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TH_!S DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION, When considering the
action you shoulel take, you are recommended to seek independent financial adyice from your stockbroker,
sclicitor, accountant or other professtonal adviser immediately,

¥ you have sold all your ordinary shares in Britjsh Alrways Ple, please send this document together with the
enclosed form of proxy ta the bank, stackbroker or other agent through whom the sale was effected, for
transmission 1o the purchaser,

A capy of this document, which com prises Listing Particulars relating to British Aiways Plc and British Airways
Capital Limited in accordance with the Listing Rules made under Section 142 of the Fipancial Services Act 1986,

\as; been delivered to the Registrar of Companies in England and Wales in accordance with Section 149 of that
Act,

Application has been made lo the Council of The Stock Exchange for the Convertible Capital Bonds (“the
Bonds'') and the Preference Shares of British Airways Capital Limited to be admitted to the Official List, Itis

%ggc‘led that isting will become effective and that dealings in the Bonds will commence on 2nd October,

The provisional aliotment letters and the Bonds have not been and will not be registered under the United
States Securities Act of 1933, a5 amended, or under the securities laws of any pravince or {erritory of Canada
and they may not, as part of their g istribution, be offered, sold, renounced or delivered, directly orindirectly, in
the Uniled Slates or Canada or o North American persons (each as defined herein).

The consent of the Finance and Economics Commitiee of the States of Jersey under the Control of Borrowing
(Jersey) Order 1958, as amended, has been obtained to the issue of the Bonds and of the Preference Shares of
British Airways Capital Limited referred 1o in this doc_u_ment. It musl be distinctly understood that in giving this
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rights issue of

£320,215,349 9% per cent. Convertible Capital Bonds
of British Airways Capital Limited

A letter from your Chiairman is set oul on pages 4 to 11.

Notice of an extraordinary general meeting of British Airways Plc to be held at 9.00 am on Friday,
13th October, 19892 is set out at the end of this document.

A for= of proxy for use at the extraordinary general meeting is enclosed and should be returned so
as to be reccived by 9.00 am on Wednesday, 11th October, 1989,

Yot should retain this document for reference pending receipt of a provisional
alletment letter which is expected to be posted to you on Fricay, 29th September,
1989,
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registration

Despatch of Convertible Capital Bond certificates ) . 1st December, 1989

BRITISH AIRWAYS

4




DEFINITIONS
The following definitions apply throughout this document unless the context requires otherwise:—
“Airlinﬁ Acquisition a US corporation which will effect the Acquisition of UAL, in which itis
Corp, proposed that British Airways should subscribe $750 miltion for preferred stock,

5250 million of which will be convertible to give British Airways 15 per cent, of
the voting common stock of Airline Acquisition Corp. on a fully diluted basis

“UAL" UAL Corporation

“UAL Group” UAL and its subsidiaries

“UAL Inc.” United Air Lines Inc,

“UAL Common Stock” Common Stock, par value $5 per share, of UAL

“Acquisition of UAL"™ the scquisition by Airiine Acquisition Corp. of UAL pursuant to Airline

Acquisition Corp.’s tender offer to purchase all ouistanding shares of UAL
Common Stock and the subsequent merger of Airline Acquisition Corp. with
and inte UAL, or the acquisition by Airline Acquisition Corp. of a substantial
proportion of the assets of the UAL Group by way of purchase or otherwise or
any merger, consclidation, reorganisation or other business combination
pursuant to which the business of UAL, or a substantial proportion thereof; is
acquired by Airline Acquisition Corp.

“Extraordinary General the Extraordinary General Meeting of British Airways convened for Friday, 13th
Meeting” October, 1989, and any adjournment thereof
“Resolution™ the Ordinary Resolution contained in the Notice of Extracrdinary General
Meeting set out at the end of this document
“British Airways”, British Airways Ple

“the Company” or
“the Guarantor®

“British Airways Group”  the Company and its subsidiaries

“British Airways ordinary shares of 25p ¢ach in British Airways
shares”

“new British Airways British Airways shares for which the Preference Shares are exchangeable
shares” ‘

“Bonds” or “Convertible 9%per cent, Convertible Capital Bonds 2005 of the Issuer, guaranteed on 2
Capital Bonds” subordinated basis by the Company, and convertible into Preference Shares of
the Issuer, which are to be allotted and issued pursuant 1o the rights issue atan
issue price of 100p per Bond

“the Issuer” British Airways Capital Limi;ed', a subsidiary of the Company incorporated in
Jersey
“Preference Shares' exchangeable redeemable preference shares of 1p each of the [ssuer, guaranteed

on a subordinated basis by the Company, to be allotted at a price of 100p eacl
. upon the conversion of Borids and exchangeable for new British Airways shares

“Lazard Brothers” ~ Lazard Brothers & Co., Limited
“Morgan Stanley” Morgan Stanley & Co. Incorporated

“United States” or *US” the United States of America (including the States and the District of Columbia),
jts territories, its possessions and other areas subject to its jurisdiction

“Norihr American a citizen or resident of the United States or Canada, a corporation, parwiership or

Person” other entity created or organised in or under the laws of the United States, an
individual person, corporation, partnership or other entity in Canada and an
estate or trust the income of which is subject to United States Federal income
taxation regardless of its source; provided, however, that the term “North
American Person” does not include a branch or agency of a US bank or
insurance company that is operating outside the United States for valid business
reasons as a locally regulated branch or agency engaged in thebanking or
insurance business and not solely for the purpose of investing in securities not
registered under the United States Securitics Act of 1953

“The Stock Exchange” The International Stock Exchange of the United KingJdom and the Republic of
Ireland Limited

g US dollars.
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27th September, 1989.
To: the holders of British Afrways shares

Dear Sharcholder,

Proposed participatién in the Acquisiti‘pn of UAL
and rights issue

.

Introduction

On Ist September, 1989 British Airways announced that it had agreed in principle, but subject 1o
shareholders’ approval, to invest $750 million in Afrline Acquisition Corp., 2 US compayyy which
proposed to acquire all the UAL Common Stock at a price of $300 per share. At this price, the GAL
Common Stock (including the cancellation of UAL stock options) is valued at $6.8 billion. In
addition to British Airways the participants in Airline Acquisition Corp. will comprise senior
management of UAL, including Stephen Wolf, Chairman and Chief Executive Officer, and Jack
Pope, Executive Vice President, the Air Line Pilots Association {representing UAL Inc.’s pilots) and
certain staff of UAL who will participate through one or more Employce Stock Ownership Plans
(“ESOPs”). Organisations representing other groups of UAL employees may also participate,

On 15th Seprember, 1939 it was announced that UAL had entered into a definitive merger
agresment with Airline Acquisition Corp., and ¢~ 21st September, 1989 Airline Acquisition Corp.
commenced a tender offer for all the UAL Common Stock at $300 per share. The purchase of UAL
common stock pursuant to the tender offer is scheduled to occur on 26th October, 1989. Thereafter,
Airline Acquisition Corp. intends to merge with and into UAL, with UAL as the surviving
corporation. The Board of UAL had earlier received an offer of $275 per share of UAL Common
Stock from Mr, Marvin Davis, On 15th September, 1989 Mr. Davis wrote to the Board of UAI.
offering to acquire UAL at a price of $300 per share of UAL Common Stock in the event that
Airline Acquisition Corp.’s transaction is not complered.

I'am writing to you to explain the reasons for British Airways’ proposed participation in the
Acquisition of UAL, and the benefits it will bring to British Airways and its shareholders, and 1o
provide you with background information concerning the transaction. In view of the size of the
transaction, British Airways’ participation in the Acquisition of UAL is conditional on approval by
shareholders in neneral meeting,

On 26th September, 1989 British Airways announced a righis issue to raise approximuely £310
million, net of expenses. The rights issue will take the form of Convertible Capital Bonds tobe
issued by British Airways Capital Limited, a subsidiary of British Airways, The Convertible Capital
Bonds will effectively be exchangeable for new British Airways shares on the basis of one acw
British Airways share for approximately every 5.5 British Airways shares held. Dietails of the
Convertible Capital Bonds are set out below and in Appendix 4. The underwriting of the rights issue
has been arranged by Lazard Brothers. Brokers to the issue are Rowe & Pitman Lid, and UBS
Phillips & Drew Securities Limited. Tt is not conditional on the successful completicn of the
Acquisition of UAL. This letter also describes the reasons for, and the details of, the rights issue.

BRITISH AIRWAYS
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The Acquisition of UAL
Tiescription of UAL

UAI, lac. is the principal subsidiary of UAL, accounting for over 99 per cent, of UAL’s operating
revenues, UAL has been engaged in ajr transportation since 1926 and is now one of the world’s
largest airlines. [t is the pringi pal carrier at five major US airports - Chicago, Denver, San
Franuisco, Seattle and Washington DC - and serves not only most major markets within the US but
also Pasific Basin countries and Mexico and Canada, UAL serves over 150 cities in North America
and the Pazific Region. In 1988 it carried some 56 million passengers and averaged some 1,760
scheduled departures and some ! 480,000 scheduled miles per day,

P’AL’S fleet is one of the largest in tiic world consisting of approximately 420 aircraft. The fleet is
being modernised and orders have been placed for 14 Boeing 747-400s, 170 Boeing 737-300s, 90
Boeing 757-200s and 16 Boeing 767-300s.

The use of computer reservation systems has become a key factor in the marketing and
distribution of airlines’ services. UAL developed the Apoilo computer reservation systermn, which is
one of the largest computer reservation systems in the United States. It is used by more than a
quarter of the travel agent locations in the United States and has over 53,000 terminals at more than
10,000 locations in over 40 countries. The Apolio system is owned by the Covia Partnership, in
which UAL now hasa 50 per cent. interest and British Airwaysan 11 per cent, interest.

In the year ended 31st December, 1988, UAL Group made profits before tax, but after
extraordinary profits, of $989 million on revenues of $8,982 million. Profits before tax included a
293 miiifon extraordinary profit on the sale of partnership irtterests in Covia. At 31st December,
1988, UAL. had net assets of $1,228 million. For the six months ended 30th June, 1989 UAL made
it before tax of $343 million o revenues of $4,844 million.

Baclkground to and reasons for British Airways’ participation in Airline Acquisition Cosp.

In December 1987 British Airways entered into a marketing agreement with UAL to exploit the
excellent fit between the companies’ route networks. The agreement with UAL cncompassed the
sharing of facilities at Chicago, Washington DC, Scattle, San Diego and New York airports, the
development of mutual interlining and the development of joint selling and marketing activities.
The commercial logic of the arrangement centred on the need for British Airwaysto develop a
partnership with a insjor airline operating in the US, the world’s largest air transport market,

UAL's network both in the US and throughout the Pacific region, the fastest growing area for
airline traffic, is complementary to British Airways’ strong European and transatlantic network. On
its own British Airways has access to 17 per cent. of world scheduled international markets; together,
British Airways and UAL have access to 38 per cent, of these markets and to 48 per cent. of the total
scheduled world market. The investment of British Airways of 26 per cent., and UAL of 28 per
cent., in the Galileo computer reservation system marketed in Europe further supports the rationaie
of seeking to achieve a commercial partnership with a global reach.

The uncertainty surrounding UAL’s future following the proposals made by Mr, Marvin Davis
clearly presents an oppurtunity for British Airways to obtain an equity stake which, if it were not
taken now, migh:t not be available again. UAL is an attractive investment for British Airways and a
first class carrier, UAL will benefit in the future from the additional involvement of its employees,

If the Acquisition of UAL, is successfully completed British Airways will hold 15 percent, of the
voting equity of Airline Acquisition Corp. on a fully diluted basis and will have a seat on its board,
which it is intended will be taken by Sir Colin Marshall. Tt is also intended that Stephen Wolf will be
invited to join the Board of British Airways as a non-exccutive Director.

Your Board believes that British Airways’® participation in a successful offer for UALis an
important strategic step in developing a partnership from which cach airline will benefit
increasingly as the air transport industry becomes more and more deregulated and global,



Proposed terms of British Ajrways’ participation in Airline Acquisition Corp,

British Airways has agreed, subject to certain conditions including the approval of its shareholders,
to invest $750 million in Airline Azquisition Corp. in the following mixture of securities;

$250 million in convertible preferred stock (“Convertible Preferred™), which is convertible at
any time into voting common equity (and which prior to coniversion has equivalent voting
rights to the voting common equity) such that British Airways will hold 15 per cent, of the
voting equity of Airline Acquisition Corp.. The Convertible Preferred will have no preference
as to dividends but shall participate pari passu as to any dividend or other distribution with
respect tq Airline Acquisition Corp.’s common stock,

$200 million in preferred stock carrying dividends of 13 per cent. per annum (*the 13 per cent.
Secusities”). Dividends will be payable in cash, but for the first five years British Airways has
agreed to reinvest an equivalent amount in further 13 per ceat, Securities at par,

$300 million in preferred stock carrying dividends of 18 per cent. per annum (“the 18 per cent,
Securities”). Dividends will be payable in cash, but, prior to the earlier of the fifth anniversary
«efissuance or the date of any US distribution of 18 per cent. Securities, British Airways has
agreed 1o ritinvest an equivalent amount in further 18 per cent. Securities at par.

It has been agreed by the other participants in Airline Acquisition Corp. that British Airways will
enjoy pre-emption arid other rights so as to be able to maintain its interest in the fully diluted voting
common equity of UAL foliowing the merger at 15 per cent,, British Airways has acknowledged that
UAL may from time to time in the future acquire shares in British Airways in the marketuptoa
comparable proportion (subject 1o such acquisition not compromising British Airways’ operating
rights) and British Airways would welcome UAL as a shareholder. If either party wishes to acquire
more than 15 per cent. of the voting equity of the other it will require the other’s consent.

Further details of the financing of British Airways’ participation in Airline Acquisition Corp. and
of Airline Acquisition Corp.’s tender offer are contained in Appendix 2.

Extraordinary General Meeting

A notice convening the Extraordinary General Meeting for 9.00 am on Friday, 13th October, 1989
is set out at the end of this document. The purpose of the Extraordinary General Meeting is to pass
an ordinary resolution to approve British Airways’ proposed participation in the Acquisition of UAL
and arrangements relating thereto. Only holders of British Airways shares are entitled to attend and
vote at the Extraordinary General Meeting,

Action to be taken in relation to the Extraordinary General Mecting

Holdeis of British Airways shares will find enclosed a form of proxy for use at the Extraordinary
General Meeting, You are requestzd to complete and return the form of proxy in accordance with
the instructions thereon so as to be received by the Company's Registrars, Lloyds Bank Plc,
Registrar’s Department, Goring-by-Sea, Worthing, West Sussex BN12 6DA as soon as possible
and in any event so s to be reccived not later than 9.00 am on Wednesday, 11th October, 1989,
Completion and return of a form of proxy will not preclude you from attending and voting in person
at the Extraordinary General Meeting should you so wish,

The Rights Issue

Background te and reasons for the rights issue

Although the proposed investment in Airline Acquisition Corp. could be financ: 4 through a
combination of the Group’s internal resources and available banking facilities, your Board believes
that it is in the interests of British Airways’ shareholders for British Airways to increase it
shareholders’ equity base by a substantial amount for the first time in the two and a half years since
flotation. This will give the British Alrways Group greater flexibility in future financing and
maintain ttie Company's gearing ratio 4t an appropriate level,

In addition to its proposed investment of $750 million in Airline Avquisition Corp., British
Airways is also in the process of negotiating an agreement under which it would acquire a 20 per
cent sharcholding in Sabena World Airlines at a cost of approximately £30 million. If the
Acquisition of TJAL is not successfully compleied the money raised will be used to fund this and
other developments, whether already in progress or to be commenced in the future.

BRITISH AIRWAYS
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TDretails of the rights issue

British A_irw.ﬂys i§ raising approximately £310 million, net of expenses, through an issue of
Convertible Capital Bonds. The Convertible Capital Bonds will entitle a holder, on conversion and

exchange, to receive new British Airways shares on the basis of one pew British Airways share for
every 2,43 Convertible Capital Bends held,

The Convertible Capital Bonds are being issued by way of rights to the holders of existing British

Ib\if}vays shares on the register at the close of business on 20th September, 1989 on the following
asis:

For every 9 British Airways 4 Convertible Capital
shares then held Bouds of 100p each

and so iq proportion for any greater or lesser number of British Airways shares held. The
Cor}vertxblc Capital Bonds will effectively be exchangeable for new British Airways shares on the
basis of one new British Airways share for approximately every 5.5 British Airways shares held,

The Fl_onvertible Capital Bonds will be issued at a price of 100p per Bond, The Bonds, the
provi sional allotment letters and the new British Airways shares are not being registered under the
United States Securities Act of 1933, as amended, or under the securities laws of any province or

territory of Canada, and accordingly will not be offered in the United States or Canada or to North
American Persons.

The price of 100p per Convertible Capital Bond will be payable in full on acceptance not later
than 3.00 p.m. on Friday, 20th October, 1989. Fractions of Convertible Capital Bonds will not be
allotted to shareholders but will be aggregated and sold in the market for the benefit of the British
Airways Group. It is expected that definitive certificates for the Bonds accepted by the original
allottees or their renouncees will be posted on 1st December, 1989 at the risk of the persons entitled
thereto, Pending the despatch of definitive certificates and following the latest time for registration
of renunciations, transfers may be certified against the register.

“The Bonds will be convertible at the option of the holder into Preference Shares of the Issuer on
15th June in each of the years 1993 to 2005. Not less than 28 days nor more than 56 days before the
conversion date in each of these years, British Airways will give written notice to holders of Bonds
informing them of their entitlement to convert and exchange their Bonds. One Preference Share
will be allotted on the conversion of eack Bond. Preference Shares allotted on the conversion of
Bonds by the holder will be immediately exchanged without furthex action on the part of the holder
for new British Airways shares on the basis (subject to adjustment as described in Appendix 4) of
approximately 0.4 new British Airways shares for every Preference Share so exchanged (equivalent
to 243p worth of Bonds for each new British Airways share). Fractions of new British Airways shares
will not be issued on exchange and no cash adjustment will be made.

Unti! conversion, the Bonds will bear gross interest at the rate of 9% per cent. per annum, payable
net of basic rate tax semi-annually in arrear on 3]st March and 30th September in each year, except
«Liat the first payment of interest to be made on 31st March, 1990 will be in respect of the period
from and including 20th October, 1989 and will amount to approximately 4.3p per Bond and the
final payment of interest to be made on 15th June, 2005 will be in respect of the period from and
including 1st April, 2005 and will amount to approximately 2.0p per Bond. New British Airways
shares issued on the conversion datein each year will rank for the final dividend payable on the
British Airways shares in respect of the year ending on the preceding 31st March.

"The maturity date of the Bonds (subject to extension as described in Appendix 4) will be 15th
June, 2005, If by thattime a holder of Bonds has not converted and exchanged his Bonds for new
British Airways shares, conversion and exchange will be effccted on the holder's behalf. The new
British Airways shares resulting from such a conversion and exchange will then be sold on behalf of
the relevant holder and the net cash proceeds remitted, if the net proceeds of the sale of the resulting
new British Airways shares (disregarding tax liabilities) would exceed the issue price of the relevant
Bonds and acerued interest up 1o the maturity date, If atthe maturity date a holder has not
converted and exchange his Bonds, and if the proceeds of sale of the new British Airways shares
(disregarding tax liabiliem) would not exceed the issue price of the relevant Bonds andla.ccru?d
interest, British Airways may nevertheless convert and exchange the Bonds for new Br:t.ls.h Alrways
shares, making good the difference between the proceeds of sale of the resqltmg new British )
Airways shares and the issue price of the relevant Bonds, plus any accrued interest. If at the maturity
date Bonds are not s0 converted and exchanged, they will be converted into Preference Shares and
redeemed by the Issuer. Again, the cash proceeds will be remitied to the person entitled thereto.



Dizspatch of pravisional allotment letters

The rights issue is subject to the Councif of The Stock Exchange granting permission for the Bonds
tabe admitted to the Official List and to listing becoming effective. Provisional allotment letters

(in nil paid form) in respect of the Conventible Capital Bonds are expected 10 be posted on Friday,
24th September, 1989, Dealings in the Bonds are expecied to commence, nil paid, on Monday, 2nd
October, 1989. Dealing instructions will be set out in the Convertible Capital Bond certificates.

Any enquiries in connection with the provisional allotment letters or transfers of Convertible
Capital Bonds should be addressed to Barclays Bank PLC, New Issues, PO Box 123, Fleetway
Haouse, 25 Farringdon Street, London EC4A 4HD (telephone number 01-489-1995),

Procedure for acceptance and payment

Your provisional allotment letter will set out the holding of British Airways shares on which your

entitlement is based and the number of Convertible Capital Bonds which have been provisionally
allouted to you and for which you will be entitled to subseribe.

If you wish to take up, in whole or in part, the Bonds which you have been provisionally alloted
you should lodge your provisional allotment letter in accordance with the instructions contained
therein with Barclays Bank PLC, New Issues, O Box 123, Flectway House, 25 Farringdon Street,
London EC4A 4HD. Your provisional allotment letter should be accompanied by a remittance for
the full amount of the subscription monies for the Bonds you are taking up and should arrive not
later than 3.00 pm on Friday, 20th October, 1989,

tl

Renunciation and splitting

The provisional allotment letters will be fully renounceable, save as required by the laws of certain
foreign jurisdictions, They may be split up to 3,00 pm on Wednesday, 18th October, 1989 (nil paid)
and the latest time for payment in full and registration of renunciation will be 3.00 pm on Friday,
20th October, 1989, After that date transfers of Convertible Capital Bonds will be certified against
duly receipted provisional aliotment letters until the Convertible Capital Bond certificates are issued
on Ist December, 1989, Full instructions will be set out jn the provisional allotment letters.

Procedures in respect of rights not taken up

If payment in full for the Convertible Capital Bonds is not received by 3.00 pm on Friday, 20th
October, 1989 the relevant provisional allotment will be deemed to have been declined and will
lapse. However, arrangements have been made with Lazard Brothers for any Convertible Capital
Bonds not taken up to be sold in the market by no later than 3,00 pmon Monday, 23rd October,
1989, if a premium over the subscription price and the expenses of sale can be obtained, Any such
net proceeds (after the deduction of the subscription price and expenses of sale) will be distributed
pro rata among the shareholders to whom such Convertible Capital Bonds were provisionally
allotted, by cheque at their risk, except that entitlements of less than £2.50 will not be distributed
but will be aggregated and retained for the benefit of the British Airways Group. Shareholders who
hold small numbers of shares and who do not wish to take up their rights are likely to incur lower
dealing costs by letting their rights lapse rather than by selling them,

Restrictions on North American persons and other overseas shareholders

The provisional allotment letters, the Convertible Capital Bonds and the new British Airways shares
have not been and will not be registered under the United States Securities Act of 1933, as amended
or under the securities legislation of any province or territory of Canada. Accordingly, provisional
allotment letters are not being sent to shareholders whom British Airways knows 1o be North
American persons, wherever they may reside, or to shareholders with registered addresses in the
Unired States or Canada, and failure of a person wishing to take up rights or of an applicant for
registration of renunciation to certify that he is not a North American person and is not buying on
behalf of a North American person, will result in the forced sale of those Convertible Capital Bonds
on behalf of that transferee, Thhe attention of sharcholders who are North American persons is
drawn to paragraph 13 of Appendix 5 for a description of their rights in connection with the rights
issue, Arrangements will be made for the rights of holders of British Airways’ American Depositary
Receipts (amounting to approximately 20 per cent, of the rights issuc) and of the other North
American shareholders to be sold nil paid in the market on the first day of dealings and for the net
cash proceeds to be distributed to them, if a premium over the expenses of sale can be obtained.
Amounts of less than £2.50 will not be distributed but will be aggregated and retained for the benefit
of the British Airways Group,
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Tpe attention of other shareholders who are not resident in, or who have registered addresses
o.utmd?, the United Kingdom is drawn to paragraph 13 of Appendix 5 for a description of their
rights in connection with the rights issue. In cases where overseas shareholders are not provisionally
allotted Convertible Capital Bonds or are not able to take up the Convertible Capital Bonds
provisionally allotted to them, the arrangements described above will apply.

Restrictions on ownership of British Airways shares

Rights of British Airways to operate, in particular on international routes, could be withdrawn if
British Airways ceased to be substantially owned and effectively controlled by UK nationals,
Accordingly, the articles of association of British Airways contain powers which may be used to limit
the number or voting rights of shares in which non-UK nationals own interests or, if necessary, to
require their compulsory disposal, or to restrict the transferability of shares, As at 19th September,
1989, approximately 32 per cent. of the British Airways shares were Foreign Interest Shares (as
described in paragraph 3 of Appendix 5 as “Relevant Shares”). At the time of privatisation your
Board stated that they would not generally expect to intervene unless the proportion of Foreign
Interest Shares approached 35 per cent. At present, but without limiting their freedom to act 1o
protect the Company’s operating rights in the future, the Directors do not believe an intervention to
be necessary, '

The articles of association also restrict, until 31st January, 1992, the maximum proportion of
British Airways’ issued share capital in which any person (including connected persons) may be
interested to 15 per cent. The relevant provisions of the articles of association are described in more
detail in paragraph 3 of Appendix 5. ‘

United Kingdom taxation
(a} Capital gains tax

The rights issue will not be treated as falling within the re-organisation provisions of the Capital
Gains Tax Act 1979, Accordingly, a shareholder who takes up his rights will be treated as acquiring
a new asset for capital gains tax purposes with a base cost equal to the monies applied by him on the
subscription of his Convertible Capital Bends.

The Convertible Capital Bonds will not constitute qualifying corporate bonds for the purposes of
the Finance Act 1984 and consequent chargeable gains arising on any disposal will not be exempt
from capital gains tax on that basis. If a sharcholder sells all or part of the Convertible Capital Bonds
allotted to him or his rights thereto, or if he allows his rights to lapse and receives a cash paymentin
respect thereof, he may, depending upon his circumstances, incur a liability to capital gains tax.

Under present law, the conversion of the Convertible Capital Bonds into Preference Shares, and
the exchange of those Preference Shares for new British Airways shares should not give rise toa
disposal of the Convertible Capital Bonds for capital gains tax purposes.

(b} Income tax on interest payments

Payments of interest on the Convertible Capital Bonds will be made under deduction of United
Kingdom income tax ar the basic rate (currently 25 per cent.) by the Issuer unless the Issuer has
previously been directed by the Inland Revenue, in relation to a particular helding of the
Convertible Capital Bonds, to make payment free of deduction or subject to a reduced deduction by
virtue of relief available to the holder of such Convertible Capital Bonds under the provisions of an
applicable double taxation treaty. Such directions will be issued only on prior application to the
Commissioners of the Inland Revenue by the shareholder in question,

Notwithstanding that interest is received subject to basic rate income tax deduction, holders of the
Convertible Capital Bonds who are resident in the United Kingdom for tax purposes or, whilst non-
resident, are carrying on a trade in the United Kingdom through a branch or agency, may,
depending on their circumstances, either be liable to pay further United Kingdom tax on the
interest received or be entitled to a refund of all or part of the tax deducted at source,

"The Issuer will not “gross up” payments of interest to compensate for any withholding tax that it
is, or hereafter may be, required to make.

L .
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Where Convertible Capital Bondholders are assessable to United Kingdom tax on the interest
payable on the Convertible Capital Bonds, the basis of assessment may be affected by the provisions
of Chapter II of Part XVII of the [ncome and Corporation Taxes Act 1988 (*the accrued income
scheme”) on any transfer of Convertible Capital Bonds or on the death of the holder thereof, Where
the accrued income scheme applies, interest accrued for the purposes of those provisions to the date
of such an event is chargeable on 23 transfersy and any interest accruing for those purposes after
that date is chargeable on the transieree.

(c) Stamp duty and stamp duty reserve tax

(i) No stamp duty or stamp duty reserve tax (“SDRT?) will be payable on the issue of
provisional allotment letters.

(ii) The purchase of rights to Convertible Capital Bonds represented by provisional allotment
letters on or before the latest time for registration of renunciation will not be liable to stamp duzy,
but there will be a liability to SDRT generally at the rate of 50p for every £100 or part of £100 of the
consideration paid. Where such a purchase is effected through a stockbroker or other financial
intermediary that person will normally account for the liability to SDRT and will indicate that this
has been done in any contract note issued to a purchaser. In other cases, the purchaser of the rights

to the Convertible Capital Bonds represented by the provisional allotment letter is liable to pay the
SDRT and must account to the Inland Revenue.,

(iify The transfer on sale of Convertible Capital Bonds after the last date for registration of
renunciation will be liable 10 ad valorem stamp duty or (if an unconditional agreement to transfer
such Convertible Capital Bonds is not completed by a duly stamped transfer within two months)

SDRT generally in cach case at the rate of 50p for every £100 or part of £100 of the consideration
paid.

The above is only a guide to the general position. If you are in any doubt as to your tax position,
or if you are subject to tax in a jurisdiction other than the United Kingdom, you should consult
your professional adviser,

Current financial and trading prospects of the British Airways Group

At the announcement of its results for the first quarter, British Airways indicated that 2 softening of
the world economy could affect its ability to sustain growth rates of the recent past, Neveriheless
trading has continued 1o be satisfactory and British Airways has agreed compensation to be paid by
Boeing for the late delivery of 747-400 aircraft sufflicient to offset the adverse effects of the late
deliveries, In addition British Airways announced on 22nd September, 1989 the further reductions
in annual pension contributions set out below, Prospects for the future remain encouraging.

R. Watsons & Sons, Actuaries to the two British Airways Pension Schemes have recently completed
routine three yearly valuations of the assets and liabilities of the Schemes. The Actuaries have
reported the financial position to the Schemes’ Trustees and to British Airways. The Actuaries have
advised the Trustees that surpluses have arisen such that British Airways’ annual contributions to
both Schemes can be substantially reduced. In the financial year to March 1990 it is anucipated that
the pre-tax profit bencfit to British Airways will be some £30 miltion. Thereafter it is anticipated
that there will be a continuing, long term benefit, initially of the order of £50 million each year,

Financial effects of British Airways’ participation in the proposed Acquisition of
UAL

Taking into account the rights issue proceeds and assuming that the balance of funds required for
British Airways’ participation in the Acquisition of UAL is funded by long term debt, the overall
effect on the earnings of British Airways is expected to be broadly neutral in the short tern.

In addition to the cornmercial benefits which will result from the partnership with UAL, the
Board of British Airways considers the financial terms of the investment to be acceptable,

Additional information
Your attention is drawn to the additional information set out in Appendiees 1 to 5,

BRITISH AIRWAYS
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Recommendations

Britisl; Airways' participation in the proposed Acquisition of UAL represents a significant
strategic move and an important opportunity for the future development of the British Airways
Group. Your Directors, who have been advised by Lazard Brothers, and by Morgan Stanley in the
United States in connection with.the proposed investment in Aitline Acquisition Cosp., consider
that British Airways’ participation in the proposed Acquisition of UAL is in the best interests of
British Airways and its shareholders, Your Directors thercfore unanimously recommend
shareholders to vote in favour of the Resolution to be proposed at the extraordinary general

meeting as they intend to do in respect of the 86,382 British Airways shares owned or controlled by
them, .

Your Directers, wio have been advised by Lazard Brothers in connection with the rights issue,

consider that the rights issue is in the best interests of British Airways and its shareholders,

Yours faithfully

King of Wartnaby

R




&7 APPENDIX 1

FINANCIAL INFORMATION ON.UAL GROUP

The following financial information relating to UAL Group has been ¢xtracied from the audited Consofidated Financial
Statemnents contained in the relevant UAL annual reports on Form 19-K (“the annual reports”) and thetinaudited
Condensed Consolidated Financial Statements contained in UAL's quarterly report on Form 10-Q for the quarter ended
30th June, 1989 fited with the United States Securities and Exchange Commission (“SEC”). The Consofidated Financial
Statements contained in such annual reports comprise Statements of Consolidated Operations, Consolidated Cash Flows and
Consolidated Non-Redeemable Preferred Stock, Common Stock and Other Shareholders' Equity for the gnost recent three
financial years and Statements of Consolidated Financial Position as at the most recent two financial year ends, and the notes
thereio as required by the applicable accounting regulations of the SEC.

1n 1987 and 1988, UAL sold its non-airline operations. In accordance with US generatly accepted accounting principles,”
UAL reported the results of these operations as discentinued operations in the year of disposal and restated the results of its
operations for prior years on a similar basis, The information set out below has therefore been extracted from the most recent
annual reports which include financial years prior 10 the years of disposal of these operations. However, on this basis, no
annual report is available in which the results for 1984 have been restated.

The snnual reports of UAL state that the Consolidated Financial Statements have been prepared in accordance with
general‘y accepted accounting principles and under the accounting policies set out below, US generally accepted accounting
princigles and UAL's accounting policies differ in certain respects from United Kingdom standard accounting practice and
from British Airways’ accounting policies, particularly as regards deferved taxation, property and fleet valuations, pension
costs and extraordinary items, Without access to the accounting records of UAL however, it is not possible 1o restate the.

following financial information in accordance with either UK standard accounting practice or Bzitish Airways" accounting
policies.

Statemnents of Consolidated Operations for each of the five years ended 31st December, 1988 and for the six months ended
30th June, 1988 and 1989, Statements of Consclidated Financial Position as at each of 31st December, 1987 and 1988,
Statements of Conselidated Cash Flows for each of the three years ended 31st December, 1988 and Statements of
Consolidaied Non-Redeemable Preferred Stock, Common Stock and Gther Shareholders’ Equity for each of the three years
ended 31st December, 1988, together with the related notes as at each of 31st December, 1987 and 1988 and for each of the
three years ended 31st December, 1988, are set out below.

1. Statements of Consolidated Operations

. Six months
Year cnded 31st December, ended 30th June,
1984 1985 1986 1987 1988 1988 1989
$000 $000 $000 $000 $000 $000 $000
Airline operating revenues: ,
Passenger 5,412,972 4,430,238 5,958,144 6,855,750 7,723,139 3,707,516 4,242,645
Cargo 363,021 270,766 413,532 488,828 509,639 252,789 254,732
Contract services and other 442,¥27 590,605 747,533 960,394 748,965 387,724 346,938

6,218,720 5,291,609 7,119,209 8,304,972 8,981,743 4,343,020 4,844,315

Non-aicline operating rovenues

(Note 1): 748,879 - - - - _ —_
Operating revenues; 6,967,599 5,291,609 7,119,209 8,304,972 8,981,743 4,348,029 4,844,315
Operating expenses (Note 1
Salaries and related costs 2,030,216 2,557,673 2,777,618 2,837,599 1,390,812 1,548,357
Aireraft fuel 1,368,099 1,143,568 1,099441 1,243,579 1,179,571 616,996 650432
Traffic commissions 418,524 714,667 907,049 1,101,755 528,397 647,064
Depreciation and amortisation 445,623 424,093 502,313 550,315 518,387 258,918 260,264
Purchased services 304,678 436,663 480,443 648,189 284,851 296,597
Rentals and landing fees 171,778 283,174 336,751 408,223 188,085 258,808
Maintenance materials and
supplics 161,513 224,698 251,452 267,922 135,019 158,671
Food and beverages 105,475 156,661 183,001 193,367 97,499 97,889
Advertising and promotion 135,171 207,207 174,914 206,493 93,246 95,134
Personnel expenses 99,828 147,268 159,123 158,351 78,389 87,070
Other (Note 2) 4,510,551 523,421 699,050 993,239 796,953 428,271 379,697

6,324,273 5,534,265 7,028,815 8,057,684 8,316,815 4,100,474 4,479,983

Earnings (loss) from operations
(Note 1) 643,326  (242,656) 90,394 247,288 664,928 247,555 364,332
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Earnings (loss) from operations

Six months
Yearended 31s Drecember, ended 30th June,

1984 1988 1986 1987 1988 1988 1989
$000 $000 000 $000 $000 $000 $00G

{Note 1) 643,326  (242,656) 90,394 247,288 664,928 247,535 364,332
Other deductions (income) (Note 1):
lntcrestcxp'cns'c 154,072 159,340 223,273 257,536 245,306 117,020 121,540
Interest Fapunhscd (11,452} (1,967) (11,925}  (16,399) (30,983)  (14,709)  (24,564)
Interest income (39,262)  (37,128) (19,833)  (51,733) (100,873) (56,656} (52,847)

Equity in carnings of Covia

Partnership — -— — —
Gain on sale of Covia (87,4600 (61,515)  @26,140)

Partnership interests — — — —  {393,006) — —
Gain on reversion of pension plan T

assets — (136,835 — — —_ — a—
Other, net including foreign

exchange losses 58,393 (16,793) 126,574 70,469 43,156 20,936 3,320

161,751 ~ (33,383) 318,089 259,873 (323,860) 5,076 21,309

Earnings (foss) from operations

before income taxes
{(Note 1) 481,575 (209,273) (227,695) (12,585) 988,788 242,479 343,023

Provision (credit) for income taxes

Earnings (loss) from omrations

(Note 1) 220,700 (113,939) (114,860) {8,3%1) 388,874 90,390 136,523

(Note 1) 260,875 (95,334) (112,835) (4,194) 599,914 152,089 206,500

Discontinued operations;

Earnings from discontinued
aperations, less income taxes — 29,115 124,435 68,817 457 457 -

Gain on sales of discontinued
operations, less income taxes

e 17,536 - 270,4%4 523,929 548,478 “—

Extraordinary items (Note 3) 21,513 — —_ —_ — — —

Net carnings (loss) 282,388 (48,683) 11,600 335117 1,124,300 701,024 206,500

Net earnings (loss) per share,

primary (Note 1): $ $ $ $ $ 5 $
Continuing operations } 7.46 (3.43) (2.50) (0.08) 20,20 4,14 9.55
Discontinued operations ' 1.34 275 6.10 17.67 14,98 -
7.46 (2.09 0.25 6.02 37.87 19.12 9.55
Net earnings (loss) per share,

fully dilited (Note 1):
Continuing operations } 6.93 (3.43) {2.50) 0.25 20.20 4,08 9,37
Discontinued operations ' 1.34 275 5.51 17.67 14,71 —_
6,93 (2.09) .25 5.76 37.87 18.79 9.37

Dividends per share:

Prior preferred 5.50 5.50 5.50 5,50 5,50 -— —_
Serjes A preferred 0.10 - — —_ —_ - —_
Series B preferred 2,40 240 240 — - — —_
Common .50 L.og 1.00 0.75 —_ — —_

Notes:—

1,  Asnoted above, a Statement of Consolidated Operations for 1984, restated to reflect UAL’s non-airline aperations sold in
1987 and 1988 as discontinued operations, is not available. Hlowever, the table of Selected Financial Data included in
UAL’s annual report for the year ended 31st December, 1988 shows the following amounts for the year ended 31st
December, 1984 for continuing operationsi—

2185200
Operating revenues 6,218,720)
Earnings 237,983
]
Earnings per share:
Primary gég
Fully diluted -
In addition, in this table opernting revenues for 1985 are shown as $5,306,035,000.

2 idated Financial Statements for the year ended 31st December, 1984 do not provide the detailed analysis of
,.rgf,c‘f:,?;‘;’L";pgnw;,,“s,mwn in the subsequent four yeass, “Other” operating expenses in 1984 comprise the amounts
categorised in the Statement of Consolidated Operations as “Sales and adverlising”, “General and administrative” and
“Qperations, exclusive of expenses listed separately™.

3, ‘The extraordinary jtem related to a gain on defeasances of debt and obligation under capital lease less a provision for

deferred income taxes of $20,300,000.
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2, Swatements of Consolidated Financiab Position Asat 31st Decrmber,
1987 1988
$000 $000

gssels )

ureent assets;
Cash and cash equivalents 2,208,019 1,086,824
Recuivables, less allowante for daubtful accoumts (1987 - §19,140; 1988 - $1 3,549) 836,473 742,991
Aireraft fuel, spare partsand supplics, less obsolesence allowance (1987 - $73,810;
1988 - $53,389) 221,744 175,225
Prepald expenses and otfier 217,123 166,220
3,483,359 2,171,260
Metassets of discontinued operations 426,747 —_
Operating praperty and equipment;
Owned .
Flight cquipment 5,485,230 5,550,217
Advances on flight equipment purchase contracts 168,541 321,108 J
Other property and equipment 1,670,755 1,386,749
. 7,324,526 7,261,074
Accumulated depreciation and amortisation (3,623,576) (3,618,177)
3,700,950 3,642,897
Capial leases . .
Flight equipment 541,944 420,452
Other property and equipment 101,190 101,015
: 643,134 521,467
Accumulated amortisation ) (316,981) (223,113) .
326,153 298,354
4,027,103 3,941,251

Other assets:

Intangibles, less accumulated amortisation (1987 - $207,217; 1988 - $289,712) 287,096 200,948
Deferred income taxes — 27,246
Other 164,342 360,030

: 451,438 588,224

Total Assets 8,388,647 6,700,735

L.iabilities and Shareholders® Equity

Current liabilities: ‘

Short term borrowings 1,010,311 446,164
Long term debt maturing within one year 27,233 67,278
Current obligations under capital leases 19,965 18,113
Advance ticker sales 581,333 599,669
Accounts payable 486,071 519,297
Accrued salaries, wages and benefits 536,292 579,271
Accrucd income naxes 238,967 149,327
Other acerued liabilities 483,289 489,979

3,383,461 2,869,098

Long term debe 1,280,851 1,648,939

L.ong term obligations under capital leases 430,742 411,282

Other liabilities and deferred credits:

Deferred pension liability 297,560 297,101
Deferred income taxes 21,134 —
Other liabilites and deferred credits 49,791 245,696
368,485 542,797
Redeemable preferred stock:
5V2% cutnulative prior preferred stock, $100 par value 3,021 2,544
Common stock and other sharcholders® equity: ]

Comtnion stock, $5 par value; awthorised, 125,000,000 shares; issued, 58,470,707 shares
in 1987 and 23,333,154 shares in 1988 292,354 116,666
Additional capital invested 1,678,306 29,265
Retained carnings 1,073,760 1,202,477
Common stock held in treasury - 1,730,400 shares (122,333 (122,333)
2,922,087 1,226,075
Tolal Liabilities and Shareholders’ Equity 8,388,647 6,700,735

BRITISH AIRWAYS
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3. Sratements of Consalidated Cash Flaws

Cash and cash cquivalents at beginning of year

Cash flows from operating activities:

Earnings (loss) from centinuing operations

Adjustments to reconcile to net cash provided by operating activities:
Deferred pension expense
Depreciation and amortisation
Foreign exchange losses
Provision (credir) for deferred Income taxes
Gain on sale of Covia Partnership interests
Decrease (increase) in receivables
Pecrease (increase) in other current assets
Increase in advance ticket sales
Increase (decrease) in accrued income taxes
Increase in accounts payable and other accrued liabilities
Other, net

Cash flows from investing activitics:
Additions 1o property and equipment
Praceeds on disposition of property and equipment
Proceeds on disposition of Covia Partnership interests
Increase in intangibles
Other, net

Cash flows from financing activities:
Issuance of long term debt
Reduction of long term debt
Issuance of common stock
Purchase of common stock
Dividends paid
Increase {decrease) in short term borrowings
Other, net

Cash flows from discontinued operations:
Addition of Hilton International
Proceeds on disposition of subsidiaries
Qther, net

Inctease {decrease) in cash and equivalents

" Cash and cash equivalents at end of year

Cash paid during the year for:
Interest of continuing nperatians (et of amounts capitalised)
Income taxes on earnings (loss) from continuing operations
Income taxes on gain on sales of discontinued operations

Year ended 3]st December,

1986 1987 1988
$000 $000 $000
593,345 102,420 2,208,019
{112,835) (4,194) 599,914
75,091 42,602 (459)
502,313 550,515 518,387
128,595 43,167 —
(45,434) {26,905) {32,613)
— — (393,006)
(71,819) (40,741) 36,152
(55,399) 3,148 35,119
130,937 20011 18,336
23,885 210,140 (89,640)
198,389 321,101 99,078
38,505 63,517 (19,437)
812,318 1,182,361 771,831
(1,059,975). .. (986961) (1,372,489}
2,859°. . 148,797 1,011,948
— — 493,000
{430,177) (13,430) —
(6,018) 13,739 (420)
(1,493,311) {837,855) 132,039
186,116 336,799 1,843,462
(876,287 (127,856} (1,423,763)
526,538 304,025 —
— (122,333) (2,841,500
(45,515) (41,892) (171
314,605 262,613 (550,797)
(29,629) {7,449) {391)
75,828 603,907 (2,973,160)
- (835,746) —

— 1,953,179 948,095
114;240 ki —
114,240 1,157,186 948,095
(490,025),. 2,105,599 (1,121,195)
102,420 . 2,208,019 1,086,824
238,555 235,332 217,234
5,713 68,921 436,588
- — 404,209
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4. Statements of Consolidated Non-Redeemable Preferred Stock, Common Stock and Other Shareholders® Equity

Adcglional Retained T
Preferred Common apital tlaine reasury
Stock Stock Invesied Eurnings Stock Toal
£000 $000 $000 $00{0 . $000 $000
Balance as at 315t Deceniber, 1985 230,601 176,566 578,258 814,450 - 1,759,875
Year ended 315t December, 1986:
Netearnings ' — —_ — 11,6G0 - 11,600
Cash dividends declared:
Prior preferred — —_ — (206) - (206)
Series B preferred — — —_ {6) - (6)
Common — — - (45,303) - (45,303)
Issuance of common — 47,000 479,538 — — 526,538
Exercises of stock options — 393 2,906 — — 3,299
Redemption of Series B prefarced {1,543) —_ {1,963) — . {3,308)
Conversion of Series B preferred (225,058) 27,159 201,858 — - 41)
Balance as at 31st December, 1986 251,118 1,260,595 780,535 - 2,292,248
Year ended 3151 December, 1987:
Net carnings — - 335117 — 335,117
Cash dividends declared:
Prior preferred — —_ (198) — (195)
Common — — (41,697) —_ {41,697)
Issuance of common 40,043 405,718 - - 445,761
Exercises of stock options 1,193 11,985 — — 13,188
Redemption of prior preferred

— 2 - - 2)
— —  (122,333)  (122,333)
292,354 1,678,306 1,073,760  (122,333) 2,922,087

Purchase of treasury stock

Batance as at 31st December, 1987
Year ended 315t December, 1988:

Net carnings — -~ 1,124,300 - 1,124,300
Cash dividends declared:
Prior preferred — — {171) - 17

Purchase and retirement of

common (177,500) (1,691,839)  (972,161) —  (2,841,500)
Exercises of stock options 1,812 19,550 — — 21,362
Redemprion of prior preferred -— {3) —_ — {3
Capitalisation of retained
earnings — 23,251 (23,251) —_ —
Balance as at 31st December, 1988 116,666 25265 1,202,477 (122,333) 1,226,075

5. Notes to Consolidated Financial Statements
(a) Sunnnary of Significant Accounting Policies

Consolidation. The consolidated financial statements include the accounts of UAL and all of its majority-owned subsidiaries,
Allsignificant intercompany transactions are eliminated. Investments in affiliates are carried on the equity basis.

In 1988, UAL adopied the provisions of Statement of Financial Accounting Standards No. 94, “Consolidation of All
Maijority-Owned Subsidiarier.” Accordingly, the accounts of UAL Leasing, Inc, (“UAL Leasing™), a wholly-owned finance
subsidiary which had previously been carried on the equity basis, are now included in UAL's consolidated financial
statements. Prior year consolidated financial statements have been restated to reflect this change.

Airline Revenues, Passenger faves and Cargo revenues are recorded as operating revenues when the transportation is
furnished. The value of unused passenger tickets is included in current liabilitics.

Foreign Currency Transactions. Losses or gains on Japancse yen-denominated debt (substantially untealised), forward
exchange contracts and foreign currency call oprions are charged or credited directly to income,

Cashe and Cash Equivalents, Cash in excess of operaling requirements js invested in highly liquid, income producing
investments generally having matwrities of three months or less, These invesiments are staied at cust, which approximates
market value,

Adreraft Fuel, Spare Parts and Supplies. Airecaft fuel and maintenance and operating supplics are stated at average cost. Flight
equipment spare parts are stated &t average cost less obsolescence allowance,

Operating Property and Equeipment. Ownex opetating property and equipment is stated at cost. Leased property under capital
leases, and the related obligation for future minimum lease payments, are initially recorded at an amount cqual to the then
present value of those lease payments,

Depreciation and amortization of owned depreciable asseis is based on e straight-line method over their estimated service
lives, Leaschold improvements are amortised over the remaining period of the lense or the estimated serviee life of the related
assel, whichever is less, Aircraft are depreciated to estimated salvage values, generally aver lives of 10to 20 years; buildings
are depreciated over lives of 25 to 45 years; and other property and equipment are depreciated over lives of 310 15 years,

Properties under capital leases are amortised on the straight-line method over the tfe of the lease. Lease terms are 121019
years for aireraft and flight simulaors and 15 to 40 years for buildings. Lease amortisation is included in depreciation and
antortisation expense,

Gains or losses on disposition of individual units of pwned property and equipment are reflected in earnings. Maintenance

and repairs, including the cost of miner replacements, are charged to maintenance expense accaunts. Costs of additions to
and renewals of units of property are charged to property and equipment accours.
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Iniungides. Intangibles resulting from ilie 1986 purchase of assets from Pan American World Airways Iac, are, for 1he most
parr, being amortised over five vears, '

Ineeme Taxes. Deferred income taxes age provided 1o recognise the effects of visning differences, i.e., those jiems of income
and expense which affect income for tax purpeses in a period different from that in shick they affect income for acconniing
?nd teportiag purposes. As a resull, income 1ax expense recorded for any period represenis the fotaf tax appiicable to the
income reporied in the financial staterments for that period, regardless of when such taves are acpually pajd.

fnycsmcm 1ax r.;led;t benefits are recognised in earnings in the period the qualified property is placed into service, usirg
the “flow-through™ method - first to the extent applicable against income tax expense on pretax accountisg income of as
eareyhicks against prior years' tax liawlities and, second, as to any unused remainder, against income tax expenie by reducing
existing nei deferred tax credits to1kic extent that those deferred tay credits are expected 1o revaiie during the investment tax

credit carryover period, As investment tax credits are utilised on the federal income tax return, such amounts are restored 10
deferred income taxes.

Mileage Pl Awerds, AL Inc. accrues the estimated incremental cost of providing free travel awards earned under its
Mileage Plus frequent flyer programme.

(W) Foreign FExchange Losses .

In August 1987, UAL hedged all Japanese yen-denominated debf through the purchase of forward exchange contracts and
foreizn currency call options. These arrangements expired during February 1988 and were replaced by foreign currency call
options, Expiration dates of the forcign currency options range from Sth January, 1989 to 12th April, 1989, UAL anticipates
cutering into new hedge arrangements as the previous arrangements axpire.

(c) The Covia Parinership .

On 5th August, 1988, UAL Inc. consummated the sale of 50 per ceny, of its voting interests in the Covia Partnership, the
entity that owns the Apollo computer reservation system, to affiliates of Alitalia-Linee Aeree S,p.A,, British Airways Vle,

LM Royal Dutch Airlines, Swissair Swiss Air Transport Company Lid. and USAir Group Inc. for an aggregate purchase
price of $493.0 million in cash after deducting direct selling expenses, The sale resulted in a non-recurring pretax gain of
$393.0 million which is reflected on the statement of consclidated operations in “Other deductions (income).” The sale had .
the effect of increasing net earnings for 1938 by $223.4 million, $7.53 per share.

UAL Inc.’s continuing interest in the Cavia Partnership is being accounted for under the equity method of accounting.
Accordingly, UAL’s consolidated financial statements have been restated toreflect the equity method of accounting for 1988
periods prior to 5th August, 1988, The consolidated financial statements for 1987 and 1986 have not been restated as the

- Covia Partnership was not organised as a separate entity unil Znd January, 1988, and therefore no reliable financial data is
available for prior years. )

UAL Inc. has operating agreements with the Covia Partnership under which UAL Inc. provides cextain computer support
services for, and purchases computer reservation services, communications and other information services from, the Covia
Partnership. Revenues derived from the sale of services 1o the Covia Partnership amounted to approximately $67.0 million in
1988. The custto UAL Inc, of services purchased from the Covia Partnership amounted to approximately $176.0 million.

{d) Cashand Cash Equivalents
Cash and cash equivalents were as follows as at 31st Decemberi—

1987 1988

$000 $000

Cach 14,699 47,228
Repurchase agreeraents y 861,796 10,179
U$ government securitics . 559,741 98,006
Burodullar certificates of deposit 160,272 323,340
Commercial paper 155,435 301,307
Bankers' acceptances 47,739 306,264
Other 408,317 —_

2,208,019 1,086,824

=

UAL actively employs repurchase agreements in its investments programme. The exposure 1o loss as a result of their use is
minimised because UAL takes delivery of the undertying collateral,

(¢} UAL Leasing _
Summarised carnings data of UAL Leasing is as follows:—

1986 1987 1988
m

w 22,372
{*;;}gﬂ‘s‘g 19,281 3,004 46,073
Foreign exchange losses 40,037 19,735 -
Pretax loss (36,946) (27,431) (24,990)
Provision(credit) for income tases {12,798) (7,601) (2,448

Net loss (24,148) (19,830) (22,542)




£

UAL Leasing's summarised financial positipn pgat 3

1st December was as follows:—

1987 1988
i
{ i 40,1 34,050

Cay’s und marketable securines )3 ¢ 34,/
Reeeivables from affifiates g?aggg 64,677
Qtheg receivables 2o 848 9
Net investment in direct financing fease b 39 ,81%
Flight equipment leased 10 UAL Inc,, net 21,14 19,631
Toral assers ] 233,187 203,186
Deferred purchase certificates 7,1% and 7,2%, due 1991 10 2001
(38,756,900 Japanese jen) ’ 320,305 310,105
Orher liabilities 10,172 8,333
Parent company’s investment” (92,200)  {115,752)
Total {ixbilities and parent company's invesiment 233,187 203,186

* Includes {§54.1 million) and ($50.0 million} at
Leasing's purchase price of afrcraft acquir

subsequent amortisation.

() Short Term Borrowings

Short term borrowings as at 31st December are summarised belowi—

1987 and 1988, respectively,

UAL e, over UAL Inc.'s book value of such aircr

et

representing the excessof UAL
aft at the date of sale, less

1987 1688

. $000 $000
Notes payable to others 296,961 446,164
Notes payable to banks 13,350 —_
Convertible notes . 700,000 —_
1,010,311 446,164

]

United Airlines Credit Corporation (“UACC"), a wholly-owned consolidated subsidiary of UAL Inc. makes short term. |
borrowings 10 obtain funds for the purchase of certain accounts receivable fromt UAL Ine, At 31st Trecember, 1988, purchased
receivables amounting to $447.9 million were pledged by UACC to secure repayment ot $446.2 million of such outstanding
borrowings, bearing an average interest rate of 8.9 per cent. Effective 15t November, 1988, the maximum available amount of

borrowings undet ihis arrangement, was increased from $300.0 million to $450.0 million,

On 12th May, 1987, UAL issued $700.0 miltion of 7.52 per cent, convertible notes to The Boeing Company. The notes were
convertible into UAL common stack or into a new series of UAL preferred stock. On 5th January, 1588, UAL vepaid the
convertible notes in full, plus a prepayment premium of $50,0 million,

(2) Income Taxes
The provisions (credits) for income taxes on earnings or losses from continuing operationsaze summarised as follows:—

1986 1987 1988
3000 $000 $000
Current:
Federal (70,526) 5,500 340,982
State 1,100 13,014 80,505
(69,426) 18,514 421,487
Deferred:
Federal (41,202) {19,787) (28,495)
State (4,232) (7,118) {4,118)

(45434) (26905 (32,613
{114,860) (8391) 388,874

]
p—————

- —————

; illncomc 1ax provisions (credits) differed from “expected” amounts computed at the siatutery federal income tax rate, as
ollows:—

1986 1987 1988
It
Income tax provision (credit) at stawutory rate (m;i g 48) (55, ggg) 335'; ?gg

Investment tax credits, net of recaptures

Tax basis adjustments relating to investment tax credits (28’-1;39) (89,343) (%;,597)

State income taxes, net of federal income tax benefit (1,693) 12’%?% 51’(3)3?4

Non-deductible employee meals s €040 5,440
L)

Other, net 1,922 7,626 9,392

{ncome tax provision (credit), as reported (114,360) (8,391) 388,874
¥ t]

BRITISH AIRWAYS
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The Tax Reform Agt o:" [986 Fepealed investment tax credits excedt fo i ifying
3 A S vAh h T eertain qualifying aircraft. UAL Inc. ceented
delivery of irs [ast qualifying aircraftin 1988, The Tax Reform At albo reduced the statutory corporate fedsral i:cpn?c 18%
rate from 46 per cent. in 1986 to40 per cept, in 1987 ang 34 per cent, jn 1988 and stbsequentyears, o

The compenents of the Provisions {credits) for deferred income 1axes from continuing operations were as follows;—

1936 1987 1988
Deferred (ax provision {credit) for timing differences; 3000 3000 3000
Gt an se.z and lease back transactions — (10,427) (62,526)
Depreciation and capitalised interest 46,456 17:966 50,785
E'arcggn exchange gains and Josses {46,557) {19,940) (44,179)
Pension expense N (48,471) {27,148) 29,142
Other employee benefits {6,345) {26,245) (25,659)
T;qnsfg:rs ofmg benefits 5,165 11,919 y
Litigation provision 4,641 15,527 LM
Other, net (10,113) (7,365) 285
Tax basis adjustments relating to investment 10X credits (sg:’%g) (?grgtl)g) (‘l‘g:ggg)

(45,434) (26,905} (32,613)

r——
—_—_———— e

In Dcccrnb.cr 1987, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No,
96, *Accounting for Income Taxes,” which requires an asset and lability approach for financial accounting and reporting for
Income taxes. Companies are required 1o adopt the new standard no later than 1990, with early adoption being permitied,
and previously issued financial statements may be restated 1o conform with the provisions of the statement, UAL has noy
determined whether it will implement the carly adoption or restatement provisions of this standard, nor can UAL reasonably
estimate at this time the sffects that adoption will have on its financial statements due to uncertainties related to transactions
which may accur in 1989,

(h) Long Term Defr

Asummary of long term debt, excluding current maturities, as at 31st December is as foilows (interest rates are ag at 3]st
December, 1988)-—- -

1987 1988

$000 $000

Secured notes, 7.02% 10 | 1.54%, averaging 9.5%, due 1989 1o 1997 211,400 276,595

Equipment trust certificates, 11.75% 10 12.65%, averaging 12.1%, due 1989 10 1999 57,770 48,453
Deferred purchase certificates, 7.1% and 7.2%, due 1991 to 2001

(102,795,403 Japanese yen) 849,549 822,495

Sentor subordinated notes,12.5% and 13%, due 1995 and 1998 — 500,000

Promissory notes 160,000 —_

Other 2,132 1,396

1,280,851 1,648,939

—_— —
—_————— e

In March 1988, UAL Inc. entered into an agreement with 2 group of banks obtaining up 10 $2435 billion of ﬁnanciqg.
through an cight year $1,235 billion term loan facility, a five vear $600.0 million lener of eredit facility and a $600.0 million
revolving credit facility, UAL Inc.’s previous $750.0 million revolving eredit agreement was cancelied when the financing
discussed above was compieted,

The credit agreement requires UAL Inc.’s obligations thereunder 10 be guaranteed by UAL and secured by a pledge of a
substantial portion of UAL Inc.’s assets, and it places substanuial restrictions on future activities of UAL Inc. and UAL, It
restricts the creation of negative pledges; amendments or changes of certain terms of outstanding indebledness; the
incurrence of liens, mortgages or othier encumbrances; the use of proceeds from the sale or other disposition of assets;
investments; the incurrence of contingent obligations; dividends; payments with respect 1a repurchase of subordinated debt
and capital stack; mergers and consolidations; the incurrence of debt and guarantees; cerlain transactions between UAL Inc.
and UAL and their sharcholders and affiliates; certain sale and lease back transactions; and the condyct of business of UAL
and UAL Leasing, The agreement also requires UAL Inc. and UAL tosatisfy certain financial tests, including a fixed charge
coverage test and a leverage test, Under the agreement, UAL is required to make an equity contribution 1o UAL Ing, cqual to
the net proceeds of any debt or equity securities issued by UAL, and UAL Inc, is unable to pay dividends to .UA_L, with
certain exeeptions, In nddition, the agreement requires the repayment of any owstanding loans under certain circumstances,
including the sale of assots, the issuance of dubt or equity securities, and the occurrence of exeess cash flows, as defined,
Under the dividenl restrictions, UAL is unable to pay dividends 1o jts common shiarcholders.

In March 1988, UAL Inc, borrowed $1,235 billion under the term loan facility of this agreement and repaid $160.0 million
of c‘;isti‘::‘g :)romis:sory notes, In June 19$88, UAL Inc, issued $150,0 million of 12% per cent. senjor subordinated notes due
1995 and $350,0 million of 13 per cent, senjor subordinmcd_notcs duc 1998, The not proceeds from the sale of these notes
and other funds were used 1o repay the borrowings outstanding under the verm loan facility,

During March 1988, letters of eredit aggregating $440.7 miilion were iss_ucd under the letter of credit facility to replace all
those ;:::%iously outsta'nding. In November 1988, rdditional letters of eredit ngpregating 3146.6 mitlion were fssued. A
commltment fee of ¥ per cent, per anntim is payable on the total letter of credit commitment,




T

.

Under i revolving credit facility, $600,0 million of credit is available throwgh March 1991, with any outstanding
harrugfinéia: thai da:g:gayable in cgzlal semj apnual instalments through March 1993 A commiunent fee of ¥ per cent, per
annum is payatle on the unused available credit under the revelving credit facilivy, Boryowings under the revolving credit
facility would bexr interest, payable not bess than quarterly, at an annual rale equal Io, atthy option of UAL Inc,, either (1) %
of 1 per cent. over the greater of Manufacturers Hanover Trust Comgany s reference rale ory; ~Q{ 1 per cent, over the federal
funds rate, {2) 1% pec cent. over tae 1wo, three or six month London interbank (Eurodellar) offeigd rate or (3) 1% per cent,
over the 60, 90 or £80 day cerfificare of deposit rate, As at 31st December, 1988, the entire amount of the $600,0 million
revolvipg eredit facility was avaifable, .

in December 1928, UAL Inc. entered into a standby credit facility agreement with a group of banks to be used solely to
finance the purchase or long term lease of aireraft, The agreement provides for up to $1,0 billion in financing and is available
until 31st December, 1992, A commitment fee of 1875 of | per cent, per annum is payable on the unused available credit
under the standby credit facitity. Borrowings under the standby credit Facility would bear interest, subject to UAL Inc.'s credit
rating at the time of draw-down, at a minimum of % of 1 per cent, over, at UAL Inc.'s option, the 90 day or 180 day London
interbank offered rate, Borrowings under this agreement would have a maximum term of 18% years and be secured by the
afreraft financed. As at 315t December, 1988, all $1.0 billion of financing under this agreement was available for borrowing,

Maturities of long term debt for each of the four years afier 1989 were: 1990 -$62.8 miflion; 1521 - $119.4 million; 1992 -
$128.6 million; and 1993 - $90,9 million, ‘

Various assats of UAL Ine. principally aircraft, having an aggregate book value of upproximately $2.1 billion at 31st
December, 1988, were pledged under various loan agreements and equipment trust certificates or to assure performance of
certain fease obligations.

In 1984 UAL and UAL Inc, completed “in-subsiance defeasances” of their 5 per cent. and 4Y4 per cent. subordinated
debentures and UAL Inc. completed an “in-substance defeasance” of a portion of its 8% per cent. secured notes by placing
US Government obligations, maturing as to principal and interest in amounts sufficient to make all paymenr . e with
respect 10 such debt, in an irrevocable trust, As at 31st December, 1988, the w1al principal amount of suchi.. . * cedness that
was considered to be extinguished, and therefore excluded from consolidated long term debt, was $65.1 million,

{i) Lease Qbligations

Asat 31st December, 1988, UAL Inc. leased 83 of its aircraft, 24 of which were capital leases and 5 of which were leased from
UAL, Leasing under operating leases. The majority of these leases have terms of 18 years, and expiration dates range from
1989 through to 2011, Under the terms of leases for 76 of the aireraft, UAL Inc. has the right of first refusal to purchase, at
the end of the lease term, certain aircraft at fair market value and others at either fair market value or n percentage of cost.
Other leases include airport passenger terminal space, aircraft hangars and related maintenace facilities, cargo terminals,
flight kitchens, real estate, office and computer equipment and vehicles,

Future minimum lease paymens as at 31st December, 1988, under capital leases and under non-cancellable operating
leases having initial or remaining lease terms of more than one year are shown below:—

Operating Capital

Leases Leases

Payable during: S000 $000
1989 308,617 59,747
1990 344,287 62,915
1991 \ 334,519 64,889
1992 325,259 66,237
1993 295,054 66,152
After 1993 5,131,786 390,994
Total minimum lease payments 6,739,522 710,934
Imputed interest (atrates of 5.3% to 12,2%) (281,539)
Present value of minimum lease payments 429,395
Current portion (18,113}
Long term obligations under capital leases _rl,?.-s_.‘!-

Amounts charged to rent expense, net of miner amounts of suixlease rentals, were $172.4 million i 211.0 million i
1987 and $275.1 million 1988, pere $172.4 millon in 1986, $211.0 million n

(i) Redeemable Preferred Stock ;

There were 33,6348 and 28,474 shares of 3% per cent. cumulative prior preferred stock authorised and outslanding at 31st
December, 1987, and 1988, respectively. Each share is entitled to one vote and is redecmable at any time at the option of

UAL at $100 per share, During 1987 and 1988, 3,801 and 5,164 shares, respectively, were redeemed through purchases.

?c:}cmptilogr;gf 3,034 shares is required by 1st fune, 1989, 4,770 shares annually by Ist June, 199010 1994 and 1,590 shares by
st June, .

(k) Non-Redeemable Preferred Stock, Common Stock and Other Shareholders’ Eguity
In December 1985, UAL called its Series B preferred stock for redemption in January 1986. In January 1986, 9,279,437

Series B preferred shares were converted into 5,431,719 shares of cammon stock and 62.518 sh i
of $26,05 per share, plus accumulated dividends of $.10 per share), i shates were redeemed (ata price

On 29th March, 1988, pursuant 1o a self-tender offer, UAL purchased 35
share in cash, UAL subsequently retired these shares and ca
retirement of these shares, and the issuance of 362,447 sh
by 35,137,553 sharesin 1988,

Commen stock issued increased by 8,247,019 shares in 1987 (2,508,609 issvied in the Hilton 1 isition i
Mareh 1987, 5,500,000 sold at $56.50 p’cr share in April 1987 and 238,410 on exercises of'stgsk 2:):‘:3:;;?1??; ;;;ql\jtlsélllgr:llgré
shares In 1986 (4,400,000 sold at $56.75 per share in February 1986, 5,000,000 sold at $58.00 pershare in October 1986
5,431,719 on conversions of Series B preferred srock and 78,779 on exercises of stock options), '

Pl ,5_00_,000 sharqs of its common stock at $80 per
pitalised $23.3 million of retained earnings, As a result of the
ares on exercises of stock options, common stock issued dscrensed
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mill.gi‘(l:rri\ng 1987, UAL purchased 1,730,400 of jts common shares through open market transactions at z cost of $122.3

On 31st December, 1986, UAL jssueda dividepd of one preferred share purchase right for eac putstanding share of
commen stack. E‘ach}lgh:, when ji becames exereisable, will epuitle the holder to buy %‘rom UAthne ohc-husdredlhif a
shate of Series C junior participating preferred stock, without par value, for $185 (subject to antidilution provisions), Holders
of Series C preferred stock areentitled 1o 100 votes for each share, ‘T'ie rights will become exercisable upon the earfier of (1}
ten days after a person or group has acquired 20 per cent. or more of UAL's common stock or (2) ten days followingthe
public announcement of an offer (o acquire 30 per cent, or more of UAL's common stock. If UAL is invelved in a mergerora
self-dealing transaction with an acquirer at any fime after the righta become exercisable, each right will entide jis holder to
buy common stock of the acquiring company or UAL (depending on which entity survives) having a marke value of iwice

the exercise price of the right, UAL hasthe right 1o redeem the rights for $.05 per right iort ime il
exercisable, The rights expire on 31st December, X996, & 305 per sight pricr o fhe time they become

(1) Stock Options

UAL’s 1981 Incentive Stock Option Programmie, as amended (the “1981 Plan™), permits the issuance of upio 3,300,000 sharcs
of common stock pursuant to granis of “incentive stock aptions” under the Internal Revenue Code and e grants of not-
statwtory stock aptions or stock appreciation rights (“SARs™), The option price for all stock options, and the base from which
appreciation of stock appreciation rights is to be measured, will be 100 per cent, of market value of common stock at the dates of
geant, Under the 1.‘_)_&}1 Plan, options for 667,379 shares of common stock were outstanding at 31st December, 1987. During
1988, options for? 74,900 shares were granted, at prices from $69.00 10 $107.75 per share, options for 465,616 shares were
exercised, at prices from $16.75 to $58.25 per share, and options for 91,008 shares were rerminated. At 31st December, 1988,
options for 889,655 shares, at prices from $42,125 10 $167.75 per share, were outstanding {222,835 of which wete exercisable),
The expiraton dates for such outstanding options ranged from 24th October, 199410 12th December, 1998, Asat 31st
chc_mbcr, 1988, options granted under the 1981 Plan were held by 142 officers and key employees. As at 315t December, 1988,
additional options oz SARS could be granted with respect to 893,596 shares under the 1981 Plan.

'During 1988and 1 986, SARs were granted in tandem with non statutory stock options. On exercise of these SARs, holders
will receive in czsh 100 per cent. of the appreciation in fair market value of the shares subject to the SAR. The estimated
paymen? value of SARs is being charged 10 earnings over the vesting period. Such charge amounted to $1.0 million in 1986,
$8.2 million in 1987 and $11.5 million in 1988. As at 31st December, 1988, 493,154 SARs were outstanding ot prices of
$48.50 10 $§3.313 per share.

In 1988, the rcmaiqing 10,000 non statutory stock options cutstanding under UAL’s 1969 Incentive gmck Option Plan
were exercised at a price of $40.50 per share,

In connection with exercises of stock options in 1986, 1987 and 1988, 3,895 shares, 1,000 shares and 1,000 shares,
respectively, of outstanding UAL common stock were tendered to UAL by optionees and were resold,

During 1988, UAL adopted the 1988 Restricted Stack Plan (the “1988 Plan™ under which officers and key employces
may be awarded up to 500,000 shares of common stock through March 1998, Vesting of the shares will occur over a period
not to exceed ten years. At 31st December, 1988, no chares of comman stock had been awarded under the 1988 Tian.

(m) Retirement Plans

UAL Inc, has various retirement plans which cover substantiaily all employees. Defined benefit plans cavering certain
emplayees (primarily union ground employces) provide benefits of stated amounts for specified perinds of service, while
defined benefit plans for other employees provide benefits based on employees’ yea! sof service and average compensation for
a specified period of time before retitement. Pension costs are funded, for the most part, at the minimum level required by
the Etnployee Retirement [ncome Security Act of 1974, There are also defined contribution plans for certain groups of
employees (primarily airline pilots), company contributions for which arc a peccentage of participants’ carnings or a
percentage of participants’ contributions. ]

The following table sets forth the plans’ funded status and amounts recognised in the statement of consolidated finaneial
position as at 31st December:

1987 . 1988
Assets Excred Accumulated  Assets Exceed Accumulated
Accumulated Benefits  Accumulated Benefits
Benefits  Exceed Assets Benefits | Iifcecd Assels
000 $000 0507 $000
Actuarial present value of accumulated benefit ’ .
obligﬂtign‘” 1,002,799 189,751 1,125,837 272,074
Actuarial present value of rojected benefit :
oblaiglmig:ﬁn alue otpre) 1,299,705 144,672 1,478,961 412,083
Plan asscts at fair value 1,536,310 90,060 1,653,346 168,836
Projected benefit obligation in cxeess of (less than}
gll;n assets 8 (236,606} 294,612 (174,385) 243,247
Unrecognised net gain (loss) . 253,187 28,663 212,039 64,638
Prior setvice cost not yet recognised in net periodic
ot (28,257) (77,608 (26,399) (72,339)
aini i { Januar .
Rclng\;;lmg unrecognised net asset from lst] ¥y 139,135 5076 125,352 4,664
Adjustmenl required to recognise minimum
liability®® - - — —
Pension liability recognised in the statement of
consolidated financial posiion 127,459 250,743 . 136,607 240,214
-— S —— T ————

{1} ¥or the valuation of pension obligations as at 31st Ducember, 1987 and 1988, the weighted average discount rate used

was 10,5 per cent. Substantially all of the accumulated benefit obligation .|s Avcsxed. o

(2) Aspermitted, UAL Inc, has detennined not to racoghlse an additional minimum pension liability as at 315t December,
1988 for plans where accumulated benefits exceed assets.




Plan assets were jnvested approximately as follows as at 315t PDecember:

1987 1988

% %
Cash equivalents and short term governmental and corporate instrumenys 9 10
Long tern governmenial and corporate instruments 40 39
Common stock 32 43
Real estate and other investments 12 8
160 100

The net periodic pension cost of UAL Inc.'s defined benefit plans included the following components;

1986 1987
$000 $000
Service costs - benefits earned during the year 109,818 124,723 98,996
Interest cost on projected benefh obligation 131,710 156,328 172,339
Actual return on plan assets (119,848) (93,4313 (183,355)
Net amortisation and deferrat (21,361) (60,361) {14,213)
Net periodic pension cost 100,319 127,259 73,767
Significant assumptions used:
Weighted average discount rate 9.0% 8.5% 10.5% .
Rate of increase in future compensation levels 6.5% 6.0% 6,75%
Expected long 1erm rate of return on assets 9.0% 9.5% 11.0%

Total pensiont expense for all retirement plans {including defined contribution plans) was $155.8 million in 1986,5187.8
million in 1987 and $133.4 million in 1988,

(1) Post-retivement banefits

UAL Ine. provides certain.life insurance and heaith care benefits for substantially all retired employees. The estimated cost
of life insurance benefits is acerued and funded over the working lives of those employees expecred to qualify for such
benefits, The cost of health care benefits is recognised as claims are paid, The total cost of these post-retirement benefits was
$17.2 millionin 1986,$19.4 million in 1987 and $22.8 million in 1988,

(o) Contingencies and Contnitments

‘The companies have certain contingencies resulting from litigation and claims incident to the ordinary course of business.
These include several lawsuits brought against UAL Inc. by a number of other air carriers alleging violation of the anti-trust
laws and other laws in the operation of UAL Ine.’s compuier Teservations systems. Legal counsel believes that UAL Inc, will
be able to successfully defend these lawsuits, Managemem believes, afier considering a number of factors, including (bun not
limited 10) the views of legal counsel, the nature of contingencies 1o which the companies are subject and the prior
experience of the companics, that the uliimate disposition of these comingencies is not expected to materially affect UAL
Ine.'s consolidated financiat position.

Consolidated commitments as at 315t December, 1988 for the purchase of property and equipment, principally aircraft,
appreximated $4,490 billion, afier deducting advance payments. An estimated §$1.670 billion of these commitments will be
spentduring 1989, $1,910 billion in 1990, $570.0 million in 1991 and $340.0 million in 1992, The major commitments are
for the purchase of 61 B-737-300 aircraft, 30 B-757.200 aircraft and 13 B-747-400 aircraft, The B-737-300s and B-757-200s
arcl: o bcddclilvgeggd through 1990 and 1991, respectively, The B.747-4005 will be defivered by 1992, with 4 scheduled to be
delivered in .

Asat 3lst December, 1988 UAL had guaranteed $61.4 million of airport lease revenue bonds {including accrued interest)
amd UAL Inc. had guaranieed $38.3 miilion of indebtedness of affilintes,

Special facility revenue bonds have been issued by cersain other nwnicipalities to build or improve airport facilities leased
by UAL Inc., Under the leqse agreements, UAL Inc. is required to make rental payments sufficient jn amount to pay when
due the principal and interest on the bonds. As at 31st December, 1988, $516.4 million principal amount of such bonds was
cmstanding, Payment of UAL Inc.’s obligations is secured through standby letters of creditissued under UAL Inc.'s credit
agreement,

Transfers of the tax benefis of accelerated depreciation and investiment ty credits assaciated with the acquisition of
certain equipment have been made previously by UAL Inc. to various tax lessors through 1ax lease transactions, Proceeds
from tax benefit transfers were recognised as income in the year the lease transactions were consummated. The subject
equipment is being depreciated for baok purposes, UAL Ine. has agreed 10 jndemnify (guarapteed it some cases by UAL) the
tax lessors against loss of such benefits jn certain circumstances and has agreed to indemntty others for loss of 1ax benefits in
limited circumstances for certain used alreraft purchased by UAL Inc. subject 10 previous tax lease transactions,

Certain tax lessors have required that lettets of eredit be Issucd in their favour by financlal institutions as security for UAL
Ine.'s indemnity obligations under the lgases, The outstanding balance of sucl letters uf credit woralled $91.9 million as at
33t December, 1988, At that date, UAL Inc. had granted mortgages on aireraft and engines having a total bogk value of
$243.9 million &s s=icurity for Indemnity obligations under tay leases and letters of eredit,

Remmen Amunve
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(g} Foreign Operations

UAL Inc, copdugis aperations in various foreign countries, princi i - : :
| f Jorrig) principally in the Pacific, Qperating revenues from foreign
operations were approximaiely $960.0 million in 1986, $l.,360 billion in 1987 and $1.790 billioi in 1988, £

(q) Discontinued Qperations

On 31st January, 1988, UAL consummaied the sale of Wesiin 1o Caesar Park Hotel ] 1] it of Aokl
Corporation of Japan and the Robert M. Bass Group, for $1.350 billion in czsh.o el Iavesiment Inc, & unltof Ao

On 315t March, 1987, UAL acquited all of the outstanding capital stork of Hilton International from a Jiquidatin
: i ding ¢ " @ trust for
stockholders of Transworld Corporation for $835.7 million in cash and 2,508,609 shores of UAL commo(n‘-u stock valued at

SSG.S_Q per share, Short term borrowings of $800.0 million were issued in conrnection with the Hilten International
acquisition, and were repaid during 1987, '

On L4th October, 1987, UAL consummated the sale of Hilton Intcrnational to Ladbroke Group PLC, for 51,070 billion in
cash and on 30th December, 1987, UAL consummated the sale of Hertz 10 Park Ridge Corporation for $1.3 billion in cash.

The results of discontinued operations are included in UAL’s comsolidated earnings for the periods they were owned. Their
summarised results were 25 follows:

! 1986 1987 1988
. $000 $000 i $000
Operating revenues 2,091,092 2,720,238 32,902
Operating expenses 1,757,174 2,440,185 30,846
Other deductions, net 28,721 127,384 1,790
Pratax earnings ‘ 305,197 152,669 266
incometaxes~ .
Current 108,259 80,159 (486)
Deferred 72,503 3,693 295
Earnpings from discontinued operations 124,435 68,817 457

;l"}ﬁc net assets of discontinued operations, net of intercompany eliminations, as at 31st December, 1987 are summarised a5
ollows: :

$000

Current assets 179,911
Operating property and equipment, net 570,641
Other assets : 96,601
Total assets 847,153
Current liabilities . (196,904)
Long term debt and capital leases (128,283)
Other lizbilitics and deferred credits N (95,219)
Netassets ' 426,747

The provisions (credits) for income taxes on the gain on sales of discontinued operations are summarised as follows:

1987 1988

$000 $000

Current 256,517 349,200
‘Deferred (34,086) (25,710)
222,431 323,490

(r} Net Earnings (Loss) Per Share

Primary net earnings (loss) per share are based on average common shares outstanding - 45,209,253 in 1986, 55,631,820 in
1987 and 29,681,394 in 1988. Such per-share data are after providing for preferred stock dividends of $212,000 in 1986,
$195,000in 1987 and $171,000in 1988,

Fully diluted net earnings per shara for 1987 arc based on 61,596,885 shares, This amount represents the shares used for the
primary calculation plus average shares assumed issued at the beginning of the year for exercises of dilutive stock options and
at the date of issuance for conversion of 7.52 per cent. convertible notes, Such per-share data arc afier providing for dividends
on the 5% per cent, cumulative prior preferred stock and elimination of net interest expense on the 7.52 per cent, convertible
notes. The assumed conversion of outstanding Series B preferred stock or the exercise of stock options would nothave a
dilutive effect on per-share results for the years 1986 or 1988,

The decrease in the average number of comeaon shares outstanding in %988 resulted from UAL’s purchase of 35,500,000
shares of its common stock on 29th Marcly, 1988, On a pro forma basis, if the self-tender offer had been completed on 151
January, 1988, the average number of common shares outstanding }\rould hn\:c been 21,489,085 fgr 1988. :\ssgrqmg
completion of the self-tender offer on 1st January, 1988 and excluding the gain on the sale of Covia Parinership interests (see
{¢) The Covia Partnership), pro forma 1988 earnings per share fram continuing operatiens would have been $16,26.



£7 APPENDIX 2

FINANCIAL INFORMATION ON AIRLINE ACQUISITION CORP,’S TENDER OFFER

The tender offer by Airline Acquisition Corp. for UAL will be financed with a combination of preferred and common
equity and the remainder in bank debt. The tender offer financing will be applied as 10 $6,545 million in the purchase of
UAL comunan stack, asto $240 millton in the cancellation of UAL stock opifons and as 1o approximately $400 million in
expenses in connectjon with, and prepaid interest on financing for, the tender offer, British Airways is contributing $750
million in cash for preferred equity in Airline Acquisition Corp.. The ESOPs will borrow the fundsrequired to purchase
common equity or convertible preferred stock from Airline Acquisition Corp., which will in turn abiain these funds through
bank borrowings. As set out in nate (vi) below, Airline Acquisition Corp, has received a commitment periaining 10 a $5.9
billion loan facility to be used to fund the ESOPs* stock purchase as well as 5o refinance existing indebtedness and tender offer
borrowings and to finance the conversion of UAL common shares ourstanding after the tender offer into the right Lo receive
$300 per share in the merger,

Further details on the various sources of financing are as follows:e

(i) Common Stock .

The senior management of UAL ill purchase 1 per cent. of Airline Acquisition Corp.’s common stock on a fully diluted
basis for $15 million and receive an option 1o purchase an additional 9 per cent, ona fully diluied basis (excrcisable m $15
million per each additional 1 per cent, of the original option), The ESOPs will receive either Airline Acquisition Corp.
common stock, canvertible preferred stock (which will vote with the commen equity prior 1o cenversion) or acombination
thereof; such stake will entitle the ESOPs to 75 per cent, of Aitline Acquisition Corp.’s voting equity on a fully diluted basis,
The ESOPs will obtain the funds to purchase this stock through a loan from Airline Acquisition Corp. of bank borrowings
made by Airline Acquisition Corp,

(ii) Convertible Preferred

British Airways will not be able to sell its holding of Convertible Preferred for a peried of five years, unless a public offering
of Airline Acquisition Corp.'s equity securities has occurred or unless any persen, entity or group (other than the ESODs)
acquires 50 per cent. or more of Arline Acquisition Corp,'s voting securities. The Convertibe Preferred will rank
subordinate to all Airline Acquisition Corp. debt and equity securities other than its common stock.

(iii) 13 per cent, Securities

The 13 per cent. Securities will rank subordinate to all existing and future debt of Airline Acquisition Corp,, 10 the Bridge
Preferred or Pilot Preferred (as defined below) and to the 18 per cent. Securities. The 13 per cent, Securities may not be
transferred except to an entity controlled by British Airways. The 13 per cent. Securities will be redeemed at par plus any
accrued but unpaid dividends on the twelfth anniversary of their issue and may be redeemed at par at the option of the Board
of Airline Acquisition Carp, at any time. The 13 per cent. Securitics are exchangeable in whole at Airline Acquisition Corp.'s
option into a debt security of Airline Acquisition Corp., provided that the holder will be compensated for any tax payable in
respect of the gain, if any, realised upon such exchange, and that such exchange will have a neutral effect on the hoider’s
after-tax return, under any applicable US, UK or other tax laws. .

(iv) 18 percent. Securities

British Afrways may sell the 18 per cent. Securities, subject to Airline Acquisition Corp. Board approval (which shall not be
unreasonably witheld), during the first two years after issue and without such approval at any time thereafter. In the event
that British Airways decides to sell the 18 per cent. Securitjes, the dividend rate will be reset so a3 to render them marketable
at par, subjeet to the rate not exceeding 21 per cent.. British Airways shall have a call on warramis representing up to 2 per
cent. of Airline Acquisition Corp.'s fully diluted voting common equity {which warrants shall not be dilutive 10 British
Airways’ 13 per cent, voting equity stake); such warrants shall be issued only as and if needed to achieve marketability of the
18 per cent. Securities at par within the 21 per cent. dividend rate limitation, shall be issued to and exercisable by US persons
only and shall become exercisable only in the event of a public offering of Airline Acquisition Corp. common cquity
securities. The 18 per cent. Securities are exchangeable in whoie at Airline Acquisition Corp.’s option into a debt security of
Airline Acquisition Corp., provided that the holder will be compensated for any tax payable in respcct of gain, if any, realised
upon such cxchange, and that such exchange will have a neuteal effect on the holder's after-tax return, under any applicable
US, UK or other tax laws. The 18 per cent, Securities may be redeemed by Airline Acquisitlon Corp, at par plus any accrued
but unpaid dividends at any time after st April, 1991 while they are held by British Airways and will be redeemed on the
twelfth anniversary of their issue. The 18 per cent. Securities will rank subordinate to all existing and future debt of Airline
Acquisition Corp. and to the Bridge Preferred or Pilot Preferred {as defined below).

{v) Britdge Preferred/Pilot Preferced

Alrline Acquisition Corp. and Salomon Brothers Holding Company Ine, ("SBHC") have entered into a commitment letter
pursuant to which SBHC has committed 10 purchase (or cause an affiliate 10 purchase), if requested to do so, up to $200
million of preferred stock of Airline Acquisition Corp. or UAL (the “Bridge Preferred™), wogether with warranis {the “Bridge
Warrants”} 10 purchase up to four per cent. of Airline Acquisition Corp.’s common stack on a fully diluted basis otherwise
being made available to the UAL pilots, Such funds will be used to provide an interim financing source for the funds
expected (o be provided ultimately from the purchose by a UAL pilois’ pension fund at the individual direction of the pilot
bencficiaries of $200 million (or such greater amount as may be necessiry to redeem the Bridpe Preferred) of market rate
preferred stack of Airline Acquisition Corp. (the “Pilot Preferred™),

‘The Bridge Preferred will initially have n dividend rate of 16 per cent, per annwn, Upon the first anniversary of the Bridge
Preferred, the dividend rate will be reset within a range of 12 per cent. to 21 per cent. so that, if the Bridge Preferred and the
Bridge Warrants were then to be sobd by SBHC as a unit, SBHC would realise net proceeds of $200 million (plus accrued and
unpaid dividends),

Until the fifth anniversary of the original issuance of the Bridge Preferred, dividends may, at the issuer’s option, be paid in
cash or additional shares of Bridge I’rgf‘crrcd. Tothe extent that, during such period, dividends are not paid curremly in cash
they will be required 1o be paid in additionai shares of Bridge Preferred, Following such five year period, dividends may be
paid only in cash. The Bridge Preferred will be entitled 104 liquidmion preference equal 1o face amount plus accrued and
unpaid dividends, ALany time ort or prior to [ 1th June, 1990, the Bridge Preferred may be redeemed by the issuer a1 face
amount plus acerued and unpaid dividends, Alternatively, the issuer's right of redemption during this period may be

BRITISH AIRWAYS
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structured as avall on the Bridge Preferred, ai face amount, by the pilots, with the acerued and unpaid dividends 10 be paid by
the issuer. After 11sh June, 1990, the Bridge Preferred may not be redeemed until the cornmencement of the eighth year
afier issuance, and then may be redeemed only ata declining premium (plus acerued and unpaid dividends),

The issuer will be required to redeen all of the Bridge Preferred which remains outstanding upon the (welfih anniversary
of issuance aya redemption price equal to the face amount of the Bridge Preferred plusacerued and unpaid dividends.

The Bridge Preferred will be senior to all elasses of the preferred stock of Airline Acquisiting Corp, or the surviving
corporation. The teems of the Bridge Preferred. will provide that no preferred stock may be jssued by Airline Acquishion
Corp, or thy surviving corporation which ranks senicr in right of payment 1o the Bridge Preferred,

The Bridge \‘Uanapls. will he exercisable at any time, in whole or in part for 10 years after issuance, for up to four per cent.,
of the fully difuted Airline Acquisition Corp. common stock, Prior to 1 1th June, 1990, the Bridge Warranis are subject o call
(without considecation) by the pilots based on the amount of the Bridge Preferred redeemed,

Prior to 1134 faine, ¥990, up 1o $150 million face amount of the Bridge Preferred and up 10 75 per cent, of the Bridge
Warranis may be vaasloared by SBHC, Thereafter, there wilt be no restrictions on iransfer of the Bridge Preferred or the
Bridge \Vanam,s,mce:‘pt that all transfers shall be subject 10 the requirements of applicabie law and no transfer will be made,
by SBHC er anyy teansteres, Hsuch wansfer would cause the issuer 10 be subject to the periodic reperting requirements of the
US Securities Bxclange Act of 1934,

(vi) Bank debt

‘The bank financing will comprise two separate fagilities. The first, for up 1056.4 billien, will be used 10 fund the purchase
of UAL common stock pursuant to Airline Acquisition Corp.'s tender offer and for the payment of interest, fees and expenses
in connection therewith, This facility will be repaid in full at the earlier of (£);180 days after the first purchase of UAL
common stock pursuant to the tender offer and {ii) the effective time of the rr’ierger;uf Airline Acquisition Corp. and UAL,
The second facility will comprise $5.9 billion, divided into 2 term loan to refinanci cenain-existing indebtedness and loans
under the first facility #ad to finance the merger and a term loan to be on-lent by 'Airlin::’Acqui;,ition Corp. to the ESOPs 10
enable them 10 purciase common or convertible preferred stockin Airline Acquisition-Corp. Tn addition Airline Acquisition
Corp. will have avaifable to it after the merger a revolving working capital facility of §1.3 billicn,

v
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& APPENDIX 3

PRO FORMA STATEMENT OF COMBINED NET ASSETS

The following is a pro forma statement of the net assets of British Airways Group extracted from the audited consolidated
balance sheet asat 31st March, 1989 afier the proposed investment in Airline Acquisition Cerp.. It 1s_pmv|_ded for illustrative
purpeses; only on the basis that the funding is provigad as 10 £320 million out of the proceeds of the rights issue and as 19 the
remainder by long term debu,

Proforma
British Airways
! Proposed Group after
Dritish investment investment
Airways Group in Airline in Airline
31st March, 1989 Acquisition Corp.  Acquisition Corp,
im im v 4m
Fixed assets
Tangible asseis 2,467 _— 2,467
Invistments 111 484 595
2,578 484 3,062
Current assets
Stocks 32 ‘e 3
Debiors 796 — 796
Cash and short term loans and deposits ‘ 88 — 88
' 016 - 916
Creditors: amounts falling due within one year i (1,748) —_ {1,748)
Net current liabilities . (832) . — (832)
Total assets less current liabilities NS 1,746 484 2,230
Creditors: amounts falling due after more than one year ) (898) (164) (1,060)
Pravisions for liabilities and charges = ' (100) —_ . (100)
Npl‘assels 750 320 1,070
Notes: B
o (i) US § amounts in respect of British Airways’ proposed investment in Airline Acquisition Corp. have been translated at

L $155tofl.

"(ii) No adjusiment has been made to reflect the teading activities of British Airways Group since the date of its latest audited
consolidated balance sheet or 1he costs incurred in connection with the proposed investment in Airline Acquisition
Corp.. .

{ii#) The above presentation reilects the fact thas the Bonds will be included within shareholders® equity in British Airways'
conselidaled accounts, :

BRITISH AIRWAYS
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£ APPENDIX 4

THECONVERTIBLE CAMTAL BONDS, THE PREFERENCE SHARES AND THE DEED FOLL

A, CONDITIONS OF THE BONDS

The £320,215,349 9% per cent, Convertible Capital Bonds 2005 (*'the Bands”) will be constituted by a wrust deed 10 be dated
onog nbogu ZZth Scptcmber,,1989 (“the Trust Deed") made between British Airways Capital Limited (“the Issuer™), British
Airways Ple (*the Guarantor™) and ‘The Law Debenture Trust Corporation p.l.c. (“the Trustee”, which expression includes
115 successors as irustee under the Trust Deed}. The issue of the Bonds was autherised by a resolution of the Board of
Dnrcctgrs of the Issuer‘passed on 24th September, 1989, The giving of the subordinated guaraniee of the Bonds was
authorised by a resolution of the Board of Direciors of the Guarantor passed on 26th September, 1989,

] The Trustee will act as trustee for the holders of the Bonds (“the Bondholders”) in accordance with the provisions of the
Trust Deed, Copiesof the 'I‘ru;t Deed, the Articles of Association of the Issuer (“the Articles of the Issuer”), the Deed Poll
(referred 1o below) and the registrar's agreement (“the Registrar’s Agreement™) to be dated on or about 271h September, 1989
and made bclwcgn the Is§uer, the Guarantor, the Trustee and the registrar spacified belaw (“the Registrar”, which
expression shall mclude_ns successors as such) will be available, together with the Articles of Association for the time being of
the Guarantor (“the Articles of the Guarantor™), for inspection by Bondholders at the grincipal oiice for the time being of
the Trustee, being at the date hereof at Princes House, 95 Gresham Street, London EC2V LY.

The Bonds are convertible inio fulfy paid Exchangeable Redeemable Preference Shares (“the Preferencs Saarer) inthe
Issuer having a nominal value of 1p each and a paid-up value equal 10 100p (being the “Issue Price™, as defried iv Condition
1(b} of the Bonds), guaranteed on a subordinated basis by the Guarantor, which shall be jssued subject to sind in accordance
with the Articles of the Issuey, ' ’

The Preference Shares are exchangeable into fully paid Ordinary Shares of 25p each in the Guarnmoi‘(“Ordinnry
Shares”) in accordance with the rights attaching to the Preference Shares and theterms of a Deed Poll to be executed by the
Guarantor on or about 27th Scptember, 1989 (“the Deed Poll"),

The effective rate for any such exchange will, subject to adjustment in various circumstances a5 set out in the Anticles of
the Issuer and as summarised below, be 0.411523 Ordinary Shazes for every Preference Share so exchanged.

In addition, the Bonds may, at the Guarantor's option and subject to the appropriate approvals and resolutions of the
shureholders of the Guarantor having been obtained, be required 1o be exchanged into fully paid cumulative convertible
redeemable preference shares in the Guarantor having a nominal value of 1p each (“Guarantor Prefetence Shares") which
shall be issuc at a price equal to the Tssue Price, and subject to and in accordance with the Aniicles of the Guarantor.
Guarantor Preference Shares will be convertible into Ordinary Shares on terms corresponding to the conversion and
exchange rights attaching 10 the Bonds and will yield, by reference to the price at which they are issued, the same amount
{including any tax credit attributable thereto 1o which an individual resident for United Kingdom 1ax purposes in the United
Kingdom at the relevant time would have been entitled) per annum as represents the yield {before tax) on the Issue Price of
the Bonds immediately prior 1o the exchange thereof for Guarantor Preference Shares. The retnaining terms of the
Guarantor Preference Shares shall, so far as applicable, be consistent with those of the Bonds and otherwise shall be s agreed
at the relevant time between the Guarantor and a merchant bank in the City of London (selected by the Guarantor and
approved by the Trustee, such approval not to be unreasonably withheld or delayed) as appropriate for an issue of cumulative
convertible redeemable preference shares by a company incorporated in England and having a financial standing comparable
with that of the Guarantor at the relevant time, ' : P Lo

o .

Certain of tive staternents below are summaries of and are subject 1o the deailed provisions of the Trust Deed, the Articles
of the Issuer, the Articles of the Guaraiior, the Deed Poll and the Repistrar's Agreement. Bondholders will bc_emitled tothe
benefit of, will be hound by, and will be deemed to have notice of, all the provisions of the Trust Deed, the Articles of the
Issuer, the Articles of the Guaranter, the Deed Poll and the Registrar's Agreement.

1, Staws, Form, Title and Transfers

(a) Status

The Bonds will constitute direet, unsecured abligations of the Issuer and will rank pard passu without any
preference among themselves,

{b) Form
The Bonds vill be in registered form., The Bonds will have no nominal value and will be issued ata price of 100p
per Bond (Mthe Issue Price”), The principal amount secured by each Bond will be the Issue Price, on which interest
will be payable in accordance with Condition 4, alibough the right 1o repayment thereof and the application of the
proceeds is subject to these Conditions.

(¢) Title
Title to the Bonds will pass by wransfer and registration as described in Condition 1(d). The Issuer will cause to be
kc:)lt ulto the specified oﬂ'licc in};he United Kingdom of the Registrara register (“ibe Register”) on which shall be
entered the names and addresses of the holders of the Bonds and the particulars of the Bonds held by them and of all
transfers of Bonds, The Issuev will procurs (hat, as soon as practicable after the Issue Drate (as defined in Condition
4¢a)y and in any event not fater than Ist Dcccmbcr, ]989, ll}c Register is duly mndq up in rcspecll ojthe lmuml
subscribers and purchasers of the Bonds and definitive certificates for the Bonds will be despaiche : on Ist \
December, 1989. Except as orduered bv a court of competent jurisdiction or as required by law, ll:lc ss;mr, ‘: “‘I
Guarantor, the Trustee and the Registear shall be emitled totreat the registered holder of a Bon has the ahsolute
owner thereof (whether or not overdue and notwithstanding any notice of own‘crslu‘;‘) or wrnz'ngfiucr%on or dany
notice 6f loss or theft or of any trust or other interest therein), References herein to “holders™ of Bonds, and 1o

“Bondholders”, shall be construed accordingly,



FEs

(I Transfers
Subjes1 o the prayisions of the Trust Deed and the Registrar's Agreement, Bonds may be transferred 1 whole but
natin pare only by delivery of the certificate or certificares for she Bonds to be transferrad, together with a form of
teansfer in usual or common form or in any other form which the Issuer may approve, duly completed and exesures
hy the wransferor, at the specified office of the Registrar,

Lipars the trensfer o 2ny Bonds a centifieaté for the Bonds wransferred will, within 14 days of receipt of the relevant
form of transfer be mailed (uninsured and at the risk of the holder entitled thereto) to such address as may be
specified in such form of transfer, Where some oaly of the Bonds comprised in acenlificate are transferred she old
certificare shall be cancelled and 2 new certificate for the balance of such Bonds issued in lieu thereof withous
charge. '

Transfers will be effected withcut charge by or on behalf of the Issueror the Registrar, but upon payment (or the
giving of such indemnity as the Registrar may require in respect) of any 1ax or other governpmental charges which
may be imposcd in relation 1o it e

Neiilier the Issuer nor the Registrar will be required 10 registef the transfer of any Bond during the period of 7 days
prior to any Record Date (us defined in Condition 14) or 2 Required Conversion Date, a Required Exchange Date,
or in respect of which Conversion and Exchange Rights or Conversion and Redemption Righis shall have been
excrcised,

2. Notification of beneficial ownership

The Guarantor shall be entitled by notice in writing (a “Bond Disclosure Notice”) 1o require 2ny Bondhoider from time to
time or any other person appearing to be interested or appearing to have been intcrested inthe Bopds to provide the
information as set out in Article 43(A) of the Articles of the Guarantor as if thiet Article applied to the Bends, If a Bondholder
shall fail to corply with any such requirement then until the Bondholder shall comply with such requirement to the
satisfaction of the Guerantor e

(@) the provisions of Article 68 of the Articles of the Guarantor shall apply to the person who becomes registered in
respect of the Ordinary Shares issued on the exchange of Preference Shares following the conversion of the Bonds
to which the relevant Barid Disclosure Notire relates, in relation o such Ordinary Shares, as if snch Bond
Disclosure Notice were a Disclosure Notice (as defined in Article 43(A) of the Articles of the Guaransor);

(b} the holder of the relevant Bonds shall notbe entitled to receive any payment of interest on the Bonds; and

(c) theholder of the relevant Bonds shall not be entitled to exercise Conversion and Excharige Rights pursuant 1o
Condition 5(b). ’

See paragraph 3(g) of Appendix $ for a summary of the relevant provisions of the Articles of the Guarantor.

3. Subordinated Fuarantee
{3) Guarantee .
The Guarantor will, in the Trust Deced, unconditionally and irrevocably guarantee the due and punctual payment
of all sums payable on or in respect of the Bonds under these Conditinng (including, without limitation, interest
thereon and any sums payable pursuant to Conditions 9 or 10), Such obligations will constitute a direet and
unsecured abligation of the Guarantor, subordinated in accordance with Condition 3(b). -

(b) Subordination of Guarantee

If an order is made or an effective resolution is passed for the winding-up of the Guaranzor, the Guarantor shall, 10
the extent required to make payment under the guarantee referred 1o in Condition 3(a), make payment onlv of such
amounts as would kave been payable if the holders of the outstanding Bonds had, or: the day preceding the
commencement of the winding-up, become holders of shares in Ve Guarantor of a cless having a right 10 reccive
(parf passu with the holders of any other class or classes of securities which following the issue of the Bonds may ke
issued by the Guarantor or any subsidiary of the Guarantor with the benefit of a guarantee of the Guarantor
subordinated on a similar basis} in a winding-up of the Guarantir tin priority to the holders of all other classesof
sharesin the Guarantor, issued or to be issued) an amount equal 10 the redemption monies which would have been
payable if the Bonds had been converted at the date of commencement of the winding-up and the interest expressed
to be payable in respect of the Bonds up to the date of commencement of the winding-up,

4, Inlerest

{2) Each Bond shall bear interest at the rate of 9% per cent, per annum {or such other ra“e as may be specified from
time to iime pursuant to Condition 12) on the Issue Price, Such interest shall be paid semi-annually in srrear on
31st March and 30th September (each an “Interest Payment Dare™) in each year, save that the first payment of
interest to be made an 315t March, 1990 will be [n respect of the perioc® from and ineluding 20th October, 1989
{“'the Tssue Date™) up to but excluding 31st March, 1996 and will amaunt to 4,327397p per Bond and the final
payment of interest to be made (subject as provided in Clause 12) on 15th June, 2005 will bein tespeet of the period
from and including 31st Mareh, 2005 and wil! amount to 2.030137p per Bond, If any Interest Payment Date wocld
otherwise falt on a Saturday, Sunday or a day w.sich isa public holiday in England, stch Interest Paymem Date
shall be the first date prior to such date which is nor of such description,

(b} Tnterest will cease to acerue on cach Bond in respect of which Conversion and Exchange Rightsare exercised on
the relevant Conversion Date (as defined in Condition 5(b)) and wilt be paid within 7 days of the relevant date,

(€} Where Conversion and Redemption Righits are exercised in respect of a Bond pursuant to Condition 13(a) or
Condition 13(%) (and nowwithsianding that the provisions of Condition 9 or 10 may apply there1o) or upon an
cxercise of a Guarantor Exchange Right, interest shall acerue on such Bond up to the Current Maturity Date, the
Maturity Date or, ng the casz may be, the Required Exchange Date and will be paid within 7 days of the relevau,
daie,

(d) Inteestwill cease to acerire on ench Bond on its due date for redemption ar repayment uniless redemplion or
repayment is improperly withheld or refused or default is otherwise made in payment thereof. In such event,
interest will coniinue to acerue {as well after as before any judgment of a competent court) up to hut excluding the
date on which payment in fufl of the redemplion or repayment mondes in respect thereof is made,

{e} Tixamountof any interest aceruing in respect of a period shall be caleulated on the basis of 2 365-day year and the
nt mberof days elapsed,
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Converslan and Excliange

{a)

(B

h

{2)

0

Copversion and Exchange Rights

Subjees 10 and in age rdanice wita tss provisions of this Comlition i

2u A ¢ Vita th the holder of each Bopd shall have the right (3
'(?vr'l_vcrawn and Fxchange Righy") 10 sonven such Bond inta a P'rcfcrcnce Shace which shail aujomatically be :
exchanged for Ordinary Shares pugsuant 1o the Articles of the Issner 2nd the Deed Poll and as provided herein,

Exercise of Conversion angd Exchange Rights by Bondhotders

(i) A Bondhelder wilt be entitled, subject as provided i paragraph (i) below, 1o exercise Conversion and
Exchangs Rights as of L3h June ("the Annual Conversion Dare™} jn the year 1993 and jn each of the
following years Hp i and including the year 2005 or up 10 and including any later year in which the Matarity
Date (as sieijned in Condition 12} falls, Coavetsion and Exchange Righs may be exercised pursuant to this
paragrapii (i during the period of 28 days ending on the relevam Annual Conversion Date, except where such
dae is also the Maturity Date when the relevant peried shall commence 28 days and end 7 days prior 10 the
Magarity Date.

{iy [fan pﬁc: is madge o the halders of Ordinary Shares (or all such holders other thaa the offeror and/or any
assaciate of the offeror (as defined in Section 430(EX4) of the Companies Act 1983 of Great Britain)) to
acquite the whole or any part of the issued ordinary share capital o the Guzrantor, or if any pegaan proposes a
schcmc.v.:uh rqgard to such acquisition and {such offer or scheme having become or been deriared
usiconditional in all respeets) the Issuer or the Guarantor becomes awase that the right 10 cast inare than 50 per
cent. of the votes which may ordinarily be cast on 1 polf at a ganeral meeting of the Guarantor has or wiil
becorme unconditionally vested in the offeror and/or associate as aforesaid (a “Relevant Event™), the Issuer or
the Guarantor shall give written notice thereof {which shall include notice of ail or any prior adjusiments to the
Exchange Rawe (as described in the Articles of the Issuer) made prior 1o the date of such notice or in
consequence of the Relevant Event pursuant (o the Articles of the Issuer) to all Bondholders within 14 daysof
the first day on which it becomes so aware (“the Relevant Date™) and each Bondbolder shall be entitled 1o
exereiss Conversion and Exchange Rights asof the Refevant Date, Conversion juid Exchange Rights may be
exercised pursuont to this paragraph (ii) during the period of 42 days from the date of mintice ol the Relevant
Eventbeing given 1o Bondholders as aforesaid,

Each_. pcriogl tiuring which Bondholders may exercise Conversion and Excéhange Rights pursuant tothis Condition
5(b) is herein referred to as a “Conversion Period”,

T'he date as of which Conversion and Exchange Rights may be exercised by Bongholders pursuant 10 this Condition
5(b), and in the case of the exercise of Required Conversion and Exchange Rights, the Reievant Required
Conversion Duate (in each vase as defined in Condition 5(e}), and, in the case of th2 exercise of Conversion and
Exchange Rights by the Trustee pursuant to Conditien 5(g), the Marrity Date, is herein refiécred toasa
“Conversion Date™, provided that if any Conversion Date would otherwise fall on a Sawurday, Sunday or o day
swhich is a public holiday in England, such Conversion Date shall be the first day following such date which is noi of
suzh description,

Allotment of Preference Shares
If Conversion and Exchange Rights or Required Cowuversion and Exchenge Rights {as defined in Condition 5(e))

are exercised in respect of any Bond, such Hond shall be converted on the refevant Conversion [ate into one fully
paid Prefecence Share, whicit shiall be alloued ata price of 100p (comgrising payinent in full of the nominal amount
thereof of 1p and of the premium on issue thereof of 99p) in accordance-with the Articles of the lssuer, credited as

fully paid. Ona Preference Share shall be atlotied on exercise of such Rights in respect of each Bond,

Qrdinary Shares

By exercising a Conversion and Exchange Right, a Bundtholder (or in the case of wJondition 5(g) the Trustec) will
be decmed, subject to and in accordance with the Articles of the Issuer and the Dieed Poll, 2iso 1o have exercised tha
Share Exchange Right (as defined in the Articles of the Jssuer) applicable 1o the Preference Shiate arising on the
exsreise of such Conversion and Exchange Kight, and ¢ Issuer will procure thatsuch Prefarence Share is
exchanged, In acestdancs with the Articles of the Issuer and the Deed Poll, for Oxdinary Shaps. QOrdinary Shares
issued as ot u Conversion Date in any year shall rank for any dividends declared or paid on the Ordirary Shares by
reference to & record date on or prior to the relevant Chnversion Date.

Required Conversion and Exsharige by the [ssuer

I smmediately after any Annual Converaion Date 73 per cent. or nere of the Bonds shall have been converied or
redeemed, she Issuer shall (subjet fo the provisions of Condition 8 and to uny applicable Jaw) have the ng_h‘r. {a
“Required Conversion and Exchange Right"} hy not more than 56 (la.ys nor less than 28 days notice inwriting 1o
the Bondholders (3 “Required Conversioa Not.ce™) expiting not carlier thun I§th June, 1993 and niot later than the
Currem Maturity Date, given not later thait 28 days after such Anuwal Conversion Date (or any sigtnequent Annual
Conversion Date), to convert ail, bt not £.me oniy, of the Bonds, as of the dut¢ of expity ol the l}cql‘nrcd .
Conversion Hatice (“the Rer, " rod Conversion Dae”) but with effect from the Anaual Cagrversion Date felluwing
which the Required Conversion Notice was given, mnto Preference Shares, dad the Share Exchange Rights i,
respect of all Preferenee Shares allotied en any such Required Conversion Date shall be deetned 1o bave beri:)
excrcised forthwith upon such allotment, and ihe Issuer will procure that such Preference Sharcsarr.: uecordingly
exchanged, in accardance with the Articles of the Tssurr and the Deed Doli, for Ordinary Shares, A Reyuizred

Conversion Notice shall be irrevacable.

Procedure for Lxercise of Conversion ind Exchange Rights

A Conversion and Frchange Righl may be exercisad by a Bon.dholdcr.dclwcring' the certificate or certificates
relating to the relevant Borwd 1 vhe specified office of the Reyistray, wnh|thc nouee of conyersion 3nd exchange (a
“Conversion and Bxchange Netis4™) and the registration declararicn {n "Madonahty Dechirationt }asset outon the
reverse thee2of andfor a notlee or declaration in such ether form as maybe as otherwise prssc_nbud from times ‘
time by the Issuer duly compleied and signed atany tme during the relevant Conversion I cmld togct!’ncr with such
other information (if any) as the Issuer or the Guaranior may require 10 prove the utlc‘uf the p“.r(s:on exercising dlhc
Conversion and Exchange Right ¢r as to the matiers referred to in the Nauenality Declaraion: on;rm:smn an
Exchange Rights shall be exereised subject in eanit care (o any applicable fiscal or other laws orregulations

applicable at the place aforesaid.
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Where Conversion and Exchapge Rights are exercised in sespect of some only of the Bonds comprisedina
eertificate, the old certificate shall be cancelled and a new cervificate for the balance of such Bonds jssued inlien
thereof without charge,

A Conversion and Exchange Notjce once delivered shall be irrevocabie,

(8} Exercise of Convezsion and Exchange Rights by the Trustee Immediately prior to Mﬂturit}'Dal{
The Trust Deed provides that the Trustee shall (but without any responsibilily for any Joss occasioned thereby),
within she perind commencing on (but excluding) the date 7 dJays prior toand expiri ng on the day before the
Mawrity Date, exsycise as of the Masurily Date the Converstost and. Exchaunge Rights in respecy of such of ihe
owstanding Bonds (“Unconveried Bonds™ ss have not beea the subject of the exercise of_ Conversion and ,
Excharge Rights pursuam to Cendition S(b) or of Required Conversion and Iixchange Rights or of a Guarantor's
Exchange Right prior 1o suck date, if (i) the T rustee is satisfied, or isadvised by a merchantbank in the City of
Londan selected by the T Tustee, that the net proceeds of a.sale of the Ordinary Shares arising from such exercise
(disregarding any lizhility {other than 2 liability of the Trustee) 10 taxat’on ronsequent thergon) would be Jikely 1o
w¥tond the aggregate of the interest otherwise payable on the Bonds ane the redemption monies that would .
therwise be payable on the Preference Shares arising as the result of the exercise of Conversion and Rcdc_r.npuor.a
Rights (as defined below) in respect of such Bonds on the Maturity Date pursuant 1o Condition 13(a) and (ii) all {if
any) necessary consents have been obiained, The Ordinary Shares allotted on such exercise shall be allotied 1o 1he
holders of the Unconverted Bonds but shall then be s0ld by the Trusiee on behalf of the holder or person entitled
thereto and payment of the et preceeds of sale shall be remitted to the holder or person entitled thereto In
accordance wath Condition 14 within one month after the Marurity Date.

{h) Taxes etc.
On the exercise of Conversion and Exchange Rights or Conversion and Redemption Rights or on sny sale of
Ordinary Shares being made pursuant to Condition 5(g) by or on behalf of a Bondholder or other person, such
Bondholder ox other person must pay all taxes and stamp, issue and registration duties (if any) arising in Tespect
thereof (other than any taxes or capital or stamp duties ot stamp duty rescrve 1ax payable in the United Kingdom or
the Island of Jersey in respect of the jssue of Preference Shares on such exercise, which shall be payable by the
Guarantor) and such Bandholdey or other person must pay all if any taxes arising by reference 1o any disposal or
deented disposal of a Bond in connection with such exercise. Neither the Issuer nor the Guarantor nor any of their
respective agents will impose any charge on conversion of Bonds,

6. Dreference Sharcs

{a} Preference Shuzes allotted pursuant to these Conditions will be fully paid and, save as referred to in the Articles of
the Issuer, tank pard passu with all (if any) fully paid Preference Shares then in jssue.

(b) Whilst any Borid remaing outstanding, the Guarantor shall procure that no slteration is made to the nominal vajue
of the Preference Shares (whether by consolidation, sub-division or otherwise),

(c) Preference Shar:s will be allotted as of the relevant Conversion Date (in the caw: of an exercise of Conversion and
Exchange Rights by a Bondholder or by the Trustee or in the case of the exercise of Required Conversion and
Exchange Rights by the Issuer) or the Maturity Date or Cusrent Maturity Date (in the case of an exercise of
Conversion and Redempiion Rights) and will be allotted jn the name of the holder of the Bond completing the
relevant Conversion and Exchange Notice or his nominee (in the case of an exercise of Conversion and Exchange
Rights by a Bondholder) or the ‘Trustee, or as the Trustee may direct (in the case of an exetcise of Conversion and
Exchange rights by the Trustee or the exercise of Conversion and Redemption Rights) or on behalf of the relevant
Bondholder in the case of a Requived Conversion and Exchange,

7. Exchange into Guarantor Preference Shures by the Guarantor
(1) Subject to Condition 8, the Guarantor shall have the right (a “Guarantor’s Exchunge Right™) by giving notice (a
“Guaranter Exchange Notice”) pursuant to Condition 7(b) 10 require the exchange of all, bul not some only, of the
outstanding Bonds for Guaranter Preference Shares, subject o alt necessary approvals and resolutions of 1)ie
shareholders of the Guarantor having been obtained.

(b} A Guerantor Exchange Notice shull be given by the Guarantor to cach of the holders of Bonds for the timie being
outstanding not less than 60 nor more than 90 days prior to the date on which a Gunrentor Exchange Right isto be
exercised {"the Required Exchange Date™), Sueh notice, once given, shall (subject as provided in Condition 8)be
irrevocable und shall specify the Requirsd Exchange Date,

(c) Onthe Required Exchange Date each Bond shall be redeeined atits Issue Price and an amount equal 1o the Issue
Price of that Bond shall be npplied in paying wy in full a Guarantor Preference Share of Ip par value, which shall be
aliotied and issued at a price equal to the Issue Frice, One Guarantor Preference Share shall be allotted on
exchange of each Rond,

(d) The terms of the Guaramor Freference Shires relating to conversion imo Ordinary Shares and in relation to
redemption at Maturity shall correspond, so far as applicable, to the relevant Conditions of the Bonds and terms of
the Preference Shares and otherwise shall be as agreed at the relevant time between the Guarantorand a merchant
bank in the Clty of Lendon (selected by the Guarantor and approved by the Trustee, such approval not 1o be
unreasonnbly withhzid or delayed) as appropriate for &n issue of cumulative convertible redeemable prefetence
shares by a compary incorporated in England and having a financial standing cotnparable with that of the
Guarantor ar the refevant time,

8 Restrictions on Required Convetsion and Exchange and Guarantor’s Exchange Right
Notwithstanding anything 10 the contrary contained in these Conditionsi—
{n) ncither a Guarantor Exchange Notice nor g Required Conversion Notice may be given ifan Bvent of Default or
Patential Event of Default shall have occurred and be continuing, and {f an Event of Default ot Potential Event of
Default shall occur after a Guarantor Exchange Notlec or Required Converslon Notice shalt have been given and
prior to the Required Exchange Date or the Required Conversion Lyate, as the case may be, then such notice shall
automatically be revoked and the relevant exchange or conversion shall not take place;

(b) neither a Required Tanversion Notice nor a Guarantor Exchange Notice may be given specifying a Réquired
Conversion Date of, as the case may be, Required Exchange Date falling during any Conversion Period, and any
such notice given shall e invalid and any sucly netice given during n Conversion Period but specifying a Required
Conversian Date of, s the case may be, a Required Exchange Date falling after the expiry of o Conversion Period
shall be without prejudice to the exercise of Conversion and Exchange Righus or, as the case may be, Conversion
and Redemption Rights duting the relevant Conversion Period pursitant 1o these Conditionsy and
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(e} neithera tinarenior Exchange Notice ner a Requirsd Conyersion Notice v i 4
g cha s L Required | ce fmay bo given at any time after an pffer.or
seheme (in rach ¢ase ws referred [0 i Condition 3(bi(ii)) has beer announced pnul such time as sachnfier shal)
fave been dectared wnanditional it 2l respect or shall have lapsed or have been withdrawn L1, as the gase maybe,
:té:&t;:l;l;rc‘ g??:fet;::r:gcfgpdu!g qdopt-ﬁd or ‘wujldE raur or cancelled and any such potice given duting any suth
o 1 uespecifying a Required Exchange Date or, 35 the-c a Ryquited Conyersion
Dare falling during such perjod, shall be invalid. & f cA9e mey b Rvauived Gonyession

As used int these Conditionm-—
(a) “Event 91‘Defnult" means any of the svenis spezifind in parzgiaphs i) to {vii)of Candilicn 16;
Giiy “Potemial Event of Defanit” means any event o circymsiance which with the ziving of notice, the lapse of

i, the issue of a certificate or the fulfilment of any other condition previded in Condition 16 would
constitute an Eventof Defunll,

9, Uaderwritten Bond Purchase

The Tasuer may give natice 1eshe Bondholders at the same time as giving notice 1o the Bondhedders pursuznt 1o Condition
12, stating that i has entered into Arrangemertis o procure the purchase by a third pariy or third pasties of all or up to 2 stated
number of any Bonds in respect of which the Conversion and Redemption Rights may be sought to be exercised pursuant to
Condition 13(b) at a price not less thart thie Issue Price, Such notice shall, subject as provided below, be irrevocable and shall
oblige the Issuer 1o procure each such purchase {and in default thereof itsc!f to purchase) and each Bondholder secking to
exercise Conversion and Redemption Rights inrespect of any Bonds purstant to Condition 13(b) 10 self such Bonds 10 the
relevant purchaser without the Bondholder taking any action other than would have been required were the Bonds to have
been converted pursuant (o Qpndmon 13(b), Bonds purchased pursuant to this Condition shall not be redeemed and
corwerted pursuant to Condition 13(b) notwithstanding that the relevant Bondholder may have sought to exercise
Conversion and Redemption Rights in respect thereof,

Any such notice shall also contain details of the price at which such purchase isto be effected, the name of the person or
persons who will purchase or underwrite the purchase of the Bonds and details of any circumstances (* Relevant
Circumstances”} in which, pursuant 10 the terms of the arrangements, the relevant person or persons may be relieved of their
obligations to make such purchase, the basis of selection of Bonds 10 be purchased if the arrangements may not apply to atl
relevant Bond-, the aggregate of all fees and expenses payable to such person or persons by the Issuer or Guarantor or any
other persen in respect of the purchase, the terms of any indemnity, buy back or equivalent arrangeinents given to or agreed
with such person or persons by the Issuer, the Guarantor or any other person and the arrangements in relation o payment of
such purchase price to the Bondholders (which arrangements shall be nrutatis mutandis as provided in Condition 14 and shal}
be such as to result in no delay in payments to Bendholders),

If, as a result of the cccurrence of a Relevant Circumstance, the relevant person or persons shall be relieved of their
obligations as aforesaid, ot if for any other reason whatsoever, any Bonds are not purchased as contemplated above, then the
notice given pursuant to this Condition shall be deemed not to have been given in respect of sueh Bonds,

10, Underwritten Share Placement

Taz Guarantor may (subject 10 any necessary approvals and resolutions of the sirareholders of the Guaranior being in force
and effect) on and with effect from the Maturity Date deem Share Exchange Righis 1o have been exercised in respect of all or
a stated number of the Preference Shares that will arise pursuant to the exercise of Conversion and Redemption Rights on
such date pursuant 1o Condition 13(a), having cntered into arrangements (which arrangerments shall be such as to result in no
delay in payments 1o Bondholders) for the Ordinary Shares to be issued to be placed on behalf of or purchased from the
relevant Bondholders, The relevant Bondholders shall not be obliged to take any action in respect thereof, The proceeds from
such placing or purchase shall be paid in cash by the Guarantor to the relevant Bondholders in the manner provided in
Condition 14 up to an amount ¢qual 1o the amount which would otherwise have been payable on redemption of such
Preference Shares so arising and the Guarantor may retain any excess. If such proceeds (net of expenses) are less than such
amount, the shortfall shall be paid in cash by the Guarantor to the relevant Bondholders together with such proceeds asa
single payment, If for any reason whatsoever any Ordinary Shares are not placed or purchased as provided above, then the
notice given pursuant to this Condition shall be deemed not to have been given in respect of the relevant Bonds,

11, Purchases

The Guarantor or any of its subsidiaries {including the Issuer) may, subject to any relevant laws or regulations, at any time
purchase Bonds at any price, except that, if the Bonds are ther listed on The Stock Exchaggc, (a}in the case of a purchase by
tender, tenders will be available to all the holders of Bonds alike and (b) such price, exclusive of expenses and accrued )
interest, shall not exceed (i) in the case of a purchase in tie open matket or by tender (as aforesaid), the average of the middle-
market quotations of the Bonds on The Stack Exchange (as derived from The Stock E:_mhangc Daily Official List) for the last
10 dealing days preceding the date of purchase or (if higher), in the case of a purchase in tlic open market only, the market
price on the date of purchase, provided that such market price is not more than 105 per cent, of such average and (i) in the
case of a purchase by private treaty, 120 per cent. of the middle-market quotation of t}lc Bonds on The Stock Exchange (as
derived from The Stack Exchange Daily Official List) for the last dealing day preceding the date of purchase.

12, Extension of Maturity . . .

The Issuer shall be entitled, by notice in writing (which shall be irrevocable) given 1o all the Bondholders at any time while
any Bond remains outstanding, from time 10 tirne (so that such notice may be given on more than one oceasion) to extend the
maturity of the Bonds to 15th Junc in any year afier 2005, The date for the time being fixed for the maturity of the Bonds is
herein called “the Maturity Date”, However, no such notice may be given more than 56 nor less than 28 days prior to the date
{“the Current Maturity Date™) which is, immediately prior 1o the giving of such notice, the Maturity Date. In giving any such
notice, the Issuer shall be entitled to specify that with effect from the Current Mawrity Date interest shall acerue on the
Bonds at such rate, which may be greater or less than the rate of fnterest then in effect, as may have been agreed by a
merchant bank n the City of London (sclected by the Issuer and npproved by the Trustee, such approval not to be
unreasonably withheld or delayed) to render the rate of interest payable on the Bonds {taking into accoumt }hc value of the
conversion and exchange rights) with effect from the Current Maturity Date reasonably comparable with then current
mirket rates, and which shall be specified in such notice. In the absence of any such specification, interest shalllcommuc 1o
accrue at the rate in eflectiinmediately prior to the giving of such notice. Such notice shall provide for Bondhlders 1o have
the right to notify the lssuer in writing, within the period commencing on the date on which the notice is gweﬁ nng expiring
on the date 7 days prior to the Current Maturity Date, that the Bonds to which such notice relates shall :ém be ?& sin
respect of which Conversion and Redemption Rights are 10 be deemed 10 have been exercised asof the Current Maturity

Date pursuant to Cendition 13{b). Any such notice given by a Bondholder shall be irrevocable.
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13, Converajsnand Redenprion

{8l Deemed Exercise of Conversion and Redemuninu Bights on Mainrity Date _ ‘
The kolder cf cach owsianding Bond will be germed to jiave exereised shs righy {a “Conversion and Redempiion
Right") o converi such Bond into a Prefergnay Share on and with effec: from the Matuity Date, pniess prior
thereto Conversion and Exchange Rights, Riquired Conversion and Exchange Rigits ora Guaranior’s Exchange
Right shall have been exercised (including without limitation Conversion and Exchange Righis exercised by the
Trustee pursuant to Condition 5(g)) in respect thereof as provided herein, Upon Conversion and Redemption
Riniis being so exercised in respect o any Bond, such Bond shall be redeemed on the Maturity Date at its Issue
I%ice and the proceeds of redemption shall be applied in paying up in full the subscription price of 100p of 3
Preference Shore {eomprising payment, it 11l of the nominal amount thereof of 1p and'lhe premium on issue
theweof of 99p) which shall aceordingly be allerred in pecordance with the Articles, eredited as fully paid, One
Peeference Share shal) e allotted an the gxercise of such Rights in respect of each Bond.

Subject to Condition 10, the Preference Shares allotted upon such exercise shal! forthwith be redeemed by the
[ssuer aza price of 100p per Preference Share in accordance with the rights attaching thereto,

(b) Convession and Redemption on Extension of Maturity
If the issuer shall give notice pursuant to Condition 12, a Bondholder will be deemed 10 have exercised, os of the
Current Mawrity Date, the Conversion and Redemption Rights in respect of all or any of the Bonds registered in
his name uniess on or prior o the date 7 days prior to the Current Maturity Date he shall have notified the Issuer ss
deseribed in Condition 12 and subject as provided below and to Condition 9 the Preference Shares allotted upon
any such conversion shall be redeemed at a price of 100p per Prefesence Share in accordance with the rights
auaching thereto, An exercise of Conversion and Redemption Rights shall be irrevocable, .

{e) Cancellation ;
Buhject 10 Cozdition 9, all Bonds redeemed, converted ox purchased shall be cancelled forthwith by or on behalf of
the Issuer and may not ba re-issued or re-sold.

14, Payments

{2} All sums pavable in respect of a Bond, whether of amounis payable on redemption of the Bonds or interest or
pursuant to Condition 9 or 10 or otherwise) shall be paid by sterling cheque or warrant drawn on a Town Clearing
Branch of a bank in the City of London and sent by post addressed to the holder appearing on the Register at the
close of business on the seventh day prior to the date on which the relevant payment is due (*'the Record Date”) at
his registeres address or, in the case of joint holders, addressed to the holder whose name stands first in the Register
in respect of such Bond at his address as appearing in the Register or addressed 10 such person and at such address as
the holder or jolnt holders may in writing direct, Every cheque or warrant shall, unless the holder or joint holders
otherwise direct, be made payable to the order of the holder or, in the case of joint holders, to the order of the holder
whose name stands fiest on the Register, and shall be sent at his or their risk and payment of the cheque or warcant
by the bank on which it is drawn shall constitute a good discharge to the Issuer, Any one or two or more joint
holders may give effective receipts for any such sum payable in respect of the Bonds held by them, Where a person
is entitled by transmission to 2 Bond, any such sum payable in respect of the Bonds may be paid as if he were a
holder of the Bond and his address noted in the Register was his registered address.

{b) Mo monies payable by the Issuer on or in respect of any Bond shall, save as otherwise provided in the Conditions,
hear interest against the Issuer.

{c) Any interest or other sum payable on any Bonds unclaimed after a period of 12 years from the date when it became
due for payment shall be forfeited and shall revert to the Issuer and the payment by the Directors of the Issuer of
any unclaimed interest or other sum payable on or in respect of a Bond into a separate uccount shall not constituie
the Issuer a trustee in respect of it.

(d) Cheques or warrants shall be despatched not later than the business day preceding the due date for payment. [n
these Conditions, “business day” means any day on which banks arc open for business in the City of London,

15. Taxation

All payments of interest in respect of the Bonds will be made subject 1o the deduction of any United Kingdom income tax
required to be withheld at source, but no deduction or withholding for or on rccount of any present or future taxes, duties,
assessments or governmental charges of whatever nature (“Taxes”) imposed or levied by or on behalf of the United Kingdom
or the Island of Jersey or any authority therein or thereof having power ta tax shall be made in respect of any other payment
in respect of the Bonds {(whether of redemption monies or pursuant to Condition 9 or 10 or otherwise (other than payments of
interest as provided above)} nor shall any withholding or deduction be made for or on account of any Taxcs imposed by ot on
behalf of the Island of Jersey or any authorily therein or thereof having power to 1ax in respect of any payment of interest on
the Bonds, unless in any such case the Issuer or, as the case may be, the Guarantor is required by lawto deduct or withhold
amounts for, or on account of, such Taxes. If any such deduction or withholding is required 10 be made by law in respect of
any such Taxes, the Issuer or, as the case may be, the Guarantor will pay such additional amounts as shail be necessary in
order that the net amoums received by the Bondholders afier such deduction or withholding shall equat the amounts which
would have been receivable in respect of the Bonds in the absence of such deduciion or withholding, except that no such
additional amounts shall be payable:—

(i) 1o, orton third party on behalf of, a person who Is subject to such Taxes, by reason of his being connected with the
Island of Jersey or, as the case may be, the United Kingdom otherwise than merely by the holding of the Bond or
the receipt of redemption monies or interest or other amounts payable in respect of the relevant Bond;

{ii) morethan 30 days after the Relevant Date, except 1o the extent that the holder would have been entitled to such
additional amounts on presenting his cheque or warrant for payment on the last day of such period of 30 days; or

{ili} 1o, or to a third party on behalf of, a holder where such halder has not imade, but in respeet of whom such
withholding or deduction would not have been required had such holder made, a declaration of non-residence or
other similar claim for exemption Lo the relevant tax authority.
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Incthese Conditions, " Relevant Date™ means whichever is the Jater of (i) the da chi y
. hons, : carn Is1he jate te op1 which the payment becomes due and
(i} the dare on which she relevant cheque or waprant for the amount of the ng : y i
desparched 1o the relsvant Bopdholder. tolthe paymentthen due shall have beenduly

Reference in thise Conditions to amouats payable on redemption ofihe Bonds (how
ather amouut payable in respect of the Fonds {whether pursuant to Conditien 9 pr 10
include any additional amounts whichmay be payable undey the obligations referred
undertaken inaddition theretg or in substitution pursuant to the T'rust Deed,

€vei expressed) of 1o jnterest orany
or'othc_rw;sc) shall be deemed 10
10 in this Condition or any obligations

16. Evenys of Default

Upon the happening of any of the events Listed in paragraphs (i) ro (vii) of this Condition and the T ivi {

. . = Tustee giving writlen
notice w the Issuer and the Guarnr_lmr, the cutstanding Bonds shall become immediately due and rcpayab%c a la,n ;moum
equal o the Issue Price together with acerued interest 1o the date of repayment,

Ifithe event falls within paragraphs (ii) 1o (vii} no such notice may be given b y i
| J! | tice 1 y the Trustee unless the Trustee certifies to the
Issuer and the Guarantor that the happening of such event is in its opinion materiaily prejudicial 1o the interests of the
Randholders, Subiject thereto, the Trustee may, and if so requested in writing by the holders of not less than one-fifth in

principal amount of the outstanding Bonds or if so directed by an Extraordinary Resolmion of the Bondholders shail, give
such notice as aforesaid,

The said events are that:—

(i) thereisdefault for more than 15 days in the payment of any redemption monies or interest due on oz in respect of the
Bondsor any of them or any amount payable pursuant to Condition 9 or 10 or of the redemption monies payable on
the redemption of the Preference Shares or any of them; or

(iiy there is defaultin the performance or ebservance by the Issuer or the Guaranior of any obligation or provision under
the Bonds, the Trust Deed, the Preference Shares, the Articles of the Issuer (insofar as they relate to the Preference
Shares) or the Deed Poll (other than any obligation for the payment of any redemption monies or interes on or in
respect of the Bonds) which continues for more than 45 days after written notice thereof shall have been given 1o the
Issuer and the Guarantor by the Trustee (except where the Trustee shall have certified to the Issuer and the
Guafnné;)r that such default is, in its opinion, incapable of remedy, when no such notice or continuation shall be
required); or

(iii) aresolution is passed, or a final order of a court in Jersey, or as the case may be, the United Kingdom is made, or an
order of a court of competent jurisdiction owtside Jersey, or as the case may be, the United Kingdom is made and,
where passible, not discharged or stayed within a period of 60 days, that the Issuer, or as the case may be, the Gurantor
be wound up or dissolved (otherwise than for the purposes of a reconstruction, amalgamation or merger the terms of
which have previously been approved in writing by the Trustee); or

(iv) an encumbrancer takes possession or an administrative or other receiver or similar officer is appointed of the whole or
asubstantial part of the assets or underaking of the Issuer or the Guaranter or an administration or similar order is
made in relation to the Issuer or the Guarantor and such taking of possession, appointment or order is not released,
discharged or eancelled within 60 days; or

(v} adistress, execution or seizure before judgment is kevied or enforced upon or sued out against a substantial part of the
assets or undertaking of the Issuer or the Guarantor and is not discharged, dismissed or stayed within 60 days thereof;
or

(vi} the Issuer or the Guarantor stops payment generally or (otherwise than for the purposes of a reconstruction,
amalgamation or merger the terms of which have previously been approved in writing by the T'rustee) ceases or
threatens 1o cease o carey on all or suhstantially all of its business or is unable to pay its debis generally as and when
they fall due; or

Py . s ' P Iy P ap
(vit) the Issuer or the Guarantor makes an assignment for the benefit of ereditors generally or admits in writing its inability
10 pay its debis generally as they become due or takes corporate action in furtherance of any such action.

17. Undertakings

()} While any Bond retmains outsianding, the Guarantor will, save with the approval of an Extraordinary Resolution or
with the approval of the Trustee where, in its opinion, it is not materially prejudicial 1o the interesis of the
Bondholders to give such approvali—

(i) perform all of its obligations under the Deed Poll;
{iiy not make any amendment 10the Deed Poll; and

{iii) be the legal and beneficial owner of not less than 23 per cent. of the issued and owstanding ordinary share capital
of the Issuer.

As used in these Conditions, “ordinary share capital” has the meaning ascribed toitin Section 832 of the Income
and Corporation Taxes Act 1988 of Great Britain (or any modification or re-¢naciment thercof),

(b) Whilst any Bond remains outstanding, the [ssuer will, and the Guarantor will procure that the Issuer will, save with
the approval of an Extraordinary Resolution or with the approval of the Trusiee where, in its opinion, it isnot
materially prejudicial to the interests of Bondholders to give such approval:-—

(Y not make any amendment to the Articles of the Issuer which would vary, abrogate or modify the rights of holders
of Preference Shares;
(i} keep available for issue free from pre-emptive rights out of its authorised but unissued capital such number of

Unclassificd Shares (as defined in the Articles of the Issuer) as would c.nable.all the unexercised Conversion and
Exchange Rights and/or Conversion and Redemption Righistobe satisfied in fullyand

(i) not issue any otiter share capital with vights which are more favourabic than the tights attaching 10 *he
Preference Shares as respects dividends or on a return of eapital or atherwise.
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18, Liguidatinn of the Guaranior .

17 an effective resolution is passed on or before the Maturity Date for the winding-up of kg Guarantor, then (unless it be for
the purpose of 3 recopsiruction, amalgamation, merger or other similar asrangemen previously approyed by the Trusteeor
byan Extracrdinary Resolution) the Guarantor will forthwith notify Bondholders that such a resolulion has been passed and
that the holder of a Hond shall be entitled atany ime within three nionths afier the daie on which such norice js published 1
elect by potice in writing delivered to the Guarantor to be treated asif he had, immediarely bcfor_c uxe.datc_ of the passing.of
suich resolution, exercised the Conversion and Exchange Rights in respect of some or ali (as specified in such notice} of the
Bonds held by him and he shall be entitled 10 receive, out of the assets which would otherwise be available in the liquidaiion
to the holders of Ordinary Shares, such a sum, if any, as he would have received had he been the holder of the Ordinary
Shares 1o which he wouid have become entitled by virtue of such exercise,

12, Mectings of Bondholders, modification, substitution, waiver and indemnification

The Trust Beed will contain provisions for convening meetings of Bendholders to consider any matier affecting theiz
interests, including the modification by Extraordinary Resolution (as defined in the Trust Deed) of these Conditions or the
provisions of the Trust Deed. The quorum at any such meeting for passing an Extraordinary Resolution will be two or more
persons halding or reprosenting a clear majority in principal amount of the Bonds for the time being outstanding, or at any
adjournced meeting two or more persons being or representing Bondholders whatever the principal amount of the Bonds so
held or represented, except that at any meeting the business of which includes the modification of ceriain of these Conditions
and the provisions of the Trust Deed (inctuding without limitation those relaing o staws and subordination, Conversion and
Exchange Rights, Conversion and Redemption Rights, Required Conversion and Exchange Rights and Guarantor's
Exchange Righis and the currency, amount and due date of payment of redemnption monies and interest or other amounts in
respect of the Bonds) the necessary quorum for passing an Exiraordinary Resolution will be two or more persons holding or
representing not less than two-thirds, or at any adjourned such meeting not less than one-third, of the principal amount of the
Bonds for the time being outstanding. An Extraordinary Resolution passed at any meeting of Bondholders will be binding on
all Bondholders, whether or not they are present at the meeting,

The Trustee may agree, without the consent of Bondhelders, to any modification {(except as aforesaid) of, or the waiver or
authorisation of any breach or proposed breach of, any of these Conditions or any of the provisions of the Trust Deed which
is not, in the opinion of the Trusiee, materially prejudicial to the interests of the Bondholders or 10 any modification whick is
of a formal, minor or technical nature or which is made to correct a manifest error,

The Trust Deed contains provisions permitting the Trustee to agree, subject to such amendment of the Trust Deed and
such conditions as the Trustee may require which may include the giving of a guarantee, but withour the consent of
Bondholders, to the substitution of any other company in place of the Issuer, or of any previous substituted company, as
principal debtor under the Trust Deed and the Bonds, In the case of any such substitution the Trustee may agree, without
such consent, to a change of the Jaw governing the Bonds and/or the Trust Deed provided that such change would not in the
opinion of the Trustee be materially prejudicial to the interests of the Bondholders.

In connection with the exercise of its powers, trusts, authorities or discretions (including but not limited 1o those in relation
1o any proposed modification, waiver, authorisation or substitution as aforesaid) the Trustee shall not have regard to the
consequénces of such exercise for individual Bondholders resulting from their being for any purpose domieiled or resident
in, or otherwise connected with, or subject 10 the jurisdiction of, any particular territory and the Trustee shall not be entitled
torequire, nor shall any Bondholder be entitled 10 claim from the Issuer or the Guaranior any indemnification or payment in
respect of any tax consequence of any such ¢'.: 115¢ upon individual Bendholders except to the extent provided for in
Condition 15 and/or in any undertakings given in addition thereto or in substittion therefor pursuant to the Trust Deed.

Any such modification, waiver or authorisation shall be binding on all Bondholders and, unless the Trustee agrees
otherwise, any such modification or substitution shall be noified to Bondhalders as soon as practicable thereafter.

The Trust Deed will contain provisions for the indemnification of the Trustee and for its relicf from responsibility,
including provisions relieving it from taking proceedings against the Issuer andfor the Guarantor, unless indemnified to its
satisfaction,

20, Replacement of Bonds

Shoulg any Bond be lost, stolen, destroyed, mutilated or defaced, it miay be replaced at the speeified office of the Registrar
upon payment by the claimant of the expenses incurred in connection therewith and on such terms as to evidence and
indemnity as the Issuer may require. Mutilated or defaced Bonds must be surrendered before replacements will be issued.

21, Notification of rights

The Issuer or the Guarantor shall give Lo the Bondholders notice in writing not Iess than 28 days nor more than 56 days prior
1o each Annual Conversion Date informing them of their entitlement o exercise their Conversion and Exchange Rights.

If the Issucr does not by 28 days prior to the Current Maturity Date gi\:e a notice pursuant to Condition 12 it shall by not
later than such twenty-cighth day give notice to the Bondholders informing them of their enitlement to exercise their
Conversion and Exchange Righus,

Any notice given pursuant to Condition 5(b)(ii) or 12 shall contain a statement informing Bondholders of their entitlement
to exercise their Conversion and Exchange Rights (and, in the case of Condition 12, their Conversion and Redemption
Rights) Any notice given pursuant to Condition 18 shall contain a staiement informing Bondholders of their right 10 make
the election thersin referred to.

Any such notice as aforesaid shall give the names and addresses of the Registrar.,

If the Issuey shall from time to time preseribe a form of Canversion and Exchange Notice or Nationality Declaration
differeut frorm that set out on the reverse of the Bonds, the Issuer shall l‘or:hwnl} nonfy Bondhotc}crs and such notification
shall be accompanicd by a copy of the Cenversion and Exchange Notice or Nmionality Declaration so prescribed.
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22 Natices

All netices 1o Hondhelders shall be given in writing and shall be valid if posted o0 lhe Bondhold hej i
addressesin the Register o in such other manner as may be approved by the Frustee oL It FespRCtive i
deemed 1o have been given on the date of such posiing, P vt for this purpose. Such potices will be

23, Registrar

Inacting under the Registrar's Agreement, the Registrar will be acting solely as apent of the Issuer and the Guarantor and
will not assuine any obligation or duty to, or any relationship of agency or trust for or with, the Bopdholders, The Registrar's
Agreement vill contain provisions indemnifying the Registrar and absowving it from responsibility in connecrion with cerain
maiters, The name of the initial Registrar fs set out at the end of this document, The Issuer may at any time yemove the
Regisirar or appoint a new Registrar, provided thar it will at ali times:malntain a Registrar, Notice of any such s :moval (other
than in the case of insolvency, when it shall take immediate effect) or appointment and of any change inthe Qpcciﬁcd office
of the Registrar will l?c given 10 Bondholders not less than 30 days prior to such removal, appointment or change taking
effect, The Registrar's Agreement ,v.:up the consent of the Trustee, may be amended by the Issuer and the Guarantor,
without the consent of Bondhelders if in the opinion of the Trustee, the amendment is {i) not materally prejudicial lc; the
interests of the Bondholders; or (ii} 1o correct a manifest error or an error of 2 formal, miner or technical natwre,

24, Governing law
The Trust Deed and the Bonds will be governed by English law,

B. DESCRIPTION OF THE PREFERENCE SHARES

The terms of the Preference Shares will be contained in the Articles of the Issuer. The Preference Shares will also have lh?
benefit of the Deed Poll, The holders of the Preference Shares (“the Preference Shareholders”) will be entitled 10 the benefit
of, will be bound by, and will be deemed to have notice of, all the provisions of the Articles of the Issuer and the Deed Poll,

The Preference Shares will be issued upon conversion of the Bonds as described in “Conditions of the Bonds”. Words and
expressions defined in “Conditions of the Bonds™ have the same meaning in this Description of the Preference Shares, unless
the context othérwise requires and references in this Description of the Preference Shares to Conditions, or to particular
Conditions, are te “the Conditions of the Bonds" above, or 1o particular numbered Conditions therein, as the context may
require.

The Articles of the Issuer will contain provisions to the following effect:—

1. Share capital
(a) The authorised share capital of the Issuer will be £3,251,000 divided into 1,000 Founders' Shares of {1 each and
325,000,000 Unclassified Shares of 1p each.

(t) The Directors may, subject as provided in the Articles, issue any of the Unclassified Shares as Preference Sharesof 1p
each or Nominal Shares of 1p each.

2.  Founders' Shares

Founders' Shares shall only be issued to or for the benefit of the Guarantor or of a person previously approved in writing by
the Guarantor,

3. Nominal Shares

Nominal Shares shall only be issued to or for the benefit of the Guarantor for the purposes of providing funds for the
redemption of the Preference Shares.

4. Preference Shares

Preference Shares shall only be issued on conversion of Bonds pursuant to the Conditions and the werms of the Trust Deed
#nnd shall be jssued at o price, credited ag fully paid, of 100p per Share (“the Paid-up Value") comprising payment in full of
the nominal value thereof and the premium on issue thereof of 99p.

5. Income

(a) No dividends shall be paid on the Preference Shares,

(b) If payment of the redemption monies on the Preference Shares is improperly withheld or refused or default is
atherwise made in the payment thereof, default interest at the rate of 9% per cent. per annum will accrue (as well after
as before any judgment of a competent cour) on the amout due for payment up to but excluding the date en which
payment in full of the redemption monies in respect lhcreof_is made, The amount of any such default interest
accruing in respect of a period shall be calculated on the basis of 365-day year and the number of days clapsed.

(¢} The Preference Shares shall not confer any right of participaticn in the profits of the Issuer.
{d) No dividends shall be paid on the Nominal Shares.

6.  Capital
On areturn of capital on liquidation or otherwise, the assets of the Issuer available for distribution shall be applied in the
foilowing priority:
{iy first, in paying to the holder of each Prefercnce Share the Paid-up Value thereof together with asum equal toany
arrgars or any accruals of any default interest payable pursuant 1o Clause 5(b);
(i) recondly, in paying to the holder of each Nominal Share the nominal amount paid up thereon;
(iii) tnirdly, in paving to the holder of cach Founders’ Share an amount equal to the nominal amount paid up thercon plus
£1,000,000;

‘o - : ! i id up on the
and any surplus of agsets then remaining shall be disiributed pari passu in proportion to the amounis pat
Founders' Shares and the Preference Shares among the holders of the Founders' Shares and the Preference Shares.
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Tc  Redemption

(2}

"

{c)

Subject to Clause 8 thz Issuer shajl redeem all the Preference Shares for cash at their Paid-up Yalug forthwith upon
their allormen, save that where Clause 10{a) applies any Preference Share in respec of which the Share Exchange
Right has been exercised or is deemed 10 be exercised shall pot be redeemed pursuant 10 the feregoing but shall be
vedeemed at any time after the firer transfer of the same on any date specified by the holder for the time being in any
notjce given by the holder tothe Issyer requiring such redemption at a date not 155 than 28 days afier the date of such
notice,

On redemption of a Preference Share, the Issuer will cancel the Prefersnce Share and any I’refcrencc_ Shares
Cerrificate relating thereto and such Preference Share may not be re-issued or re-sold but shall be available as un
Unclassified Share for issue as a Nominal Share,

The obligations of the Issuer 10 redeem Preference Shares as referred to abave are subject 1o applicable law in the
Island of Jersey, However, the Guaranior will {as referred 10 in more detail in “Description of the Deed Poll” helow)
guarantec on a subordinated basis all amounts payable in respect of Preference Shares on the due date regardiess of
whether payment thercof by the Issuer is prohibited by law and will also indemnify any Bondholderin respect of any
losses which may be suffered or incurred by it arising, directly or indirectly, from the inability or failure of the Issuer
to issue Preference Shares pursuant 10 the Conditions.

8. Share Exchange Rights

()

®

©

()

{e)

If Conversion and Exchange Rights are exercised pursuant to the Bonds or in the event of 1 Required Conversion and
Exchange, the right (“the Share Exchange Right”) to exchange Preference Shares arising on conversion of the Bonds
pursuant 1o the Conditions of the Bonds for fully paid registered Ordinary Shares shall be deenied to have been
exercised and the Issuer shall procure that such Preference Shares are exchanged for Ordinary Shares as aforesaid on
the relevant Conversion Date in accordance with the following provisions (without any further action being required
10 be taken by any Bondholder),

The number of Ordinary Shares to he issued on exercise of ¢ Share Exchange Right shall be determined by dividing
the Paid-up Value of the relevant Preference Share by the Exchange Rate in effect as at the relevant Conversion Date,
‘The initial exchange rate shall be: for every 2.43 preference shares so exchanged, one British Airways Ordinary Share,
subject 1o adjustments in the circumstances described below and as set out in the Articles of the Issuer, Fractions of
Ordinary Shares will not be issued on exchange and no cash adjustment will be made, However, if Share Exchange
Rightsin respect of more than one Preference Share shail be exercised at any time by a Bondholder and the Ordinary
Shares arising on exchange of the relevant Preference Shares are 10 be registered in the same name, the number of
Ordinary Shares 1o be jssued in respect thereof shall be caleulated on the basis of the aggregale Pajd-up Value of such
Preference Shares, Where Conversion and Exchange Rights are exercised by the Trustee or are deemed to be
exercised pursuant to Condition 10 or pursuant 1o a Required Conversion and Exchangt!, all the retevant Bonds and
Prefercnce Shares shall, for the purpose of the immediately preceding sentence, be deemed to be heid by one persen.
Ordinary Shares arising on exchange will be allotted as of the relevant Conversion Date in the name of the holder of
the relevant Preference Share or his nominee save that where Share Exchange Rights are deemed 1o be/.:xcrciscd
pursuant to Condition 10 they shall be allotted in the name of 2 nominee, selected by the Guaranior, for the relevant
Bondholders and where they are exercised by the Trustee they shall be allotted 10 the ['rustee (oras the: Trustee may
direct) on behalf of the relevant Bondholders, k

AN
The Exchange Rate will be subjeet to adjustment in any of the following circumstances:—
(i} any alteration of the nominal value of the Ordinary Shares as a result of consolidation or sub-division;

(i} the making of any offer or invitation by way of rights or otherwise (not being an offer to which Condilion/ﬁtb)(ii)
applies) 1o the holders of the relevant share capital of the Guarantor (as defined in Section 94 of the Centpanies
Act 1985 of the United Kingdom);

{{i)) theissue of Ordinary Sharey credited as fully paid to the holders of Ordinary Shares{*“the Ordinary
Shareholders™) by way of capitatisation of profits or reserves (including any share premium account or capial
redemption reserve), except that no adjustment shall be made in the event of an issue of Ordinary Shares by way
of eapitalisation of profits or reserves at the option of an Ordinary Shareholder iy tieu ofa cash dividend;

{iv} the making of any capital distribution by the Guarantor to its Qrdinary Shareholders, except where the Exchange
Rate falls to be adjusted under {iii}y above. For the purposes of this paragraph (iv), “‘capital distribution” means
any dividend or other distribution of capital profits (whether realised or not) or capital reserves, or profits or
reserves arising after the date of the issue of the Bonds from a distribution of capital profits {whether realised or
not) or cupital reserves by 2 subsidiary, except by means of a capialisation issue or any repayment of capital or
purchase of the Guarantor's own shares {other than a redemption or purchase of redeemable shares in
accordance with the terms of issue thereof); for the purpose of this paragraph (iv), insofar as the relevant audited
accounts do not distinguish between capital and revenue profits or reserves the G uarantor shall be entitled to rely
upon a written estimate by the Auditors of the Guarantor for the tme being as to the extent to which any part of
any profit or reserve should be regarded a3 of a capital nature, and in any case where the Guarantor shall
purchase its shares, the amount of the capital distribution per Ordinary Share shall be that amount which is the
gross amount paid on such purchase divided by the number of Ordinary Shares remaining in issue following such
purchase,

Upon any exercise of Conversion and Exchange Rights pursuant 1o Conditlion S(l_))(ii), the Exchange Rate shall be as
setout below but in each ease adjusted, if appropriate, under the foregoing provisions of this paragraph;—

Conversion Date Exchange Rate
On or before 14th June, 1990 2,16
‘Thereafter, but on or before 14th December, 1990 2.2t
Thereafter, but on or before 141h June, 1991 2,25
Thereafter, but on or before 14th December, 1991 2.28
Thereafter, but cn or before Ldth June, 1992 2,32
‘Thereafter, but on or before 14th December, 1992 2,36
Thereafter, but on or bcfore 141h June, 1993 2,39

If any doubl shall arise as to the appropriate m_iiusnncn_t to the Exchange Rate the ceniificate of the Auditors of the
Guarantor for the time being shall be conclusive and binding on all coneerned. No adjustment will be made 1o the
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Exchange Rate where such adjustraent would be Jess than one i

4 4 han one per cent, of the Exchange Rate then applicable. Any
adpu_stmpm not requijred tabe made and any amount by which the Exchange Rate has been rounded ,ggwn .will.?c ’
carried forward and 12ken into account in any subsequent adjusiment, Bondholders will be given notie of all
adjusements in gecordance with Condition 22 and alf adjustments will be made in accordance witl the provisions

contained inthe Articles of the Issuer,

The Exchange Rate shall not be reduced so as e require th i
b Ortinary Sharee, q ¢ allotment of Ordinary Shares at below the par valug of

(D Ordinary Shares allotted an exchange will be issued as of the relevany Conversion Date and will be fully paid and 4
pari passu with the fully paid Ordinary Shares in issue on such Conversion Date, b fully pald and rank

(8) Onthe exercise of Share Exchange Rights pursuant to an exercise of Conversion and Exchange Rights by or an behall
of a Bondiwelder, such Bondholder must pay 21l taxes and stamp, issue and registration duties (Pif anf) arisiyng innr:’spe‘::l
thereof (other than any taxes or capital of stump duties or stamyy duty rescrve tax payable in the United Kingdom or
the Island of Jersey in respect of the issue of Ordinary Shares on such exercise or on any transfer of the Preference
S}Ea'rcs 10 the Guarantor, wh _1ch shall b2 pavable by the Guarantar) and such Bondholder imust pay cll if any taxes
arising by reference 1o any disposal cr deemed disposal of 2 Bond or Preference Share in connection with such

exercise. Neither the Issuer nor the Guarantor nor any of their respective agents will impose any charge on exchange
of Preference Shares,

(h) Certificates for Ordinary Shares issued on exchange will be despatched free of charge (but uninsured and at the riskof
the holder or the person emitled thereto) within one month after the Conversion Date.

9, Voting and general mectings

(a) Founders’ Shares, Nominal Shares and Preference Shares shall entitle the halders thereof 10 receive notice of and 10
attend and vote at every general meeting of the Issuer. ’

{b) Whenever the holders of Shares are entitled to vote at a general meeting of the Issuer, on a show of hands every holder
thereof who {being an individual) is present in person or (being a corporation) is present by representative shall have
one vote and on a poll every holder thercof who is present in person or by proxy shall have one vote in respect of each
Share registered in the name of such holder,

10. Transfers

{a)} Any Preference Share in respeet of which the Share Exchange Right has been or is deemed 1o be exercised shall
forthwith upon allotment of the same be transferred 1o the Guarantor in exchange for the issue o the holder thereof
of that number of fully paid Ordinary Shares to which he is entitled upon exercise of the Share Exchange Right. Any
such transfer shall be effected by the Issuer as agent for the holder thereof and the Issuer shall be authorised by such
holder 10 exccute all such docurents and do all such things as may be necessary properly to efiect the same, without
any cost or liability to, or any further action required by, the holder.

{b) Transfers of Preference Shares shall be effected by any transfer in common or usual form or such other form as may
be approved by the Board of the Issuer,

11, Payments

{a) The provisions set out in Condition 14 shall apply, riutatis matandis, to any payment made of 1o be made on or with
respect 1o the Preference Shares.

{b) All payments in respect of the Preference Shares will be made without deduction or withholding for or on account of
any present or future taxes, duties, assessments or governmental charges of whatever nature imposed or levied by oron
behalf of the Island of Jersey or the United Kingdom or any authority thereof or therein having power to tax unless
the Issuer is required by law to deduct or withhold amounts {or, or on account of, such taxes, duties, assessments or
charges. In such event, the Issuer will pay such additional amounts as shall be necessary in order that the net amounts
received by the Preference Shareholders after such deduction or withholding shall equal the amounts which would
have been receivable in respect of the Preference Sharcs in the absence of such deduction or withholding, except that
no such additional amounts shali be payable:~—

(i) 10,07 toa third party on behalf of, n Preference Shareholder who s subject to such taxes, duties, assessments or
charges by reason of his being connected with the Island of Jersey or, as the case may be, the United Kingdom
otherwise than merely by the holding of such Preference Shares or the receipt of payments in respect of such
Preference Shares;

(i) more than 30 days after the Relevant Date, except to the extent that the holder would have been entitled to such
additional payments on presenting his cheque or warrant for payment on the last day of such period of 30 days; or

(iii) 1o, or taa third party o behalf of, a Preference Sharehelder where such holder has not madz, but in respect of
whom such withholding or deduction would not have been required lmd_such holder made, a declaration of non-
residence or other similar claim for exemption to the relevent 1ax authority,

Any reference in this Description of the Preference Shares to any amounts or monies payable on or inrespectof the
redemption of the Preference Shares shall be deemed also to refer to any additional amounts wich may be pavable under this
provision.

12, Varintion of riglus . ‘ .
(3} Subject to the provisions of the Companies (Jersey) Laws, 1861 10 1968, all or any of the rights for the time being

attached to any class of Shares for the time being issued may from time totise (whether or not the Issuer is being
wound up) be varied with ihe consent in writing of the holders of not less than three-fourths in nominal value of the
issued Shares of that clnss oz with the sanction of an extracrdinary resolution pa‘sscd at aseparate general meeting of )
the holders of those Shares. All the provisions of the Articles as lo general meeting of the Issuer shall {ii:‘umus mintendis
apply to any such separate general meeting, but so that the necessary quorum shali be l;Vo plcrsor}s ho 1-nghorld o
representing by proxy not less than one-third in nominal value of the issued Sharesof the class, 1 1la1 ever )l ll’d er °
Shares of the ¢lass shall be entitled on a poll 1o one vote for every Share of the class held by him, thatany holder o
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ahares of the class present in person or by proxy may demand i poll and that at any _ad;uumcd meeting of the hol
one holder present in person or by proxy (whatever the pumber of Shases hiedd by him) shalt be a quon.ntn. erred
Subfeet 1o certain excentions, the rights conferred upon Lhe holders of the Shares of any class issued with preferred ar
other sights shall pot unless otherwise expressly provided by the rerms of issue of iee Shares of that class, he desmed 1o
he varizd by the creation or issue of further Shares ranking parf passu therewith,

. DESCRIPTION OF THE DEED POLL
The Dewd Poll will contain pravisions 1o the following effect;-=
L. Subordinated Guarantee

(=

()

The Guarantor will unconditionally and irrevocably undertake to pay (subjuct as provided below) all redemption
monies, default interest and other amounts expressed to be payable In respect of the Preference Shares ta the exien
that they are ntot paid by the Issuer on the due date regardless of whether (i) the profils of the Issuer justify the relevan
payment of any dividend, (ii) the relevant amounis shall be avaflable for distribution or pavrment by the Issuer, (iii)
payment thereof shall have been declared or approved by or on behalf of the Yssugr or the Issucr in general meeling or
(iv) the payment thereof by the Issuer shall be prohibited by law. The Guaraasor will also unconditionally and
irrevocably indemnify Bondhoiders in respect of any losses which may be suffered or incurred as a result (direcily or
indirectly) of any inability ot fajlure by the Issuzr or the Guarantor 2y to comply with their Jfespeciive obligations
with respect to the exercise of Conversion and Exchange Rights or Conversion and Rcd.cmpuon Rightsin relating o
the Bonds, the issue of Preference Shares or the exchange of Preference Shares for Ordinary Shares pursuapt 1o the
exercise of Share Exchange Rights. Such obligations will constitute direct and unsecured obligations of the
Guarantor, subordinated in accordance with Clause 1(b).

If an arder is made or an effective resolution is passed for the winding-up of the Guarantor, the Guarantor shall, to the
extent required to make payment under its guarantee or indemnity refesred to in Clause 1(a) make payment under
such guarantee or, as the case may be, such indemnity only of such amounts as would have been payable xf_lhe holders
of the outstanding Preference Shares or, as the case may be, the outstanding Bonds had, on tl}e day'prcccdmg the .
commencement of the winditsg-up, become folders of shares in the Guarantor of a class having a right to receive (pard
passu with the holders of any other class or classes of securitics which following the issue of the Bends may be jssued
by the Guarantor or any subsidiary of the Guarantor with the benefit of a guzrantee of the Guarantor subordinated on
a sirnilar basis) in a winding-up of the Guaranitor (in priority to the holders of all other classes of shares in the
Guarantor, issued or to be issued), (in the casc of a payment under such guarantee) an amount equal 1o the
redemption monies, dividends and other amounts expressed 1o be payable in respect of the Preference Shares 1o the
date of commencement of winding-up or (in the case of 2 payment under such indemnity) an amount equal o the
amount payable pursuant 10 such indemnity.

2. Undertakings by the Guarantor

Whilstany Bond remains outstanding, the Guarantor will, save with the consent of an Extraordinary Kesolution (as defined
in the Trust Deed):—

(a)

()

©

(d)

t)

()

ensure that such number of Qrdinary Shares as are required at any particular time to enable the Share Exchange
Rights and all other rights of conversion into, subscription for and exchange inte Ordinary Shares exercisable at that
time 10 be satisfied are kept avaitable for issue free from pre-emptive rights out of its autharised but unissued share
capital;

not make any reduction of share capital, share premium account or capital redemption reserve involving the
repayment of money to sharcholders {other than to shareholders having the right on a winding-up to a return of
capital in priority to the holders of Ordinary Shares) or reduce sny uncalled liability in respect thereof unless the same
results (or would, but for the fact that the adjusiment would be less than one per cent,, result) in an adjustment of the
Exchange Rate in accordance with the 1erms of the Preference Shares or the same results from any redemption or
purchase by the Guarantor of its own share capital (including Ordinary Shares) or any part thereof;

not issue or pay up any securities by way of capitalisation of profits or reserves, other than (i) by the issue of fully paid
Ordinary Shares to sharcholders and other persons entitled thereto; (i) by the issue of Ordinary Shares paid up in full
out of distributable profits or reserves and isstred for full consideration in lieu of a cash dividend; or (iif) by the issue of
futly paid equity share capital (other than Ordinary Shares) 10 the holders of such equity share capital and other
persons entitled ther~to;

not modify the rights attaching 10 the Ordinary Shares or issue any other equity share capital (other than Equivalent
Preference Shares, as defined in paragraph 4 below) with rights which are more favourable than the rights attaching
to the Ordinary Shares, but so that nothing in this provision shall prevent (i) the issuc of any equity share capital 10
employees (including Directors holding executive office) of the Guaranior or any of its subsidiaries or associated
companics by the virtue of their office or employment pursuant to any scheme or plan now in existence or which may
in the future be approved by the Guarantor in general meetings; (i) any consolidation or sub-division of the Ordinary
Shares or the conversion of any Ordinary Shares into stack or vice versn; (iif) any modification 1o the rights attached to
the Ordinary Shares which is not, in the opinion of a merchant bank in the Cuy of London, selected by the Guarantor,
approved by the Trustee (such approvl not to be unreasonably withheld or delayed) and acting as an expert,
materially prejudicial to the interests of the holders of the Prefurence Shares;

procure that no securities (whether issued by the Guarantor or otherwise procured by the Guarantor to be issued)
issued without riglits to convers into or exchange for Ordinary Shares shall subsequently be granted such rights and
that at no time shalf there be in issue Ordinary Shares of differing neminal values;

not take any action which would resv't in any adjustment of the Bxchange Rate if, afier giving effect thercto, the
Exchange Rate would be decreased to such an extent that Ordinary Shares to be issued on exercise of Share Exchange
Rights would fall to be issued below thelr par value or otherwise could not, wnder any applicable law then in cffect, be
legally issued as fully paid;

if any offer is made 1o all holders of Ordinary Shares (or all such holders other than the offeror and/or any associates of
the offeror (as defined in Section 430 (E)(4) of the Companies Act 1985 of Great Britain)) 10 acquire the whole or any
part of the issued ordinary share capital of the Guarantor, or {f any person proposes a scheme with tegard to such
acquisition, glive notice of such offer to the Bondholders a1 the same time as any notice thereof is sent 1o ils
shareholders {or as soon as practicable thereafter) that details concerning such offer may be obtained from the
specificd office of the Registrar and use its reasonable endeavours Lo procure thata like offer or scheme is extended 1o
the hulders of any Ordinary Shares issued on exercise of Conversion and Exchange Rights or Required Conversion
and Exchange Righis during the life of the offer or sclieme;
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(h) whilstany Bond remains outstapding, procure thar no amendments (other than an amendme, i
. . : ; s of a formal, min oy or
techpical pature or waich wre Inide to correct manifes; errors) shall be made 1o 1hcyprovisions of the Arkicles ’o’rp;hc re

Issuer relating 10 the Proference Shares (direetly or indireci] Y without the appro al of 1k o » i
-4 Extraordinary Resolusing of Bondholders; ¢ pproval ofthe Truster or 2 sancrion o

(i) owndirectly s majority of the Faunders' Shares in issue and subscribe such Nomina] Shares as ArC Decessary from
time to time 10 provide the Issuer with such amowms uy may be necessary 1o enable tielssuer 1o redeem the -
Pieference Shares which are from time 1o time 10 be redeemed;

() use s best endeavours 1o ensure that the Qrdinary Shares issued upon exchange of any Preference Skarezand (if
required by The Stack Exchange) the Preference Shares will be admitzed 10 the Official Lig by the Eouncil of '(l‘hc
Steck Exchange and any other stock exchange or securities marker on which the Ordinary Shares and, if applicable
the Preference Shares ruay then be listed or dealt ing and ’

&) procure the fulfilnyent of all the Issuer’s obligations wiih tespect to the Share Exchangs Rights, and upon the first
exercise (or deemed exercise} of any Share Exchange Right will issue ta the holders of any Founders’ Shares not then

owned by the Guaranior one fully paid Ordinary Share in exchange for each such Founders’ Share then tendered and
transferred to the Guarantor, ’

In this Clause, “eguity.sharc capital” has the meaning ascribed 1o it jn Section 744 of 1he Companies Axe 2983 of Great
Britain {or any medification or re-enactment thereod),

3, Payments

(a) The provisions set out in Condition 14 shall apply, mutaris mutandis, to any payment made or to be mlide pursuant 1o
the provisions of the Deed Poll, '

(b) Al payments pursuant to the Deed Poll wiil be made without deduction or withholding for or on aceennt of any
present or future taxes, duies, assessments or sovernimental charges of whatever naure imposed or fevied byoron
behalf of the United Kingdom or any authority thereof or therein having power 10 tax uness the Guarantor is
required by law to deduct or withhold amounts for, or on account of, such taxes, duties, 2ssessments or charges, Ic
such event, the Guarantor will pay such additional amounts as shall be necessary in order that the net amounts
received by the Preference Sharcholders or, as the case may be, the Bond holders after such deduztion or withhelding
shall equal the 2mounts which would have been receivable in the absence of such deductions or withhiolding, except
tlLat no such additional amounts shall be payable in respect of any amounts payable on or with respect o a Preference

arer— :

(i} to,ortoathird pariy on behalf of, a Preference Shareholder who is subject to such taxes, duties, assessments or
charges by veason of his being connected with the United Kingdom otherwise than merely by the holding of such
Preference Shares or 1he receipt of pnyments in respect of such Preference Shares;

(i) more than 30 days after the Relevant Dage, exeept 1o the extenl that the holder would have been entitled to such
additional amounts on presenting his cheque or warrang for payment on the last day of such period of 30 days; or

({if) 10, or to a third party on behalf of, a Preference Shareholder where such holder has not made, but in respectof
whom such withholding or deduction would not have been required had such holder made, a declaration of non-
residence or other similar claim for exemption to the relevant tax authority,

Any reference in this Description of the Deed Poll 10 any amounts or monies payable pursuant to the Deed Poll shall
be deemed also to refer toany additionat amounts which may be payable under tlyjs provisiori.

4. Further Issyes

‘The Guaranter may from time to time create and issue preference shares (“Equivalent lfrgfcrgncg Shares”) which would, if
Guaranior Preference Shares had been in issue at the relevant time, rank as regards partictpation in the profits and assets of
the Guarantor pars Passte with but not in priority to the Guaranor Preference Shares exeept thati—

(2) the rate of dividend (which may be cumulative or non-cumulative) may differ;

() rthe Bquivalent Preference Shares may rank for dividend as from such date as may be provided by the terms of
issue thereof and the dates for payment of dividend may differ;

& apremium may be payable on a return of capital or there may be no such premium; and

(d) the Equivalent Preference Shares may be redeemable and/for convertible into Ordinary Shares on such terms and
canditions as may be preseribe | by the terms of the issue thercof andfor the Articles of the Guarantor for the titme
being or may not be so redeemable andjor so convertible.

5. Meetings of Preference Shareholders; Modification of rights
The Deed Poll comains pravisions similar to those of the Trust Deed for convening mectings of Bondholders 1o consxdcrlen{
matter affec*Ing their interests thercunder, including the modification or abrogmion of any right arising under the Deed Poll.
The Deed Poji may be amended by the Guarantor without the consent of the Bondholders if, inthe reas-nable opinion of a
merchant bank in the City of Lendon, sclected by the Guarantor. the amendment is {j} not raaterially prejudicial to lhc_r
interests of the Bondholders (in which event, natice of the change will be given 10 Bondholders) or (i} 10 correct a ?)m“" :“
Efror or an error of 2 formal, minor or technical nature, In forming such opinion, such merchant bank shail not be bou: lo
take into accaunt the indlvidual tax circumstances or residence of any Bondholder.

6. Governing Law
The Deed Poll will be governed by English law,
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&7 APPENDIX 5

ADDITIONAL INFORMATION

1. Responsibitity o
‘Tne Directors of the Company, whose names appear below, accept responsitlity for the information contzined jn this
document. The only resporisibility accepred by the Directors in respect of 1n{ormaucq rciaun[_; 10 UAL has _bccn 1o epsure
that it has been correctly an.l fairly -eproduced or presented fiom published jinformation, Subject as aforecaid, tn the best of
the knowledge and belicf of the Cirectors (who have taken all reasonable care to ensure that such isthe case), thenformation
gn;uained iy this dogument is in accordance with the facs znd does not omit anything likely to affect the import of such
information,

2, Dircctors of British Aivways
The Diveciotsof British Airwayr-and their responsibilities are as follows:i—

Lord King of Wartnaby (Chairman)

Sir Colin Marshall (Deputy Chairman and Chiisf Executive)
D. M. Stevens (Chief Financial Officer)

M. R. Angus (Deputy Ghasrman)

A. M. Davies

L. W, Jessop

Sir Francis Kennedy

H. U, A. Lambert

Hon, Chatles Price I1

all of Speedbird House, Heathrow Airport (London), iounslow TW6 2JA.

3. Share capital of British Airways “\

() (i) Asatthe datw of this documant, the authorised share capital of the Company is £267,000,000 comprising
1,(1£8,000,000 Oedinary shares of 25p eoch, of which 720,484,536 have been issued fully paid and 347,516,973
semaun tuhorlsed but unissaed, Of the aumber, 131,775,863 have been reserved to provide for canversion
and exchange of the Boads and tae Preference shares. b

(i) Asatthedate of this decumen, ¢ptions to subseribe for Ordinary shares are outstanding under the Company’s
share option schemes as followsi-~

Subscription Dates first

Numbers of prices per normally

shares share (p) exercisable

Savings related share option scheme 42,757,139 135-161 1992
US employee share purchase plan 795,400 202 1992
Execntive share option scheme 13,659,680 150-210 1990
US executive shard apbon plan 492,490 150-225 1950

Save as diselosed, no share or loan capitat of any member of the Group is under option or is agreed conditionally to
be put under option. .
4

{(b) Application lias been made to the Council of The Stock Exchange for the Bonds to be admitted to the Owficial List,
Tris expected that listing will become effective and dealings in the Bonds are expected 10 commence, nil paid, on
2nd October, 1989. No application will be made for the Bonds to be listed on any other stock exchange, Dealings in
the new Britisii Airways shares issued on conversion and exchange are expected to commence, fully puid, on the
first business day afier the relevant Corversion Date, Neither the Bonds nor the new Brivish Airways shares have
beed or are available 1o the public in whole or in part except on the teems of the rights issue,

() The provisions of Section 89(1) of the Companics Act 1985 (which, 10 the extent not disapplied pursuant to Section
95 of tkat Act, confer on sharcholders rights of pre-emption in respect of the nllotment of equity securites (within
the meaning of Section 94 of that Act} which are, or are to be, paid up in cash) will apply o the new British Airways
shares.

(d) The Directors are at present generally ased unconditionally authorised to allot relevant securities (as defined in Section
80(2) of the Companies Act 1985) up 10 0 maximum nominal amount of £60,000,000 a1 any time up to the date of the
next Annual General Mecting or 17th October, 1990, whichever is the earljer.

(e) Bya special rezolution passed at the Annual General Meeting hetd on 17th July, 1989 the pre-emption rights
contained in Section 89(1) of the Companics Act 1985 were disapplied and the Directors were empowered to allot
equity sccurities (as defined in Scction 94 of that Act) for cash in connection with a righis issue up to a maximum
ngminal amount of £60 million and otherwise than on a rights i:sue up 1o & maximum nominal amount of £9
il xy, i1 each case at any time up to the date of the next Annual General Meeting or 17th October, 1990,
whichever is the earlier.

() The provisional allotment letters representing the right to the Bands will be temporary dacements of title and wil}
be renounceable umil 3.00 pm on the last date for acceptance and payment, expected to be 21 days after the date of
posting of the provisional allotment letters, Thereafier the Bonds will be in registered form transterable by
instrument in writing in the usual common form or in such other form as the lssuer shall from thue to time
approve, Certificates in respect of the Bonds will be issued within 42 days after payment.
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(g7 The Articles of Association of Brirish Airways coptain the followin isi el i
which the Preference shares will be exchangeable: — 8 provisionsrelating 10 she Ordinary shares for

(8 Transfer of shares and registration declaration: The British Airways shares are in re
transferable by an instrumcm_of transfer in the usual form o7 in ans; ather form :‘whlfi?:ﬁr:f)fgggérssfg;? e
approve. The Directors may, in their absolute discretion and without assigning amy reason therefor, decline to
register any transfer of any share whichisnata fully paid shaye. Save as referred 1o in (i) below and subjest 10
the furnishing of a registraion declaration as described below, there is no restriction on the registration 5f 2
duly stamped wransfer of fully paid shares provided the transfor (a) is lodged az the wransfer oflice of such other
place as [he Directqrs may appoint, accompanied by the relevant share centificate and such other evidence of
ownership as the Directors may requirz; (b) isonly in respect of one class of share; and (¢) is in favour of not
more than four transferees, If any of the above ccnditions are ot complied with, the Directors have a
discretion whether or not 1o register the transfer in question, '

other person) for the purpose of issuing depositary receipts in respect of shares of the Company) asa
shareholder unless he has furnished a signed declaration stating (a) the name and nationality of any person who
has an Interest (as defined in (iii} below) in any such share and (if such declaration or the Directors so require)
the nature and extent of such interest or (b) such other information as the Directors may determine, The
Directors may require any such person 1o provide such evidence or information as 1o the matters referred to in
the declaration as they think fit. .

(i) Disclosure of interests: The Directors may by 4 Disclosure Notice require any mermnber or otlier person
appearing to be or to have been interested in Ordinary shares to disclose such information as the Directors shall
require relaring to the ownership of or Interests in the shares in question. If any member or person appearing
to have an Interest in any shares fails to give to the Company, within 28 days of the service on himof a
Disclosure Notice, the information required, the registered holder of those shares shall not be entitled to
acncnd or vote at any general meeting of the Company or any meeting of holders of any class of shares of the

ompany,

(iii) Rcstriqtigns on ownership of shares; TFor the purpose of ensuring that, so long as any operating rights or status
as an airline of the Company or any subsidiary are conditional on the Company being to any degree owned or
controlled by United Kingdom nationals, it is so owned and controlled, the following provisions apply:—

(2) The following terms are defined, broadly, as follows:—

“Interest” means any interest which would (subject as provided below) be taken into account, or which
any person would be taken as having, in determining for the purposes of Part VI of the Companies Act
1985, whether a person has a notifiable interest and including an interest referred to in Section 209(1)(a),
{b), (¢) and (j) of that Act but not 2n interest which a person would be deerned to have in sharesin which
his spouse or any infant child or stepehild {or, in Scotland, pupil or mincr) of his s interested by virwe of
that refationship or which he holds as a bare or custodian trustee under the laws of England or a simple
trustee under the laws of Scotland;

“Intervening Act” means the refusal, withholding, suspension or revocation of any right enabling an air
service to be operated which is granted 10, or applied for or enjoyed by, the Company or any subsidiary or
the impasition of any conditions or limitations upon any such aperating right which materially inhibit the
exereise thercof, in either case by any siate, authority or person in reliance upon any provision or by
reason of any matter or cirumstance relating to the nationality of persons owning or controlling the
Company;

“Relevant Person” means: (a) any individual who is not a British citizanas defined by the British
Nationality Act 1981; (b) any body corporate other than a body cvsporate which is incorporated undcr.thc
laws of any part of, and which has its principal place of business 2nd central management and control in,
the United Kingdom; (c) a government or governmental depurtment, agency or bady, other than of the
United Kingdom or any part thercof; (d) any municipal, local or statutory or other authority or any
undertaking or body formed or established in any country other than the United Kingdom; and (¢} any
person who both falls within any of the foregoing paragraphs of this definition and would be taken to be
interested in any shares pursuant to the provisions of Section 203 of the Companies Act 1985 if a body
corporate were interested in those shares;

“Relevant Share” means any share in which a Relevant Person hasan Interest or which is declared by the
Directors to be a Relevant Share pursuant 1o (b) below, other than one particulars of which are removcd‘
from 1he scparate register pursuant to (b) below and other than one held by (1) 2 trusiee of un employees
share scheme of the Company or any subsidiary; (2) a trustee of a pension scheme approved by the Inland
Revenue for the Company or any other business or undertaking carried on wholly or mainly in the United
Kingdom; or (3) a charity which Isregistered or exempt under the Charities Act 1960;

{b) ‘The Directors shall maintain a separate register in which shall be entered particulars of any share in
which a Relevant Person has been acknowledged to hold an Interest or in wlngh the Directors consider
there may be an [nterest.of a Relevant Person and have not been otherwise satisfied within 21 days of
notice to the registered holder or te any other person who appears to them 1o be interested in that share,
other than any share which they determine is not, or should not be treated as,a Rclevapt Share, Registered
holders of shares which have not been acknowledged 10 be Relevant Shares will be obliged to notify the
Directors if they become aware of Interests of Relevant Persons in shares held by them, The Directors are
entitled 10 assume that all or any shares held by a Depositary are Relevant Shares unless the contrary is

established 1o their satisfaction;

(¢) The provisions of (d) to (k) below shall apply if the Secretary of State, on the application of the Directors,
determines that it is necessary to take steps in order to protect any operating right pl"thc Company or any
subsidinry or the status of the Comprny or such subsidiary as a United Kingdom airline because (1) arll)
Intervening Act has taken ploce or is contemplated, threatened or intended; ar (2) ll.‘lc 'a_ggrcg.;‘tclnum cr
of shares in the separme register of the ownership or control of the Company is otherwise such that an

Intervening Act may occur;

-



{d) Afer such a determination the Chairman or the Directors shall take such of the following steps as seem (o

him or them necessary or desirable to overcome, prevent or avoid an Intervening Acti—

(1) the Chairman (or any other Director duly acting in place of the Chairman) may remove any Director
from office;

(2} the Directors may szek 10 identify those shares which gave rise to the determination of would have
given rise to a determination; or

(3} the Directors may specify 2 maximum aggregate number of Relevant Shares provided that the
maximum shall never be less than 25 per cent.;

(#) Sharesidentified pursuant to (d)(2), and shares in excess of the maximum specified in {d)(3), may be
treated as Affected Shares, The Directors shall give a notice tathe segistered holder of any share which
they determine to deal with asan Affected Share and to any other person who appearsto the Directors1o
be interested in that share stating which of the following provisions shall apply to such share, The holder
and any such other person may make representations to the Directors asto why any share should not be
wreated as an Affected Share;

() A registered haldevofan Affected Share on whom a notice sospecifying has been served and not
withdrawn shall not be entitled to attend or vote in respeat o_f such share at any general or class meeting of
the Company but the votes attached to such share shall vest in the chairman of any such meeting;

{g) The parsons cn whom anotice so specifying has been served shall within 21 days thereafier dispose of
either the Affected Share or Interests therein such that it céases te be an Affected Share and if| after 21
days, the Directors are not satisfied that a suitable disposal has been maglq, the Directors may arrange for
the sale of the Affected Share on behalf of the registered holder so that it is no longer capable of being
treated as an Affected Share at the best price reasonably obtainable at the relevant time, based upon advice
abtained by them for the purpose, The net proceeds of sale shall be held = trust by the Company for and
paid (together with interest at such rate as the Directors deem appropriate) to the former registered holder
on surrender of the certificate for such Affected Share;

(h) In deciding whiclishares areto be dealt with as Affected Shares the Directors shail be entitled 1o have
regard to which Interests in theit opinion have caused the determination by the Secretary of State but,
subject therete, shall have regard to the chronological order in which particulars of Relevant Shares have
been entered in the separate register, except where in their opinion to do so would be inequitable, in
which case the Directors shall apply such other criteria as they may consider appropriate;

{i) ‘Thetransfer of any share shall be subject o the approval of the Directors if, in the opinicn of the
Directars, such share would upon transfer become or be capable of becoming or being treated as an
Affecied Share and the Directors may refuse to register the transfer of any such share;

i) At anytime when the Directors have specified a maximum for the number of Relevant Shares or
determined to deal with shares as Aflfected Shares they will publish in the United Ringdom, the United
States and Canada notice of the determination of the Secretary of State, of any such maximum specified
and of the provisions which can apply to Affected Shares and the name of any person who will answer
enquiries relating to Affected Shares, Atother times the Directors shall from time to time publish
information as to the number of shares particulars of which have been entered in the separate register.
The Directors will not be required to make the separate register available for inspection but will provide
information to bona fide enquirers as to the number of Relevant Shares from time 10 time on such register;

(k) If at any time when a deterntination has been made and not withdrawn anyone enquires of the Directors
whether the number of Relevant Shares exceeds any maximum specified or whether any shares which he
proposes 1o buy or in which he proposes 10 acquire an Interest would, in the opinion of the Directors, be
capable on acquisition of becoming Affected Shares, the Directors shall, an sufficient information being
given 1o them, notify the enquirer whether in their opinion the shares would in such circumsiances be
capable of becoming Affected Shares. Such notification shall not, however, be binding on the Directors or
the Company;

) [If the Secretary of State, afier consulting the Directors, resolves that grounds for the making of a
determination have ceased 10 exist, he shall withdraw the determination and, on withdrawal, the above
provisions shall cease to apply and the Dircetors shall give notice to any holder of an Affected Share on
whom a notice under {v) above has been served and shall remove any maximum specificd and shall
pCubliaise a notice of such withdrawal in a newspaper in the United Kingdom, the United States and

anada,

For the purpose of jrreventing, until 31st January, 1992, any person (other than the Custodian Bank under the
Insialment Agreement entered into in connection with the affer for sale, 2 Depositary, a trustee of an
employees’ share scheme of the Company or uny subsidiary, a Stock Exchange Nominee, the chairman of a
meeting or underwriters in respect of contingent abligations to take up shares pursuant to an underwriting or
sub-underwriting agreement) from retaining an Interest in shares which carry 13 per cent, or more of the votes
attaching to the issued share capital of the Company the following provisions apply until 31st January, 1992:—

{a} Any person who has an Inierest {ns defined above but including any interest which a person would be
taken as having by reason o_fSccuon ?03(1) of the Companies Act 1985) in shares which carry 5 per cent.
or more of the vates aitaching to the issued share capital of the Company is required to notify the
Campany of that Interesy;

{b) Ifany person has, or appenrs to the Directors to have or, if the Direciors are unable 1o ascertain whether
such a person has nn Interest in the shares and so resolve, isdeemed to have, an Interest in shares which
earey 13 per cenl. or more of the total votes ataching to the issued shares of the Company, the Directors
shall serve a written notice on the registered holder of the shares concerned and on any other person who
appears to the Directors to be interesied in those shares, Such notice shallset out the restrictions referred
to below and shall call for the interest concerned to be reduced to less than 15 per cent. by a disposal of
shares or [nterests therein within 21 doys of the service of the notice (or such longer period as the
Directors consider reasonable), The holder and any such other person may make representations to the
Directors to the eflect thnt no person having an Interest in shares which carry 15 per cent. or more of the
votes atiaching to the issued share capital of the Company is interesied in such shares. No transfer of the

sll;nrcs comptised in the Interest may be made except for the purpose of reducing such Interest to less than
percent.
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(&) After such a determination the Chajrman or the Directors shall take such of the folfowing stepsas szem 1o
him or them n¢cessary ef desirable to overcome, preyent of avoid an [nterveping Acti—

(1) the Chairman {or any other Disector duly acting jn place of the Chairman) may zemove any Director
from office;

(2) he Directors may seek 10 idemify those shares which gave rise (o the determination or would have
given rise toa determination; or

(3) the Directors may specify a maximum aggregate number of Relevant Sharesprovided that the
maximum shall never be less than 25 per cent

(¢) Shares identificd pursuant to {d)(2), and shares in excess of the maximum specified in {d)(3), may be
Ireated as Affected Shares. The Directors shall give a notice 1o the registered holder of any share which
they determine to deal with asan Affected Share and 10 any other person who appearsto the Directorsto
he jnterested in that share stating which of the following provisions shall apply to such share, The holder
and any such other person may make representations o the Directors asto why any share should not be

treated as an Affected Share;

(- Aregistered holder of an Affected Share on whom 2 notice so specifying hasbeen served and not
withidrawn shall not be entitled to attend or vorte in respect of such share at any general or class mecting of
the Company but the votes attached to such share shall vest in the chairman of any such meeting;

{g) ‘The persons on whom a notite 50 specifying has been served shall within 21 days thereafter dispose of
cither the Affected Share or Interests therein such that it ceases to be an Affected Share and if, after 21
days, the Directors are not satisfied thata suitable disposal has been made, the Directors may arrange for
the sale of the Affected Share on bebalf of the registered holder so that it is no longer capable of being
wreated as an Affected Share at the best price reasonably obtainable at the relevant time, based upon advice
obtained by them for the purpose, The net proceeds of sale shail be held on trust by the Company for and
paid {rogether with interest al such rate as the Directors deem appropriate) to the former regisiered holder
on surrender of the certificate for such Affected Share;

(h) Indeciding which sharesare to be dealt with as Affected Shares the Directors shall be entitled to have
regard to which Interests in their opinion have caused the determination by the Seerciary of State but,
subject thereto, shall have regard 1o the chronological erder in which particulars of Relevant Shares have
been entered in the separate register, except where in their opinion to do so would be inequitable, in

which case the Directors shall apply such other criteria as they may consider appropriate;

() The wansfer of any share shall besubject to the approval of the Dircctors if, in the epinion of the
Directors, such share would upon transfer become or be capable of becoming or being treated as an
Affecied Share and the Directors tnay refuse to register the transfer of any such share;

) At anytime when the Directors have specified a rmaximum for the number of Relevant Shares or
determined to deal with shares as Affected Shares they will publish in the United Kingdom, the United
States and Canada notice of the determination of the Secretary of State, of any such maximum specified
and of the provisions which can apply 10 Affected Shares and the name of any pesson who will answer
cnquirics relating to Affected Shares. At other times the Directors shall from time to time publish
information as to the number of shares particulars of which have been entered in the separate register.
The Directots will not be required to make the separate register available for inspection but will provide
information to bona fide enquirers as to the number of Relevant Shares from time o time on such register;

(k) If atanytime whena determination has been 1.de and not withdrawn anyone enquires of the Directors
whether the number of Relevant Shares exceeas any maximum specified or whether any shares which he
proposes 10 buy or in which he proposes to acquire an Interest would, in the opinion of the Dircctors, be
capable on acquisition of becoming Affected Shares, the Directors shall, on sufficient information being
given 1o them, notify the 2nquirer whether in their opinion the shares would in such circumstances be
capable of becoming Affected Shares, Such notification shall not, however, be binding on the Directors or
the Company;

() If the Secretary of State, after consuhing the Directors, resolves that grounds for the making of a
determination have ceased to exist, he shall withdraw the determination and, on withdrawal, the above
provisions shall cease to apply and the Directors shall give notice 10 any holder of an Affected Share on
whom a notice under (v) above has been served and shall remove any maximum specified and shall

pcublizisc a notice of such withdrawal in & newspaper in the United Kingdom, the United States and
anada,

For the purpose of preventing, until 315t January, 1992, any person (other than the Custodian Bank underthe
Instalment Agrecment entered into in connection with the offer for sale, a Depositaty, a trusiee ofan
employees’ share scheme of the Cotnpany or any subsidiary, o Stock Exchange Nominee, the chairman ofa
meeting or underwriters in respect of contingent obligations to take up shares pursuzntto an underwriting or
sub-underwriting agreement) from retaining an Interest in shares which carry 15 per cent. or more of the votes
attaching to the issued share capital of the Company the following provisions apply until 31st January, 1992:—

{a) Any person who has an Interest {ns defined above but including any imerest v hich a person would be
taken as having by reason of Section 203(1) of the Companies Act 1985) in shates which carry 5 per cent.

or more of the votes anaching to the issued share capital of the Company is required to notify the
Company of that [nterest;

(b) If any person has, or appears to the Directors 1o have or, if the Directors are unable 1o ascertain whether
such a person has an Interest in the shares and so resolve, is deemed to have, an Interestin shares which
carry 15 per cent. or more of the total votes attaching to the issued shares of the Company, the Directors
shall serve a written notice on the registered holder of the shares concerned and on any other person who
appenrs to the Directors to be interested in those shares, Such notice shall set out the restrictions referred
10 below and shatl call for the interest concerned to be reduced to less than 15 per cent. by a disposal of
shares or Interests therein within 21 days of the service of the notice (or such longer period as the
Directors consider reasonable). The holder and any such other person ray make representations to the
Directors ta the effect that no person having an Interestin shares which carey 15 per cent. or more ofthe
votes attaching to the issued share capital of the Company is interested in such shares. No transfer of the

.ritéarcs comlpriscd in the Inerest may be made except for the purpase of reducing such Interest to less than
per cent,

BRITISH AIRWAYS
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{¢} Ifsucha patice is seryed and is pot complied with in a)l Fespects i the satisfaction of the Directors and has
Rot been withdrawn, the Directors shall arrange for the sale of shares on behalf of the registered holder at
the best price reasonably obtainable at the releyant time, based upon advice obtained by them fortne
purpose. The net proceeds of sale shal} be held on trust by the Company for and pajd (togethier with

ime;es; #t such rate asthe Directors deem appropriate) to the former regisiered holder on surrender of the
certificate for the shares concerned;

{d) A registered holder on whom a notice referred to in (b) has been served is not entitled in respect of the
share or shares comprised in the Interest, until such notice has been withdrawn or complied with 10 the
satisfaction of the Directors, to attend or vote atany general or class meeting of the Company and the
votes attaching to such shares shall vest in the chairman of any such meeting;

Any resolution or determination of, or decision or exercise of any discretion or power by, the Chairman or the
Directors in relation to the provisions of this paragraph (jii) shall be conclusive and binding on all persons
concerned and shall not be open 1o challenge and they shall not be obliged to give reasons therefor, The
Directors shall not be obliged to serve any notice required under the provisions of 1his paragraph (iii) on any
person ifthey do net know his identity or address, The absence of service in such circumstances orany
accidental error in or failure o give any notice required shall not prevent the implementation of or invalidate
any procedure referred to hereunder,

{iv) Dividendsand other distributions and return of capitak: The Company may by ordinary resolution declare final
dividends and the Directors may declare interim dividends but rto final dividend shall be declared in excess of
the amount recommended by the Directors and no dividend shall be payable otherwise than eut of profits
available for the purpose under applicable legislation. Except in so far as the rights attaching to, or the terms of
issue of, any shares otherwise provide (no such shares currently being in issue), all dividends shall be
apportioned and paid pro rata according to the amounts paid up thereon. On any distribution by way of
capitalisation, the amount 10 be distributed will be appropriated pro rata amongst the holders of Ordinary
shares according to the amounts paid up on their shares respectively. On a return of capital, whetherona
winding-up or otherwise, the Ordinary shares will rank par? passu in all respects,

The Directors may, in their discretion, fix any date as the record date for any dividend or distribution, Any
dividend unclaimed after a period of twelve years from the date of declaration thereof will be forfeited and
revert to the Company. No dividends or other monjes payable on or in respect of a share shall {except as
specified in the Articles) bear interest against the Company,

(v) Voting: Subject 1o disfranchisement in the event of non-payment of calls or non-compliance with a Disclosure
Notice or pursuant to the provisions sumimariser in ({if) above and subject to any special terms as to voting
attached to any shares (of which there are none at present), every member present in person (including any
corporation present by a duly authorised representative) at a general meeting of the Company shall upon a
show of hands have one vote and on a poll every member present as aforssaid or by proxy shall have one vote
for every share held by him,

4, Indebtedness

Atthe close of business on 3 1st August, 1989 the British Airways Group had outstanding the following borrowings and
capital obligations under finance leasesi— :

Bank and other loans repayable: £m
Within one year 7
After more than one year 659

666

Capital obligations under finance leases payable:

Within one year 33
After more than one year 207

240

Total 906

Allborrowings and capital obligations under finance Jeases which are denominated in foreign currency have been translated
into sterling at the rates of exchange prevailing at the close of business on 3151 Aupust, 1989 or, where the loan repayment
instalments have been covered forward, at the applicable forward contract rate,

Until Ist April, 1984, British Airways was able to enter into arcangements for borrowi_ngs anc_l ﬁn;mcc lease obligarions with
the benefit of%ua’rameés provided by EIM Treasury, At 31st Augusi, 1985 loans and capital obligations under ﬁ.r;ani_e}icascs
amounting 10 £14 million were gugranteed by FIM Treasury and these guarantees will remain in force for tthI; e o tAgsc
loansand finanee leases. If 2ny such guarantee is called, the undertaking and all the property and revenues of | .nlnﬂ! irways
would be charged with the repayment of any monies paid thereunder with priority from the datcon wlucher;; h A xlrwnys
committed to orincurred the liability. At 3]st August, 1989 there was no othier security in respect of any of the Briish
Airways Group’s outstanding indebtedness,

At 31st August, 1989, the British Airways Group har contingent {iabililies in respeciof obligations of the Company and
guarantees given by or on behalf of subsidiaries and related companies amounting o £104 million.

Cash balances and short-lerm deposits amounted to £160 million at 315t August, 1989,

Save as aforesaid and apart from intra-Group indebiedness and guarantees, neither the Camp}nnybnor any oi;lésrsubsldmncs
had, at 31st August, 1989, any loan capital outstanding or created but unissued, term loans or other o"f‘“?]f-m F ol trade
indebtedness in the nature of borrowing, including bank overdrafts end liabilitics under ncccptangcs (fc_n mcc an o :
bills) or aceeptance eredits, hire-purchase commitments, mortgages or charges, commitments under finan ,
Buarantees or other materinl contingent liabilities,

, \
British Afrways is 1 party to certain operating leases which, atits option, may be CP“‘}'ea“fg e g:gg:: :fff::,;g?m of
these leases has been so converted and hence obligations thercunder have not been included in th H .
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i Warking eapita ilitigsand th dsof the rights issue described jn this
Tu¢ Directors consider that, having regard to ayajlable bapk facilities anc 1 ¢ proceeds of the sights lspue Cescrinee I
domumen the Brirish Ajcways Group will, following its participation in the Acquisition of UAL, have sufficient working
capita} for its present requirements.

6. Litigation o '

There are a number of identified legal and other claims which emanate from intgrnational airlinc operations and cther
activities of the Dritish Airways Group for which the Directors have made what they believe is appropriate provision, In
addition, experience with litigation and regulation in the United States and elsewhere has Jed the Directors 1o conclude that
itis prudent to carry forward the provision of £23 million made in prior years. Neither British Airways nor any of its
subsidiaries is engaged in or is aware of any litigation, claims or arbitration proceedings pcr}dmg or 1hrgatcncd against them
which, having regard 10 provisions already made, are likely to have, or which have had during the previous 12 months,
significant effect an the British Airways Group's financial positien,

7. Dircctors’ and other interests

(#) Asat 19th September, 1989 Morgan Guaranty Trust Company of New York, the Dcposimr‘y of the Company’s
ADR facility, has a non-beneficial interes in approximately 20.3 per cent. of the .Company_ s c.xlsung_:ssucd share
capital, The Directors are not aware of any other person who may be interested direcily orindirectly in 5 per cent,
or more of the issued share capital of the Company.

{b) The interests, all of which are beneficial, of the Directors and their conqccted persons {as dpﬁncd i'q Section 346 of
the Companies Act 1985} in the share capital of the Company as shown in the register of Directors’ interests
required to be kept under the Companies Act 1985 are as follows:—

Ordinary shares Ordinary shares Options Options
subject to subject to Executive share SAYE share
no restrictions restrictions * option scheme option scheme
Lord King 29,684 ' 316 750,695 4,596
Sir Colin Marshall 25,120 316 607,520 4,596
D. M. Stevens 5,000 246 200,000
M. R, Angus 3,000
A. M, Davies 5,000
J. W. Jessop 3,500
Sir Francis Kennedy 3,200
H. U. A, Lambert 1,000
Hon, Charles Price IT 10,000
82,004 4,378 1,558,215 ‘ 9,192

* The British Airways Ordinary shares subject to restrictions are hetd in trust and may not be dealtinfora
minimum period of two years following subscripton,

The Ordinary shares in which the Hon, Charles Price If is interested are represented by American Depositary
Receipts.

"The options under the Executive Share Option Scheme are ata price of 150p per share in relation to 266,666
options held by Lord King, ata price of 178p per share in relation to 224,719 options held by Sir Colin Marshall, at
a price of 200p per share in relation to 200,000 options held by D M. Stevens, at a price of 206p per share in respect
of 194,174 options held by Lord King and 97,087 options held by Sir Colin Marshall, ata price of 207p pet share in
respect of 289,855 options held by Lord King and ata price of 210p per share in relation to 285,714 options held by
Sir Colin Marshall. The options under the SAYE share option scheme are ata price of 161p per share. Options are
normally exercisable during periods ranging from 1990 to 1969, No Director has an interest insharesin any
subsidiary of the Company.

(c) No Director has any interest in any transaction which is or was unusual in its nawre or conditions or significant to
the business of the British Airways Group and which was cfiected by the Company since 31st March, 1988 or which
was effected prior to that date and remains in any respect outstanding or unperformed,

(d) Theaggregate remuneration (including pension contributions) of the Directors of the Company in the financial
year ended 31st March, 1989 amourited to £1.84 million, Inthe financial year ending 31st March, 1990 the
Egg;cggatcﬂrcmuncrmion (including pension contributions) of the Directors of the Company is estimated to be

1.99 millien.

{¢) Thetotal emoluments of the Ditectors will not be varied as a consequence of the proposed investment in Airline
Acquisition Corp.

8. Directors’ service agreements

The service agreements of Lord King, Sir Colin Marshatl and D, M. Stevens were on public display at the last Annual
General Meeting of the Company on 17th July, 1989. There are no existing ot proposed service agreements bewween any of
the Directors of British Airwaysand British Airways or any other member of the British Airways Group which have not
previously been on display and there hiave been no changes in any of the service contracts between British Airways and the
Dircetors since they were made available for inspection as aforesaid,

9, Material contracts

’I‘h.c‘unly'comructs, not being contracts entered into in the ordinary course of business, which have been entered into by the
?rlllUSh Airways Group during the two years preceding the date of this document, and which are, or may be, material areas
ollowsi-r

(n) Anagrecment dmcd_29th April, 1988 between the Cuvia Partnership (1), Covia Corporation (2), Cypher
Corporation (3), United Air qucs, Ine. (4), Distribution Systems Inc, {a wholly owned subsidiary of British
Alrways) (5), Roscor A.G. (6), Travel Industry Systems BV (7) and USAM Corp. (8), pursuant to which Distribution
Systems Inc, purchased an 11.3 per cent, interest in the Covia Partnership, a Delaware general partnership

established 1o operate the Apolle computer reservation system, from Covia Corporation (a wholly owned ubsidiar
of UAL) for $113,130,000, yeie poration (a wholly owned subsiciary

BRITISH AIRWAYS
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10,

11.

12,

(0} Leyer agreement dated 14th September, 1989 from British Airways to Airline Acquisition Corp. pursuant to which
British Aleways agreed, subject (inter alic) to the approval of the shareholders of British Ai;way?, 1% subscr[ibc S?lfgg )
guliton fu;r gfci)fcrryd_sloci]s in hAlrhnre Acgulsull?n ﬁo;p. on the terms described in the leter agreement and in this

ocument, Sybscription for the preferred stock will be made simultaneously with 1 i e 1 offe
tnde by hirline Acqusition Gorp: for DAL y with the closing of the tepder offer

{c} anagreement d_agcd 26th Seprember, 1989 between the the Issuer (1), the Company (2), and Lazard
Warburg Securitics and UBS Phillips & Drew Securities Limited (("l)l,le Underv?ritcyr:(s"gt(;)]whcrclzy 3::01}1“5, 5
Underwriters (severally as to one-third ¢ach) have condirionally agreed 10 underwrite the issue of the 320,215,349
Bends a1 100p per 1§0nd in consideration of the payment to the Underwriters of a commission of 2 per cent. of the
aggregaie subscription price of the Bonds out of which the Underwriters will pay all sub-underwriting commissions
in respect of the underwriting, a fee 10 the brokers to the rights issue of 4 per cent, of such valuc and their own legal
‘expensc_s..All u_:uhcr expenses of the rights issue are 10 be paid by the Issuer, The agreement includes warranties and
indemnities given by the Issuer and 1the Company in favour of the Underwrizers.

U¥, Taxation

{a) The Company is nagand has not since incorporation been a close company as defined in the Income and
Corporation Taxes Act 1988,

{b) Under current legislation, no tax will be withheld by the Company when it pays a dividend. However, when paying
a dividend the Company is cbliged 1¢ account to the Inland Revénue for advance corporation tax (“*ACT"), The
rate of ACT is fixed by reference tothe basic rate of income tax and at present equals 25 per cent, of the apgregate
of the dividend and of the related ACT.

A holder of ordinary shares who is resident (for tax purposes) in the United Kingdom and who receives a dividend
from the Company will be entitled to a tax credit of an amount equal 10 the related ACT, A company so resident
will be able to treat any dividend received and the related tax credit as franked investment income, An individual so
resident will be taxable upon the total of the dividend received and the 1ax credit, but the tax credit will discharge
his liability to basic rate income tax and, if the tax credit exceeds his liability to 1ax on the dividend, he will be able
to claitn the excess.

Subject 10 certain exceptions for Commonwealth citizens, citizens of the Republic of Ireland, residents of the Iste of
Man or the Channel Islands and certain others, the right of a holder of Ordinary shares who is not resident in the
United Kingdom to claim any part of the tax credit will depend upon the cxistence and terms of any double tax
convention between the Unitea Kingdom and the country in which he is resident, A holder whois not resident in
the United Kingdom should consult kis own tax advisers concerning his tax liabilities on dividends received,
whether he is entitled to reclaim any part of the tax credit and, if 5o, the procedure for doing so.

A sharcholder resident owsside the United Kingdom may also be subject 1o foreign taxation on dividend income
under local law, Any person who Is in doubt as to his taxation position should consult an appropriate professional
adviser. O

(c) Any dealing for consideration with a provisional allotment letter represemting Bonds will generally be subject to
stamp duty reserve tax at 0.5 per cent. on the consideration and any transfer ona sale of any Bonds will be subject to
ad valorem stamp duty of 0,5 per cent.

Information concerning British Airways Capitat Limited

(2} The Issuer is a subsidiary of British Airways and was incorporated in Jersey under Jersey law (registration number
45321) on 25th Seplember, 1989 with limited liability. Under Clause 3 of its Memorandum ngssocmuoq its
corporate purposes include the lending of monies and the Issue of shares, as well as the borrowing of monies and the
issue of debt securities.
The Issuer has not engaged in any activities other than these incidemal to its formation and the authorisation of the
issue of the Bonds and the Preference Shares,

The registered office of the Issuer is located at 39/41 Rroad Sireet, St Helier, Jersey Channel Islands.

(b) The Directors of the Issuer are D. M. Stevens, R, J. Ayling, R. D. A, Galbraith and D. Ford, each of Speedbird
House, Heathrow Airport (London), Hounslow TWé 2]JA.
The Secretary of the Issuer is Barclaytrust International Limited of 39/41 Broad Street, St. Helier, Jersey, Channel
Islands,

(¢) The Issuer has an authorised share capital of £3,261,000 which will be divided into 1,000 Founders’ Shares ha'ving
a par value of £1 each and 325,000,000 Unclassified Shares having a par value of 1p each. All of the Founders

Shares will be issued, futly paid, and will be beneficially owned as 10 890 by British Airways and as 10 110 by
Barclays Bank PLC. The Issuer is also issuing the Bonds, The Unclassified Shares may be issued either as
Exchangeable Redecmable Preference Shares having a par value of 1p each on conversion of Bonds or may be
isstied as Nominal Shares having a par value of 1p each for the purpose of providing funds for the redemption of
such Preference Shares,

The capitalisation of the Issuer immediately following the issue of the Bonds will be as follows:—

Issued share capital - Founders’ Shares £1,006

Other than the Bonds, the Issuer has no borrowings, or indebredness in the nature of borrowings, or contingent
liabilities.

General

(a) Uritish Airways s the parent company of the British Alrways Group, e
b) "The auditors of British Airways are Erast & Young of Becket House, 1 Lambeth Palace Road, London SE1 7EU.

® Ernst & ;’oung have audited lgritish Airways’ annual accounts for Wi five financial years ended 31st March, 1989.

{¢) Lazard Brothers & Co,, Limited, Morgan Stanley & Co. Incorporated and R, Wason & Sons have each ;;1;1:;1 and
have not withdrawn their respective written consents to the issue of this documen with the inclusion of the
references to them (and, in the case of R, Watson & Sons, to the references to their report) and to their names in the

form and context in which they appear.
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13. Overseassharcholders

0]

0]

®

(e)

()

{b)

{c)

()

I itten by Lazard Brothers & Co, Limited of 21_AIQ’Qnrficlds, London EC2P 21T,
’g&“v’a’fr%‘:;ésé*:c};ﬁt?:: gru‘ngic;:t;ruw Avenue, Londen EC2M 2PA and UBS Philiips & Drew Securities Limited,

100 Liverpool Street, London ECIM 2RH.

" cial information in respect of the British f\irways Group cgnlained in Appendix 3 of this document does
gct::ecg;::r?u:tc full accounts in respect of the financial peried ended 31st March, 1989, Full accounts of the
Company for that financial period have been delivered to the Registrar of Companies and the auditors Lave made
an unqualificd report thereon within the meaning of Section 271 of the Companies Act 1985,

i f the Company are Lloyds Bank Ple, Registrar’s Department, Goring-by-Sea, Worthing, West
g&sigccgﬁ;;r;l%t\. 'ﬁ"hc rcgciv!i’ng bankers for the riéhls issue are Barelays Bank PLC, New Essues, PO licx 23,
Fleetway House, 25 Farringdon Street, London EC4A 4HD, The Registrass to the issue arc Barciays Bonk PLC,
Registration, PO Box 34, Ociagen House, Gadbrook Park, Northwich, Cheshire CWw9 7RD.

Save as disclosed in this document there has been no significant change in the financial or trading position of the
British Airways Group since 315t March, 1989, the date 1o which British Airways' latest audited consolidated

financial statements were made up.

c
United States and Canada o
The provisional allotment letters, the Bonds and the new British Airways shares have not been, and- -ill not be,
registered under the United States Securities Actof 1933, as amcr}d_ed, or under the securities legisla +»n of any
province or territory of Canada and accordingly, none of the provisicnal allotment leuers, the Bonds ¢ i the new
British Airways shares may be offered, sold, delivered, ren.oum_:ed, transfcrrcd, assigned, exchanged or , *herwise
disposed of, directly or indirectly, as part of their distribution, in the United States or Canadaor toorfo, Ye
account or benefit of any North American person, Bonds will not be provmox_mlly allou.cd, nor will prot+- onal
allotment fetters be despatched to any sharcholders with registered addresses in the United States or Canada. The
rights of such persons will be sold in the market, nil paid, by the close of business on 2nd Octaber, 1989 and any net
proceeds (after deduction of expenses) will be distributed to the persons entitled thereto, save that no payment will
be made of any individual amount of Less than £2,50. Such amounts will be retained by the Issuer.

To give effect to the foregoing restrictions, in order to take up rights to the Bonds or register renunciation each
prospective holder of Bonds will be required to make 2 declaration, utilising the definitions of “United States” and
“North Americaii person™ set forth in this document, to the following effecti—

. . it
“(1y I am not/None of us is a North American person; and o

- (2) Iam not/None of us is acquiring any of the Bonds for the account or benefit of a North American person or

with a view to their offer, sale, delivery, renunciation, transfer, assignment, exchange or other disposition,
direcily or indirectly, in the United States or Canada or to or for the account or benefit of a North American
person of to any other person whont [/we have reason to believe is purchasing with a view tosuch offer, resale
or delivery,”

If this declaration is not made any Bonds to which the prospective holder would have become entitled wiil be sold in
the market on 23rd October, 1989 and the cash proceeds (if a premium over the subscription price and the expenses
of sale can be obtained) remitted, save that no payment will be made of an individual amount of less than £2.50.
Such amounts will be retained by the Issuer.

‘The underweiters have represented that they are not North American persons and are not acquiring the provisional
allotment Jetters or the Bonds for the account of North American persons and have agreed that they will not offer, |

sell or deliver, directly or indirectly, such provisional allotment letters or Bondis in the United States or Canada or to
or for the account of North American persons, In addition, the underwriters have agreed that prior to the date 90
days after the date of distribution of the provisional allotment letters and the Bonds is completed {as determined by
Lazard Brothers) they will not, as principal or agent, offer, sell or deliver, directly ot indirectly, in the United States
or Canada or to or for the account of any North American person, any provisional allotment letters or Bonds no
matter how acquired,

South Africa

In order 10 comply wi!h Soqth Aftican law, provisional aliotment letters o be sent to shareholders with registered
addresses in South Africa will not be renounceable, Such persons may require the approval of the South African
Exchange Control authorities if they wish to take up their rights. All payments must be in pounds sterling.

Republic of Ireland

The auention of shareholders resident in the Republic of Treland is drawn to the Irish Exchange Control
regulations applicable to holders of United Kingdom securities. If such shareholders wish totake up their .
allotments they should consult an Approved Agentin the Republic of Ircland {i.e. a bank, stockbroker or solicitor)

to ensure that they obtain the necessary permission 1o enable them o 1ake up their allotments. All payments must
be in pounds sterling,

Other overseas territories

I’cx:sons resident in other overseas territaries should consult their professianal advisers as to whether they require
any governmental or other consents or need to observe any other formalities to enable them to take up the Bonds
provisionally allolted to them. All payments must be in pounds sierling.

In cases where overseas shareholders are not allotted Bonds or are unable to take up the Bonds provisionally allotted
to them, such Bonds will (if a net premium can be obtained over the subscription price and expenses of sale) be sold
in the rmarket for the benedit of such persons as described under “Procedure in respect of rights not tasken up™.

o BRITISH AIRWAYS

P



i e S

R

47

14, Doguments available for jmspection

Copigsof the following documents will be available for inspectica at the offices of Linklaters & Paines, Barrington House.
5967 Gresham Street, London EC2V 7JA during normal business hours on any weekday (cxcluding’Sawrdfys and pubfic
holidays) until 13th Octolier, 1989 and at the Extraordinary General Mecting:—

(@ the Memorandum and Articles of Assoctation of the Company and the Issuer;

{b} the published audited consolidated accoums of the British Airways Group for each of the iwa financial years ended
3Itst March, 1989;

(¢) the annual reportsand Forms 10-K of UAL filed with the United States Securities and Exchange Commission for
13%: }tu].'o ﬁsc?;)é;ars ended 315t December, 1588 and UAL's quarterly report on Form 10-Q for the quarter ended
th June, H

(d) the rulesof the share option schemes referced toin paragraph 7 above;

{s) theservice agreements referred 1o in paragraph 8 above;

{f) thecontracts referred to in parageaph 9 above;

{(g) thewritien consents and the report referred 1o in paragraph 12(c} above; and

(v} the Trust Deed, the Devd Poll and the Registrar’s Agreement (in each case as defined in Appendix 4),

27th September, 1989 \/

.
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BRITISH AIRWAYS .

&7 NOTICE OF EXTRAORDINARY GENERAL MEETING

, i

icei iven that sn Extraordinary General Meeting of the Company will be held at The New Connaught Rooms L

GNl‘}ggeéi:lairgJeig’cS?rcc?: London WC2 or?l Friday, 13th October, 1989 at 9,00 am to consider and jf though fit to pass the ’
resalution set out below as an Ordinary Resolution:—

ORDINARY RESOLUTION

THAT the proposed participation by the Company in the Acquisition of LAL anc'i arrangements relating thereto on the
terms desc,ﬁ,eé’ in :hf letter from the Chairman of the Company to the Company’s shareholders dated 27th September, 1989
or an such other terms as the Directors may consider appropriate is hereby approved.

By order of the Board
‘ R.J. Ayling
K ' R Secretary 271h September, 1989
Registered Office: N
Speedbird House
i Heathrow Airport (London)
i Hounslow TW6 2JA
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Notes: 7
(i) Every person entitled 1o attend and vote at the Extraordinary General Meeting convened by the above notice is entitled s
o &an]:pom: L proxy or proxies to atiend and, on a poll, to vote on his behalf. A proxy need not be a member of the x
i . pany, 02
1
(i) To be valid, a form of proxy and any power of attorne i ichitissi i -
alid, 2 ¢ y ot other authority under which it is signed must be lodged with T
the Registrars of the Company, Lloyds Bank Pic, Registrar’s Deputnient, Goring-by-Sea, Worthing, West Sussex i
BN12 4ZZ, not less than 48 hours before the dme appoinied for the holding of the meeting. S
. (iif) Completing and returning a form of proxy will not prevent a memb ingi i ’ S
& meeting should he so wish, P mber from attending in person and voting at the 3
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