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PRIME MINISTER

THE NOTT UNDERTAKINGS

You asked to see the context of the John Nott

undertakings quoted in Lord King's letters to MPs - Flag A.

The first of the undertakings, which is the most difficult,
_____._-—-—*

appears in the statement to the House announcing the

Government's intention to privatise BA - Flag B. It was

héubsequently repeated in John Nott's letter of 29 October

p— =
to the then Chairman of British Airways - Flag C. Much

" p—

—
hinges on whether a reallocation following a thorough

review of airline policy would be construed as arbitrary.

The second undertaking quoted by Lord King also

—

(Flag D) appeared in the statement, but it is clear from John

speech on the Civil Aviation Bill that the reference

ancillary activities such as hotels, travel agencies

—e et ——

—
tour operations, rather than to routes.
———'——_-_—
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47 Civil Aviation Bill

[Mr. Nott.]
American airlines to fly around the world
in a totally de-regulated atmosphere.

Mr. Michael Neubert (Romford): I
must declare an interest in matters of air
travel. What limitation will be placed
on British Airways fgiﬂ&;: activities? Al-
though my right hon. Friend said that
British Airways is not @ monopoly—and
that is true in its infernational operations
__within the United Kingdom it certainly
has a dominant position in the air travel
market. Activities on the margins, such
as hotel keeping, running Tetail travel
agencies and tour operating which might
be accepted as fair competition from an

ial company, might be
competition from a
company has a substantial

Government majority holding. 1 believe
' {hat that is why the United States places
restrictions on its national airlines, which
are privately owned.

Mr. Nott :

1 do not foresee any direc-

tions or other instructions being given 1o

British Airways 10 divest themselves of
these activities. One of the principal pur-

sses of what we intend, namely, allow-
ing other shareholders to have 2 substan-
tial minority interest in the airline, is that
then financial sanctions and the sanctions
of the market will apply to British Air-
ways in the same Way as they apply to
other companies. 1 believe that British
Airways must make a decision within that
context as to what they intend to do with
these activities. 1do not propose that any
part of British Airways should be broken
up or sold off. 1 propose that the airline
as a whole should be noted and it will
then b for the board o% directors to take
Jecisions_on_how_ they organise their
business. B

I was talking about the real meaning
of “open skies . It does not just mean
freedom on the route between New York
and London ; it means de-regulation in
the sense that we could compete with the
United States openly in what is the most
profitable and the largest internal market
in the world. That is something that
we would look at with considerable in-
terest if it were proposed to us. I men-
tion this only to emphasise that in the
fast resort the decisions of the CAA are
dictated by the facts of what my Depart-
ment is able to negotiate in air service
agreements.
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Civil Aviation Bill

I shall outline briefly 2 few detaily
the policy. The Civil Aviation Act 19
which established the CAA, gave ity
tain statutory functions, but also prov
for Ministers to issué guidance to
Authority. The Authority was req i
to perform its functions in such a man
as it considered would best attain
statutory objectives and give effect to
guidance given to it. This approach
an innovation, but I must say that it §
not proved satisfactory. Guidance §
been given in 1972 and 1976, but |
important part of the 1976 guidance
found, as I have already said, tobe ul§
vires, in the case of Laker Airways
Department of Trade.

When the Under-Secretary of State g
1 considered this area of policy, we ©
cluded that it was Wrong to place resp
sibility for an area of policy on a i
pendent organisation and then so to B
round its freedom that it was hardly a
to pursue an independent line. 1f
wish to hive off certain functions of
ernment—the CAA provides an excel
example of the way in which independ
bodies can undertake this task—we m
be ready to take both hands off the wh
or as the Under-Secretary would say,
hands off the joystick.

Clause 10 therefore removes the po
for me to give guidance and instead
cribes those statutory duties within ¥
the CAA must operate. 1 hope that
House will consider this to be a §
stitutional improvement. inCi
must be right for the Act to expre
will of Parliament—rather than have
Act provide a paving stone for minist
guidance.

Under the 1971 Act—I am referr
section 3—the CAA had two pri
objectives: first, 10 secure that bi
airlines provide services which satis
substantial categories of public des
at the lowest charges consistent ¥
high standard of safety and an €COnS
return to efficient operators and B
securing the sound development Ot
civil air transport industry in the U8
Kingdom—it was not notable fo
grammatical elements; secondly
secure that at least one major airline

has opportunit!

was required 1o encourage th
Kingdom civil air transport indus
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BRITISH AIRWAYS (FINANCING)

- The Secretary of State for Trade (Mr.
John Nott): With permission, Mr.
Speaker, I will make a statement on the
financing of British Airways.

British Airways has cmbarked on a

major programme of fieet replacement |

and expansion and 1 believe that it has
excellent growth prospects. As our prin-
cipal national carricr, it is operating in
an increasingly competitive market and,
while- the world encrgy situation creates
considerable uncertainties, 1 am none the
less confident that the airline will. with
the +, Government’s full encouragement,
face these challenges successfully.

Clearly therc must be some flexibility
‘sbout the rate of cxpansion in the face
of .these uncertaintics. Nevertheless, the
present appraisal is that British Airways
will ‘require a substantial increase in
‘capital investment from both internal
and external sources over the next few
‘years in order 10 meet its objectives.

or this reason, 1 have been looking at
lits capital structure and financial require-
'ments,-and 1 should like to let the House
have my views and proposals.

.. First,' the Govermment are, concerned
to give British Airways the most cfleclive
form of organisation for carrying out its
‘programme in response to the chdnging
‘demands of the market rather than on the
-basis of Government targets and supporl.

Second, 1 propose therefore that the
framework of the Companies Acts should
"be used ta provide British Airways with
‘a-ncw capital structurc and that a sub-
stantial minority sharcholding .in the
‘enterprise should be offered for sale to the
“public.

" “Third, the Government will give up
control, for example, over British Air-
“mays’ investment programme and it will in
‘future’ satisfy its financial requirements

* “from capital markets both at home and
! “overseas.

F"Ij’éuirtb. my proposal does not involve

i aseparute disposal of uny part of British

Airways. _

', Fifth, special arrangements will be

‘made " to enable employces of British

Airways to take up shares in the enter-
isc should théy wish to participate in its

f'::rlurc and share in dts growth.

Sixth, T cnvisage the fullest possible
process of consultation with the airline’s
management and employees.

Seventh, I will put forward proposals
Jater in the year for the legislation which
will be required.  The timing of any issue
of shares will depend on market and other
circumstances.

Eighth, I will also sct out the *Govern-
ment’s thinking on the licensing pro-
visions administered by the Civil Avia-
tion Authority. 1 can say now, however,
that there will be no arbitrary realloca- |
tion of roules.

M- § 4 2 :
tleman aware that the decision to make
a statement of this gravity and importagce
on a Friday allocated to Private Membgers’
business is contemptuous of the
What possible reason is there fc
making this statement next week
of the days allocated to public bysiness?
Is it not a further example of
Leader of the House is allo
rights of hon, Members to be gverridden
by those of departmental Minjsters?

On the substance ol
statement, may I ask whether the right
hon. Gentleman is aware fhat it will be
grected with shock and Aismay by all
those who wish_well to gne of our most
important public utilitics? Will he con-
firm that there is not a yord about such a
proposal in the Conscpvative Parly mani-
fcsto and that the pfesent Government,
who did not have the guts to put these
proposals before tHe clectorate—it was
obviously a preconteived proposal - have
no mandalte to sel) off a profitable section
of a public indusyry to their private sector
friends and tp their party contributors?

Is the right Hon. Gentleman aware that
in the statemgnt he cannot and docs not
scck to justify .this change of ownership
—because that is what- is involved-—in
terms of ingrcased efficiency, profitability

il relations? Will he say what

have cxisted in the past in
raising the necessary finance for British
Airwayg? The truth is that such finance
can i the futuee, as in the past, be
found/from public resources.

What is meant in this Delphic state-
meglt by the phrase “a substantial mino-
ity sharcholding "?  Will the legislation
—fand I want the right hon. Gentleman
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Thank you for your letter of 19 October which raised a number of
to the Civil Aviabion Bill and the sale of shares
ey

I will deal with each point in the order of

Tinancial relsta :hip between the Government

irvays, LI appreciate the zzed to clarify the position
ove ary uncertainty in the minds of the board or the
with which you cdeal. As you know, the
that Britisn Aiz should stand entirely
financially froa the ti vhen the running of the

in the nominated compang Consistent with that
includes no powers icr the Government to provide
ze or Treasury guara after the appointed

although guararztees given before the appointed day will remain
valid for the duretion of the loans and leases to which they 2pply.
Betwesn now arnd the appointed day the Government will, in principle,
be prepared to issue Treasury guarantees for loans to be drawn down
befors the appointed day but not afterwards. I believe this strikes
a sensible balance between our longer term policy towards the airline
and your need to plan ahead in the period before the change of status
becoces effective. We hope that the azppointed day will be as close
as possible to the public flotation of shares and since I shall
arracge to consult the Board before setting the appointed day, you
will have 2 period of notice of the date from which no new Treasury
guarantees will be issued.

P . |
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From the Szeretaryof State

Your letter proposes that Trezasury guarantees should be made
cvn;l”u‘e to cover finance for the progranm2 of fleet replacement
the Government before the zppointed day.

P T 8B P 1
DO T2 JOV(“. \..Tl i

rangenents 1 have outlined
SO

Ty
al

aircraft acquisitiorzs
approved by the Department. In so far as you require to draw down
loans %o pay for such aircraft (in whole or in part) before the
appoizted day then such loan amounts can be covered by guarantee
but guzrentees will not He nle for loans to be drawn down
thereafter, know that obably hzve in nind particularly the
I ze To erxter service in 19835
;>ess payments are ‘'not due until
weuld certzirly hope: that by
the public in which czse it
icy of allowing BA complete freedom
re to have given
f;::::s to be drawn down by the
ompany. The pxten* te wnich fubure loans will enjoy
tee will in practice end on the timing of the
but I cannot give Ths czral undertaking you seek
for the entire flesi az=e and I think it is

ze this poinc gui 22y now so that the Board

c=d point, the provisiorns of Part II of the Bill
are ir g=n eutral in their elfects as between one airline

and another, B 3 I made clear at our meeting, the size, status

and presvige of BA ccnfirm its position flag-carrier,
The only psrticular point is the repeal of section 5(1)(b), which is

certainly not harmful to British Airways and this is fully consistent
with my own statement that there will be no arbitrary reallocation of

routes. ‘_?




coanection with the timing fexr 'of shares to the JbllC,
Al

appreciate the point you na 2 erioration in
ospacts over the pas w months and that this nay
'ng on the timing ne flotation. We shall of course
uation under close and cortinuous review and I have no
ou and your Board are doing everything possible to reverse
trend in this year's results and maintain the airline's

i 1

L*have note I terest some of the
a2

number of BA's lo
in the immediate future will

for offsetting econonies.

erred to the reaction of the airline's eaployees
and expressed the view that the incentives
to encourage explcres share participation are
have gathered fron our previous conversations
nt to the House on 20 July that I believe it
as wide a holdirg of shares by employees as
ovation takes place. I am therefore pleased to
continuing to examine what scheme(s) may be

fficials will be dlscu551ng this with your

Your last substaztial point concerned the BA pension fund and the.
liability This places on the British Airways Board and which will be
inserited by the successor company. I recogrise that, because of the
gezerous nature ol the benefits, this is a2 matter which will be
welghed in the balance by the investing public. But although the
pension’ arrangements will be rather unique for a private sector
cozpany I do not believe that they will preclude a successful sale

of shares by the Government. There will not be any form of
Government support to underwrite the pension arrangements.




rzcently discussed
apresentatives of BA and

But I look forward to seelng

matters with you personally.




