer in the set timescale. BCal will still have to face

the usual licensing procedure. Its applications to the CaA will
have to be jucsew on their merit. in accordance with the CAA's
statutory duties; it i ossil t other airlines will contest
such applications, - ] 0 the secretary of State and he
will have to maintain im tiality between competing airlines so

that his appellate role j ' judice
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Risk of challenge to the use of the shareholders powers

Sl A transfer of routes is likely to be strongly opposed by
both the directors and employees of BA and an attempt to challenge
the validity of the action by either of them in the courts
cannot be ruled out. However, even if the directors have
carried out an improper act it is for the company to commence
proceedings to seek a remedy (i.e. in practical terms for the
shareholders to initiate the action). It would be completely
novel for employees to do so, or for the directors to do so on
their own behalf rather than on behalf of the company.

Because of this any action brought by the employees or directors
might be struck out before it is tried by the courts. However,
the Court might be influenced by the highly controversial nature
of the shareholders action and the perception that it would be
harmful to the company and the employees and might accept an
action by the directors for a declaration whether they would be
in breach of their fiduciary duty to the company by analogy with
similar action by trustees. Nevertheless, in this event the
legal action should still not be successful because HMG is sole
shareholder, although it would be embarassing for HMG (the position
would be very different and the risk if challenge so great as

to make this course totally unfeasible if there were minority
shareholders whose interests were affected). Moreover, future

shareholders acquiring their shares upon privatisation will not

at that time be able to commence proceedings to challenge the

action; they will not be able to question past actions of forme:
shareholders of which they had full notice (by disclosure in

the prospectus) at the time they purchased their shares.

6. If the directors or employees were able to amount an action,
the grounds of challenge would have to be any one of the following,
but for the reasons given in relation to each it is not considered

that any of those grounds are well-founded teven if it fell to




be determined on its merits).

(1) To comply with the instruction would cause the directors to
breach their fiduciary duties, in particular the overriding duty
to exercise their powers bona fide in the interests of the company
(including present and future shareholders). Where, however,
Articles of Association provide for a division of powers o
management of the company between the directors.and shareholdsrs
and reserve the powers of decision in certain matters to the shareholde:
the directors' duty is toc comply with instructions vested by the
Articles in the general body of shareholders. Whilst, therefore,
they will owe a duty to act in the interests of the company in

the manner in which they carry out such instructions they cannot
refuse to carry one out because they do not consider it to be in

the company's interests,

(2) To comply with the instruction would require carrying out

an act which was outside the powers of the company (e.g. if the

directors were instructed to operate a shipping service which BA

is not authorised by its Memorandum to do) or which was in breach
of some prohibition of law. The giving up of routes clearly falls

into neither of these categories.

(3) The Articles did not aithur.se the shareh.lders to give the
particular instruction to the directors or that the instructiocn
was not given in accordance with the procedure 1aid down in the
Articles (e.g. the Articles required instructions to be given by

special rsolution and the shareholders passed only an ordinary




resolution). It is for this reason that the Articles would have
to be amended before an instruction could be given and there is
no reason why, as sole shareholder, the Government should not comply

with the appropriate procedures.

(4) To comply would cause the directors to breach ki

section 46 of the Companies Act 1980 to have regard to the inte

of the employees in performing their functions. Again, howevar,

as in (1) above, if the Articles reserve to the shareholders the
power to take decisions in relation to the operation of routes

and if that power is exercised, the directors have no function

to perform in the taking of that decision. The question of th

duty under section 46 will therefore arise only as to the manner

in which the¢ directors carry out their function (which is to comply

with the instruction).

Legislation to provide for the transfer of routes

7. Route transfers from BA to BCal have been effected twice before
in 1971 and 1976 by use of legislative powers. WNeither means
directly appropriate as a precedent 2 current legis

is different., 1In 1971 the Secretary of St used a power

over the statutory corporation which is not available for use
relation to the existing public-limited company. In 1976, with the
assistauce of some cooperation from BA, a power to give guidance

to the CAA over its licensing decisions was used. Guidance of

this sort is no longer possible in view

relationship between the CAA and the Government,

however, provide something of a guide to ti provisions whicnh




be needed. The exact form of the legislation cannot be settled
until the details of any transfer are knocwn, but it is envisaged
that a relatively short bill would be required, with no more than

a handful of clauses, giving the Secretary of State a general pcwer
(but a once-and-for-all power) to direct the CaA to revoke
or amend route licences specified in the direction or grant licences
to an airline so specified. It would be for the direction rathevc
than the statute to identify the airlines involved so as to avoid

problems of hybridity.

8. When it was proposed to use existing statutory powers to effact
route transfers in 1971 BA threatened to challenge the validity
of the exercise of the powers. The circumstances would be quite
different now where the new legislation would be tailored to it
the needs of the Covernment's objectives and could be so d afted

SO as to make it immune from challenge,

ROPRIZETY ASPECTS

9. This section of the annex considers propriety aspects of route
licence transfers, with particular reference to the means of effecting

route transfers, and the question of compensation.

Means of effecting route transfers

10. If route licence transfers are effected by use of
powers, the Secretary of State's position is complicated

following considerations -




the Secretary of State has fiduciary duty to safequard
the value of public assets but compulsory transfer would
be likely to reduce net proceeds frcm British Airways

privatisation;

this approach would go well beyond wha was intended a:
the time that legislation enabling British Airways to

be converted into a company was before Parliamen 2

the Secretary of State would be using his power as shareholder,
which is essentially a commercial role, to achieve scmething
which is not in the interests of the company but in pursuance

of the Government's statutory aviation functions.

In the circumstances transfer of route licences by such means would

run the risk of Parliamentary criticism in relation to th

in which the Secretary of State had discharged his several responsibil-
ities. 1In particular he would be liable to .be criticissd on the

grounds of disregarding his fiduciary duty.

1l1. 1In order to resolve strict questions of propriety and regularity

which would otherwise arise it will be necessary as.a minimum for
the Secretary of State to make a complete statement to Parliament

on e.ln stage of his proposed course of action with an explanation
of the reasons for it and the best estimates that can be made of

the financial effects. The zlternative approach of legislation

to provide for route transfers would have the advantage of divesting
the Secretary of State of ibility ehold

legislation would in




make compulsory transfer the responsibility of Parliament as a

whole,

Compensatiocon

12. A further question concerns ccmpensation and the means of
settling the value of assets and liabilities to be transferred.
There is an important distinction to be drawn here between transfers
of route licences and transfers of assets and staff associated

with the routes concerned. Route licences in themselves have no

inherent value - they provide an operator with the potential to

earn revenue: but they are not 'sold' by the CAA and it is not
straightforward to put a price on them. But th assets,
including staff, associated with the ope: ] - can be

assessed.

13. Where the airline to which route licences are transferred

(the 'transferee') agrees to take on the associated assets {including
staff), and on the basis that a fair price for doing so can be
established, Parliamentary criticism is likely to concentr

the reduction in Britisn Airways' revenue earning poten

could be answered by reference to the primary importance of enhancing
competition, But more difficult problems are likely to arise in
circumstances where a transferee is unwilling to take on the associat
assets. In this case the transferee would increase his revenue
earning potential, but British Airways would be left with surplus
assets and staff, for the costs of which they might seek compensation
from Government or which as a minimum would be likely to depres:

pPrivatisation proceeds. This would be likely to orompt criticism




not least from the Public Accounts Committee, that the trans-

feree's shareholders were being enriched at the expense of

British Airways and ultimately the Exchequer. The question

would also arise why a particular operator was being advantaged

in this way.

14. Whether route transfers were effected through legislation

or use of shareholders' powers, the Government could not be
certain of minimising the cost to BA. BCal has, however, said
publicly that they would take on BA staff "realistically
associated with the routes required". This may not be possible
‘under equal terms and conditions ; the precise arrangements

would have to be negotiated. Privately BCal has also indicated
its willingness to take over aircraft associated with the routes.
Ultimately, the terms of transfer of physical assets would have
to be settled by the market. In the event that a transferee

was not prepared to provide British Airways with full compensation
(however defined) the costs involved would be likely to be

reflected in the proceeds of the disposal.

CONCLUSION

15. New legislation is the only watertight and practically
effective means of effecting the route transfers. It is the
only way by which it could be ensured that licences for routes
are given to BCal rather than other airlines and within a set
timescale so that there is a smooth and speedy transition. 1€
would also save the Government from the embarrassment of having
to contest challenges (albeit almost certainly unsuécessful
challenges) to its actions in the courts. On propriety grounds,
legislation would also be desirable as a means of divesting the
Secretary of State of sole responsibility as shareholder for

effecting route transfers.
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ANNEX B
THE EFFECTS OF ROUTE TRANSFERS AND ENHANCED COMPETITION ON THE AIRLINES AND

THE BENEFITS TO COMPETITION AND THE CONSUMER

British Airways

1. The CAA calculates on the basis of 1984/85 estimates that its proposals

for route transfers might reduce BA's scheduled service revenue by a maximum of
7.3% or £167 m. There could be a more marked reduction in profit, perhaps a
maximum of 9.6% or £27m before contingencies and interest, reflecting the

loss of the very profitable Saudi Arabian routes. These account for about 3%

of BA's revenue but could at best generate nearly 6% of profit assuming that

BCal in any case serves Riyadh - for which it holds the licence - although it

is doubtful the Saudis will accept two British carriers to the Kingdém. Harare
produces less than 1% of revenue and profit; the Gatwick based services less
than 2% (the Iberian services are profitable, those to Italy and Gibraltar
break even to Scandinavia lose money); and the routes to Europe from the regions

generate some 2% of revenue and 1.4% of profit.

In addition BA would, over a period of years, progressively face increased
competition if the CAA licences, as it proposes, a second carrier on selected
short and long haul routes. The Authority estimates route transfers and this
extra competition could together cost BA as much as £271lm in revenue in a full
year and some £38.5m in profit. BA's estimate of the tc.al combined effect is
rather higher: £293m in lost revenue and £58m in operating profit plus a
further net loss of £18m in profit because of fixed costs which cannot be
eliminated offset by some interest savings. This estimate is based on more
pessimistic assumptions than those adopted by the CAA (eg BA suffer more than

the CAA think possible from the licensing of a second British Carrier on some

BA routes), assumes BA rather than BCal serves Riyadh and ignores the prospect
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the fixed cost element could in time be absorbed by growth in BA's remaining

operations.

BA'S viability would be in no way damaged if it lost, for example, only
the Saudi routes and some of its European services from the regions (amounting
together to perhaps 4.5% of revenue and a maximum 9.6% reduction in operating
profit allowing for the loss to BCal of Riyadh as well). It would still remain
one of the world's leading international airlines with a massive route network.
The other options for route transfers would have an even less markéd effec£ on
BA's revenue and profit, although the routes in-question might be less easy
to disentangle from BA's network than its self-contained Saudi operation. As
for competition, the full effects of designating wherever possible a second
carrier on BA's routes would not be felt until the end of the decade or later and

BA could be expected to adapt over time.

4. If BA is forced to give up routes, the question arises what happens to

the aircraft and personnel operating them. It would clearly be desirable for
the new operators to take them over in order to minimise any loss in asset value,
or the effect of redundancy, on BA. BA estimates the CAA's proposal for route
transfers plus enhanced competition would leave 3,600 surplus staff costing

£69m in redundancy payments. This seem greatly inflated and ignores, for
example, the fact that staff made surplus by the gradual build up of competition
ought easily to be absorbed into the general growth of the business. A more
realistic assessment of redundancy costs to BA might be a maximum of £28m on

the basis of the 1981 severance arrangements (an average of one year's gross
pay) and possibly substantially less if staff were in fact being re-employed

by other airlines. BCal has already indicated its willingness to take over staff
and assets associated with routes it acquires. The position of the other

independents is not clear and they could not in any case be compelled to do so.

In the event of route transfers, it is therefore envisaged that when announcing
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our intentions we would say that so far as. possible we would expect airlines
receiving routes from BA to buy the associated assets at market value (although

some might then choose to sell unsuitable aircraft) and take on BA staff.

British Caledonian

BCal's latest results show a group turnover of £428m, operating profit of
£18m and a pre-tax profit after interest of only £3.3m. It has substantial
remittances of nearly £50m blocked overseas; Nigeria alone acounts for £37.6m
increasing at about £6m a month, although payment has been agreed in principle
for £11lm outstanding from 1983. For the present’BCal seems viable on a day to
day basis but there must be serious doubts about its ability in the longer term
to finance expansion on the basis of its present route network or even to

continue to renew its fleet. It remains very vulnerable to cash flow dislocations.

6. Route transfers would undoubtedly improve BCal's position. The transfer

of the Saudi routes would add about 20% to its revenues and take it to a level

of consistent profitability it has never yet achieved (the Caledonian group as

a whole, including its holiday company, hotels, etc, made losses in five of

the last twelve years and aggregate net profit came to only £30.6m). The
transfer of 5ust some of BA's Gatwick services alone would help. It is uncertain
which routes might go to BCal but Madrid, Barcelona and Lisbon, for example (the
routes which the CAA is most likely to.award it), would be worth some £21m in

revenue and about £5m in operating profit.

However, even the transfer of all the Gatwick services would be insufficient
on their own to guarantee BCal's viability, although clearly this would strengthen
the airline. Some profitable intercontinental routes also need to be transferred

if BCal is to have some guarantee of survival in the long term, aided as well by

CONFIDENTIAL




CONFIDENTIAL

the additional profits it could generate as the CAA progressively licenses

airlines to compete with BA on European and intercontinental routes.

Other independent airlines

8. If taken away from BA, it is likely the bulk of its services to Europe
from regional airports would be awarded by the CAA to British Midland Airways,
Dan-Air and Air UK as the leading second level carriers. Between them the three

airlines currently generate an aggregate operating profit of some £7m on revenues

of over £300m. Transferring all the regional services would give them another

£55m in revenues and £4m in profit. The immediate impact would be substantially
reduced if BA retained some of the services; although in the longer term the
independents might still be able to build on even a limited transfer b 1

for example, they successfully developed hub operations at regional airports.

9. The three airlines are in no immediate danger but only Dan-Air has a
reasonably healthy balance sheet. Air UK has substantial accumulated losses and
historically has survived only with the support of its parent, British and
Commonwealth Shipping. British Midland's balance sheet also looks weak

and to some extent it operates courtesyof its creditors. None of the three

hzs 4 particularly st.sng scheduled network. BA usually holds the licences for
the more attractive domestic and European routes, often on an exclusive basis

and route transfers could therefore significantly aid their development, although
at least Air UK and British Midland might find it difficult to finance extensions

to their networks without outside support.
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10. Charter airlines might also seek routes as a way of extending into scheduled
operations, where at least Britannia and Air Europe have ambitions. Air Europe
has recently sought licences for a number of BA's routes out of Gatwick. Whilst
it is impossible to gquantify what such transfers might be worth to them, it is
difficult to see any great benefit when Britannia, for example, generally earns

from its charter operations about ten times BCal's profit.

Competition
11. Only the transfer of BA's regional services to Europe would have a direct
effect on competition between British airlines; the independents would then be

competing from the regions with BA's services to the same European points from

Heathrow. The other proposed transfers simply substitute one British carrier

for another. Nor would transfers have a major direct effect on the position

of UK airlines in relation to foreign competition. BCal from Gatwick might do
slightly less well than BA from Heathrow in the Saudi market, offset perhaps by
the fact that Saudia is a "dry" airline. Some US cities of importance to the

oil trade are also better served from Gatwick. The effect on foreign competition
of transferring the Harare and Iberian peninsula services would probably be
minimal.

12. It is the indirect effect in Europe which is of greater importance. Until
now BCal has treated its Européan services primarily as feeder services for its
long haul routes. Only Paris has been profitable on its own. But it has laid
the foundations of a more substantial European network which would be significantly
enhanced by addition of the Iberian business routes. BCal has how reviewed

its marketing policy and drawn up a plan for much more aggressive competition

with a view to creating a substantial and independently viable European network.
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Its new tariff proposals, for example, should generate substantial additional
traffic if we can get agreement from at least some of our European partners, as
we have done with the Dutch, and on the back of this and other developments BCal

sees opportunities for increasing the frequency and range of its services.

13. All this fits in well with our own objectives for increased competition in

Europe. If we succeed in opening up increased opportunities in Europe but have

no substantial second airline capable of exploiting them, BA and the European

national carriers will have no incentive to compete more vigorously for a market
which they will be able to share comfortably between themselves, as they have
done for so long. Moreover, experience in the United States s;ggests that a
successful airline needs a dominant position at one airport from which it can
operate an effective hub and spoke system. BCal has the makings of such a hub

at Gatwick and its further development, encouraged by the constraint on growth

at Heathrow, could make it a much more powerful competitive force in Europe.

14. The other independents are probably too weak to take head-on competition
with foreign carriers on the major routes out of London. Their position would
be easier operating from the regions where there is less at stake for foreign

carriers.

Consumer benefits

15. Similar considerations apply in respect of consumer benefit. The
immediate and dir :L effects would be small. But the indirect effects could be
very great indeed, particularly from a strong competitive BCal seeking to
develop its European network in competition with BA and the ma jor foreign

carriers at Heathrow. Even the threat of competition has had significant effects.
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BCal's entry into the German market some 18 months ago together with its
competitors' reactions has led, through the pressure of empty seats together
with cheap fares to the Netherlands, to substantially reduced fares. Alitalia
shows signs of reacting in a similar way to BCal's proposal to serve Milan. The
benefits to the consumer are already visible and could grow rapidly if BCal is

put in a position to sustain and extend its European bridgeheads.
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DUAL DESIGNATION

The attached appendix gives British Airways' estimate of those
markets which might be large enough to sustain dual designation,
and where in their view such designation should prove negotiable,
together with its estimates of the revenue effect for BA and BCal

of dual designation. In general it assumes that BCal could obtain
10-15% of the traffic, that BA would retain 30-40%, and that the
foreign competition would continue to operate about 50%. It assumes
that BCal's entry would stimulate the market by 5-10%, and that they
would have to charge lower promofional fares in order to attract
traffic to Gatwick in competition with Heathrow. On these assump-
tions BA predict what revenue might be gained by BCal and what
revenue lost by BA. BA's position is that on these assumptions
British Caledonian could increase their revenuelby about £77 million,
balanced by much smaller losses to BA, and that this solution would

bring about the greater competition we are seeking.

We are not in a position to question the economic assumptions which

underlie BA's projections, though it would not be surprising if
they tended to demonstrate a greater potential benefit to BCal
than BCal themselves might forecast if they were asked the same
question. Moreover no attempt has been made to forecast what
profits might accrue to BCal, and we know that breaking into new
markets as a junior competitor is likely to be costly. However
we have been able to analyse, and to discuss with BA, the inter-
national negotiating prospects for achieving this degree of dual
designation. BA's estimates take account of that discussion, but
it still seems doubtful whether the BA solution would be viable
in the light of the negotiating prospects. 1In particular we have

the following comments:

Lisbon, Madrid, Malaga and Barcelona. We agree with
BA that if we wanted duc® Zocsignation, and 3A were allowed
to take their Iberian services back to Heathrow, we should
no longer be able to maintain the limitation on Spanish
and Portuguese frequencies at Heathrow which were secured
in exchange for BA moving to Gatwick. This would therefore

add significantly to our Heathrow ATM problems.




b. Milan and Rome. We shall be attempting to negotiate
rights for BCal to serve Milan in competition with BA

from Heathrow in the course of the coming autumn and winter.
We have given notice that we do not propose to extend beyond
31 March 1985 the existing CMU which provides for single
designation on each route and rigid 50:50 capacity sharing,
but it is by no means certain that we shall be successful

in securing our objectives.

s Delhi. Qur Iﬁdian ASA does not provide for multiple
designation, and although we would not rule out the possi-
bility that it might be negotiable within the existing
British share, we think the Indians would regard this as an
opportunity to seek fifth freedom rights on two services a
week between London and Montreal which Air India currently
have to operate blinded. They might be prepared to grant
equivalent rights on two more services beyond India, but
these would be of less value than the transatlantic fifthé.
The additional costs are not included in BA's current cal-

culation.

If the above considerations are taken into account, the scope

for dual designation on acceptable terms looks decidedly limited.
On long haul routes BCal might be able to put two additional ser-
vices through Muscat or Abu Dhabi to Delhi, albeit at considerable
cost, notably on the North Atlantic. We could certainly get them
into Miami, and probably into Toronto and Montreal, but the cost of
entering these markets against entrenched opposition would be very
high indeed. BCal will have enough trouble financing its proposed

re-entry on New York for the next year or two.

The prospects on the long haul’ routes are therefore rather less
attractive or subs.- rIlal than BA woulu have us believe, What
remains is a collection of European opportunities where BCal would
in general be invited to operate one or two services a day from
Gatwick in competition with three or four times as many from Heath-
row. Historically, with the exception of Paris where capacity

into Heathrow has been limited by inter-governmental agreement,




such services have made losses for BCal rather than profits.
They might do a little better in circumstances where BA's

own operations out of Heathrow were somewhat constrained

(an understanding which is implicit in the BA solution) but
this would actually inhibit competition between the British
airlines on these services. Where the foreign state concerned
insisted on limiting the number of services available to UK
airlines (the normal practice outside Europe) we would be in

a position to impose on BA and BCal whatever market shares we
judged equitable and appropriate in the overall interests of

UK aviation.

In short, those of BA's proposals where dual designation is

feasible could already have been achieved were BCal in a finan-

cial position to mount such competition.




ROUTES PROPOSED BY BA FOR DUAL DESIGNATION

Abu Dhabi )
Muscat )
Delhi

Miami
Montreal
Toronto

Barcelona
Lisbon
Madrid
Malaga

Milan
Rome

Dusseldorf

TOTAL REVENUE EFFECT
ARISING DIRECTLY FROM
DUAL DESIGNATION

Offset to BA through
redeploying on other
routes surplus aircraft
arising from dual desig-
nation; and from moving
its Iberian services back
to Heathrow

TOTAL REVENUE LOSS FOR BA

TOTAL OPERATING PROFIT
LOSS TO BA AS A RESULT
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£43.3M

£27.1M

£14.9M
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ANNEX D
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BA PRIVATISATION: THE IMPACT OF THE LAKER AND OTHER US
ANTI TRUST CASES

% The US legal proceedings described in para 2 below have
been objected to by HMG on the grounds that aviation matters
are jointly regulated by the two gvernments under the Bermuda
Air Services Agreement, and are not subject to the unilateral
application of the penal US domestic anti trust laws. An
acceptable resolution of this dispute, as regards the past and
the future, is of major importance to our aviation policy,

whether BA is privatised or not.

2 There are several proceedings now pending in the US
against BA and others (paras (a)-(c) and others which might

emerge - para (d)).

(a) US Government Grand Jury Investigation

The Department of Justice conclusions on

this are still awaited but are believed to

be imminent. It is now expected that the
Department of Justice will shortly inform

us that the evidence found by the Grand

Jury justifies indictment of BA for partici-
pating in inter-airline talks (including with
Laker) on fares and in talks with US carriers
on frequency scheduling. The Department is

not however expected ® find that BA acted
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predatorily towards Laker. The US

Department of Justice (DOJ) informally

agreed at the outset of their investigation

to lay no more than a one count indictment
against BA for each violation (maximum fine

US$1 million per count) and to allow BA to'plead

nollo contendere so as to avoid a trial.

This could now happen quite quickly - weeks
rather than months and in itself would not
materially damage BA financially. The real
danger of Grand Jury indictments would be
their prejudicial effect upon the existing
private suits (see (b) and (¢) below) and
their real potential to trigger further

private actions (para (d) below).

Private action: Laker liquidator's case

Following the House of Lords decision on
19 July the Laker liquidator is now free,
as a matter of English law, to pursue his
claim in the US Courts that the collapse
of Laker . as caused by the predatory and
illegal action of BA, BCal and other
international airlines. He has called for
documents located in the UK which HMG may

or may not decide to release under the PTI
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Act Order and Directions. The case is

not expected to come to trial for at
least six months and could, allowing
for appeals to higher courts, run for up

to two years if not settled out of court.
The sum claimed (including treble damages)
against one -or all the defendants is

US$1050 million.

Private '"class" actions

These actions (brought by contingency fee
lawyers on behalf of the class of individual
passengers) claim that airline fares rose
because Laker was put out of business. The
cases, which were stimulated by and are to

some extent dependent upon (b) above, are
unlikely to come to trial this year. The
damages claimed are not specified but could
theoretically amount to as much as US$1200 million.
BA and the other defendants have moved for
dismissal of these actions which are legally
novel and which must be regarded as specuiative

at present.

Other possible private '"class" actions

These cannot be ruled out and could be
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stimulated by indictments by the Grand
Jury in respect of illegal price fixing
before Laker's collapse. (Such actions

would be serious for BCal too).

S Immediate concern relates to the Laker private suit

((b) above). Although here the claim amounts to over

US$1000 million it provides little guide as to what in practice

a court might award or to the level of an agreed payment in a
court

settlement. Doubtless any/award would be significantly less

than the claim but it is impossible to give even a rough

estimate of what the figure might be. The sum would be fixed

by a six man jury and would depend on the loss which the

liquidator could prove. Moreover US anti trust law provides

for joint and several liability with no contribution and it is

impossible to predict how, in the event of recovery, the liquidator

would enforce any award. BA's possible '"share" of an award

can only be a matter for speculation; theoretically they

might be forced to pay all of it. All that can be said at

this stage is that BA face a risk of a very large award against

them and that an informed guess at the sort of amount and of

the estimated risk is not possible at this stage. The legal costs

(which are not recoverable) of the defence against these suits

is estimated to be of the order of US$3-5 million.
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4 Because of the risks and costs involved (however good
the defence) the vast majority of anti trust cases are settled
out of court. Thus far, however, it appears that the Laker
liquidator is pursuing this claim with missionary zeal and is
only likely to settle for a very large sum (figures being

mentioned by the US legal community after the House of Lords

decision began at US$100 million). What BA's share of any

settlement might be is again pure guesswork; certainly it
would be very substantial. (BCal could afford only a very
modest contribution). Possible settlement figures for the

other private actions (and any new ones) cannot be estimated.

5] Options for BA privatisation to attempt to offset the
effects of US suits and meet the planned timescale include

the following:

(a) flotation with the liability. Anti trust
liabilities are not regarded as an insuperable
obstacle to company flotations in the United

States, and there is growing familiarity with

the problem in the UK. At the end of the day
this is for the market to Jjudge but advice from
the merchant bankers is that flotation should
not be jeopardised if in the prospectus the
Directors can state, taking into account advice

from US Counsel, that the US suits are unfounded
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or without merit and that they will be
vigorously defended. This is the course
that BA hope to pursue but which they
are still considering, doubtless in the

light of US developments.

the airlines might reach an acceptable out
of court settlement, but the timing of this

is unpredictable.

BA may be able to insure their interest.
However they are reluctant to probe too
deeply into this unless and until necessary
for fear of spreading alarm. In principle
they appear to be satisfied that insurance
cover for any liability in excess of a given

figure appears to be a viable option.

the Government have guaranteed BA's creditors

against a BA default before privatisation. The

Government could decide, at the time when the

prospectus is finalic-g, to continue at cer
privatisation a guarantee limited to damages
in the Laker suits or to the excess over a
predetermined sum (though this might possibly

require legislation).




CONFIDENTIAL
A

6 In considering these options it is important that nothing
be done which would undercut the position of HMG in its dispute
with the US Government. This affects options (a) and (d) above.
So far as option (a) is concerned the ability to float success-
fully with the liability may be dependent upon BA's unhampered
ability to defend themselves in the US courts. However HMG
objects strenuously to the US court proceedings and has invoked
the PTI Act to prohibit disclosure of UK located documents,
commercial information etc. This issue is currently under
consideration. So far as option (d) is concerned it is difficult
to see how HMG could stand guarantor to meet awards arising
from proceedings to which it has so strenuously objected, simply
to pursue BA privatisation. However this is a possible, though

unattractive, option as one of the measures to maintain the

UK position in the wider dispute.

7 This paper does not attempt fully to analyse or present
options for dealing with the hydra-headed complexities of the
"Laker'" dispute. In broad terms the position is that if BA

(and BCal) remain exposed to current and anticipated US suits

the financial consequences are potentially very serious; equally,

if HMG decides to pursue the dispute vigZrously there could be
a crisis in UK/US aviation relations which could give rise to
alarm about BA's services to the USA. Either way a spill-over

on to BA privatisation seems an unavoidable possibility.




