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1. Responsihility for listing particulars

B-Cal and the directors of B-Cal whose names appear in Part Il are the persons responsible for
the information on the B-Cal Group and themselves contained in Part [II and for the
information contained in Part IV relating 10 the indebtedness of the B-Cal Group. To the best of
the knowledge and belief of those directors (having taken all reasonable care to ensuge thatsuch
is the case) that information is in accordance with the facts and does not omit anything likely 10
affect the import of such infermation. The directors of B-Cal accept responsibility accordingly,

The directors of British Airways whose names appear on page 2 arc the persons responsible for
all other information contained in this documenit, To the best of the knowledge and belief of
those directors (having taken ail reasonible care to ensure that such is the case) that information
is in accordazice with the facts and does not omit anything likely to affect the import ef such
information. The diz=:tors of British Airways accept respensibility accordingly.

2. The Offer and the Cash Alternative ‘
On 16th July, 1987 the Boards of British Airways and B-Cal announced that they had reached

agreement on the ferins of a recommended offer to be made onbehalf of British Airways for zhe -

B-Cal sharg+, Frelt details of the Offer including all its terms and conditions are set out in the
Offer Doiexiir v+ +irich is available for inspection as indicated in Section L of PartV below.
Under the w204z i iane Offer accepting kolders of B-Cal shares will receive 115 new BA shares
for every 22 B-Cal shares. These listing particulars relate to the proposed issue by British
Airways of up 1o 108 million new BA shares in corinection with the Offer.

The Offer Document also contains details of the Cash Alternative which is a separate offer by
Lazard Brothers to purchase ot procure purchasers for each new BA share 1o which holders of
B-Cal shares accepting the Offer will bécome entitled ata price of 205p per new BA share free
of all expenses. - ‘ (:“\
Based on the middle market quoration of the BA shares of 159p at close of business on ot

241th July, 1987 (the latest practicable date prior to the printing of this document), the aggregate
value of the new BA shares to be issued assuming full accepiance of the Offer for the B-Cal
shares presently in issue is £229 million. This amoust could be increased up toa maximum of
approximately £236 millicn as a resulr of the exercise of rights under the B-Cal Share Option -
Scheme. : K o Ny -
Under the terms of the Offer, fracrions of new BA shares will not be alloti‘é‘d;to accepting v
shareholders of B-Cal, . \ : ;

The new BA shares representing the aggregate of fractional entitlements will be sold in the
market and the net cash proceeds distributed pro rata to relevant accepting shareholders of
B-Cal, except thatindividnal amounts of less than £2 will not be distributed but will be retained
for the benefit 1% Beais'~ Alrways.
Trrevocable une-.s, s 1o accept the Offer have been received from the Directors of B-Cal . -
and certain other sharcholders in respect of a total of 11,855,412 B-Cal sl"T.arcé (representing '
approximately 59.3 per cent, of B-Cal’s issued share capital).

3. Availability of new BA shares | ‘
Save as described in this document, the new BA shares have not been sold to, nor are they
available in whole or part to, the public in conjunction with the application for their listing.

4. Listin )

The cxisliﬁg BA shares are listed on The Stock Exchange and are dealtin on the New York
and Toronto Stock Exchanges in the form of American Depositary Receipts. The new BA
shares have not been and will not be registered in the United States and will not be able to be
dealt in on the New York or Toronto Stock Exchanges for six months from the date of their

ajlotment.

5. Authority for issue : ’
The issue of the new BA shares under the Offer requires the approval of shareholders of BA.
An Extraordinary General Meeting has been convened for 14th August, 1987 at which a
reselution will be proposed to approve the acquisition of B-Cal, to increase BA’s share tapital
and to authorise the directors of BA pursuant to section 80 of the Companies Act 1985 for a
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period of one year from the passing of the resolution, to allot up to 108,000,000 new BA shares
pursuant to the terms of the Offer. This authority is in addition to that contained in BA’s
articles of association. The new BA shares will be issued pursuant to resolutions of the board of
directors of British Airways or of a duly constituted committee thereof,

6. Rights attaching to the new BA shares
The new BA shares will be issued credited as fully paid and will rank pari passu in all respects
‘with the fully paid BA shares currently in issue except that they will not rank for the final
dividend of 4.116p net pei.¢dfe payable on 31st July, 1987 in respect of the year ended 31st
March, 1987, SR o
7.. Settlement provisions under the Offer and the Cash Alternative
The first closing timie of the Offer is3.00 p.m. on 18th Augusi, 1987. The Offer will remain open
H thereafter until such time as British Airways specifies (subject to the rules of the City Code on
Take-overs and Mergers) but shall not be capable of becoming unconditional as to acceptances
after 5.00 p.m. on 25th September, 1987 nor of being kept open after thattime unless it has
previously become unconditional asto acceptances, provided that British Airways reserves the right
(with the permission of the Panel on Také-oversand Mergers) 1o extend the Offer to a later time
and darte. , .

The Cash Alternative is 2 separate offer by Lazard Brothers and is conditional upon the Offer , o
becoming or being declared unconditional in all respects. The Cash Alternative will be available
for acceptance until 3.00 p.m. on 18th August, 1987 and if the Offer has become unconditional as
to acceptances by that time the Cash Alternative will not be extended thereafter, If the Offer is not
then unconditional as to acceptances and is extended beyond that time, Lazard Brothers (with the
agreement of British Airways) reserves the right to close or extend the Cash Alternative, but if the
Cash Alternative closes or lapses at atime when the Offer remains conditional as to acceptances,
the right is also reserved to introduce a new cash alternative se long as the Offer is stilf then
.~ conditional as to aceeptances. -~

- Subject to the Offer becoming unconditional in all respects and provided tharihe Form of
Acceptance and the share certificate(s) and/for other document(s) of title are in order in all respects
definitive share certificates for the new BA. shares and where applicable cheques resulting froin
elections for the Cash Aiternative and any fractional entitlements will b despatched 1o accepting
shareholders;— :

(i) inthe case of acceptances received complete in all respects by the date when the Offer
becomes unconditional in all respects, within 21 days after such date; or E

(ii} inthe case of acceptances received after such date but while the relevant offer remains open
for acceptance, within 21 days of acceptances being received tomplete in all respects,

‘8. ‘Transfers and dealings

No temporary documents of title will be issued for the new BA shares. Pending the despaich of the
definitive share certificates, transfers will be certified against the register. It is expected that
dealings in the new BA shares will commence on the first busiiiess day following the date on which
the Offer becomes unconditional in all respects,

9. Restrictions on the Offer

The new BA shares have not been, and are not intended to be, registered under the United States
Securities Act of 1933, asamended (the “1933 Act”), The Company is therefore precluded b
United States securities laws from issuing new BA shares to any B-Cal shareholder who either (i)
has a registered address in the United States; or (i) fails to make the declaration incorporated in the
Form of Acceptance to the eflect that he is not a US person, does not hold any B-Cal sharesin
respect of which he has accepted the Offer on behalf of 2 US person and witl not hold or acquire
any new BA shares for the account or benefit of 2 US person or with a view to the offer, sale or
delivery of any new BA shares in the United States or to US persons.

Accordingly any such B-Cal shareholder who accepis the Offer whilst it remains open and either
does not elect for the Cash Alternative or does so after it has closed wili have the new BA shares
allocated to them sold by Lazard Brothers on their behalf on The Stock Exchange and the pet sale
proceeds distributed to them,

Sales and transfers of new BA shares will be restricted to those in favour of persons making a like
declaration until the date six months after the date of first allotment of the new BA shares and in
connection therewith the ancillary provisions (including those relating to delivery of certificates for
new [3A shares on The Stock Exchange) set out in paragraph 6 of Appendix I to the Offer
Document will apply,

BRITISH AIRWAYS
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&7 Part 1] OPERATING AND FINANCIAL INFORMATION RELATIN.G YD
BRITISH AIRWAYS B

(A) OPERATING INFORMATION

1. Activities . L

The BA Group’s main activity is the operation of international and domestic scheduled and
charter air services for the carriage of passengers and cargo. For this purpose it holds air
transport licences issued by the Civil Aviation Authority and, as far as international routes are
concerned, is designated to exercise traffic rights held by the British Government under Air
Services Agreements made with other countries. ‘

‘The centre of the BA Group's operations is Heathrow Airport, London.

The BA Group’s charter activities are principally operated by British Airtours Limited, BA’s
wholly-owned subsidiary. The BA Group also provides other services to outside parties, such as
passenger and cargo handling and aircraft and engine ,maimenance:.,in addition, the BA Group's
operations include c&suin non-airline activities, the largest of these being the sole of packege .
holidays. ’ ‘ . R 5 N
2, Fleet : S
In recent years, the BA Group has undertaken a major programme of aircraft acquisition,:
modification and refurbishment. Details of the fleet of aircraft currently operated by the BA -

Group are set out below:—

A Aircraft Number Aircraft, . Number
. ' Longhaui (Intercontinental ‘ Sherthaul (principally European
o services) . | . services) S
' ‘ Concorde 7 X TriStar } 6

Boeing 747-100 © - 16 ! © Boeing757 . . 25

\ Boeing 747-200 14 ~ Boeing737 42
3 Boeing 747-200-Combi 4 ', BAC1-11-500 - 21°
-' TriStar 50 3 ' BAC 1-11-400 5

TriStar 200 8 HS 748 - ‘ 9
TriStar 500 2 : o
54 . 169

—

Between 1st April, 1980 and 30th June 1987 56 new aircraft were purchased, representing atotal
s capital investment of approximately US§$1,200 ‘million, and 28 aircraft with an initial purchase
] 5 ! price to the lessors of approximately US$900 million were obtained under an cxtendible operating
' lease facility. In the same period, BA disposed of 117 aircraft which were either less efficient or less
suited to BA’s requiremepis. The BA\.Gfouivs:urrc_miy operates 7 aircraft under finance leases and
_ a number of aircraft ur’ic‘:];"f short-tenin operating leases. -
N o i The BA Group has undertaken a major programmie of engine modification and refurbishment of
’ uiri:ra_f't interiors and between Autumn 1984 and Spring 1988 itis expected that expenditure of
tomé £247 million will have been incurred on this programme. A

'
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3. Future Fleet Developments .
A Doeing 757 due for delivery in Autumn 1987 is to be obtained under the extendible operuting .

lease facility referred to above. BA has also agreed to purchase_;\c,-:i:"ﬁoeing 747-Combi ang five
Boeing 757s for delivery in the first half of 1988. The total pufc}.;-.;s& price of these aircrafiis
expected to be approximately US$290 million. ! L T S el

In order to replace the Bozing 747-100s, the cldest aireraft in the longhan! fleet, BA has :
committed 10 obtajn sixteen new lozg range Rolls-Poyce puwered Bpeing 747-4@3 and 1en spare
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engines. These aircraft are scheduled for delivery between Spring 1989 and late 1990, In

December 1986, BA snuered into US$2,300 million: facility with a group of internationad banks1o
finance the acquisitioni of these aircraft and engines. In addition, BA has options on a further

welve aircraft and five spare engines of this type for subsequent delivery.

Current Trading > :

Since the year ended 31st March, 1987, on which the Directors have recently reported, trading has
continued at a very satisfactory level with BA’sresponse toan increasingly competitive marketplace
mainteining a healthy demand for the Company’s services. In the absence of unforescen ’
circumstances, such as those which occurred in the early months of the last financial year, the
Directors expect this pos‘itiég to continue during the important summer months.

(B) FINANCIAL INFORME{\TION

1. Nature of Information  °, .
The financial information in this part has been taken from the audited accounts of Brilish\.:}irways'
for the five years ended 31st March 1987 which in the case of the accounts for the four years ended
31st March 1986 were adjusted in the prospectus dated 27th January 1987 retating to the Offer for |
Sale principally to present the finaicial information to comply with present accounting policies,
The accounts for each of these years were audited by Ernst & Whinney.

“Airline”, when referred to in this section, principally comprises British Airways, British Airtours

Limited and British Airways Engine Overhaul Limited. ) ‘

2. Accounting policies

Accounting convention g

The accounts are prepared under the historical cost convention modified by the inclusion of

certain properties at valuation. -

Basis of consolidation o

The BA Group accounts include the accounts of BA and its trading subsidiaries each made up to

31st March together with the autributable share of results and reserves of related companies on the

basis of their latest accounts. A
Goodwill arising on consolidation of subsidiaries and in respect of related companies is written

off 10 resc;r/ves on acguisition.

Tangible fixed assets

A) Tangible fixed assets are stated at cost except for certain properties which are included at
valuation. Depreciation is calculated to write off the costor valuation, less any residual value, on
the straight line basis. ‘
B) FLEET

i} Cost

The cost of certain aircraft which have been financed in part by loans and finance leases in foreign
currency is adjusted at each period end to take account of the sterling cost of related repayments
during the period and the translation of outstanding liabilities on such. foreign currency borrowings
at the period end rate of exchange or the appropriate forward rate where liabilities have been
covered forward. ‘

i) Capitalisation of interest on progress paymen ts
Interest attributed to progress payments made on account of aircraft under construction is
capitalised and added to the cost of the aircraft concerned.

ii{} Depreciation :

Fleet assets owned or held on finance leases where the option exercise price is nominal, are

depreciated at rates calculated to write down the cost to the estimated residual value at the end of
t
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the planned operational lives. Fleet assets held on finance leases where the dbtion exercise price is
other than nominal are depreciated over the primary lease period if this is shorter, ‘

Operational lives and residual values are reviewed annually,
‘ -y

C) PROPERTY AND EQUIPMENT . :

All properties, other than those of a specialised use nature such as hangars and aircraft
maintenance buildings, were professionally valued at open market value for existing use or open
merket valiie at 31st March 1984 and are included in the accounts on the basis of that valuation,
with subsequent expenditure at cost, less depreciation. - ' i '

P
[

" Specialised use properties are included at cost, less depreciation., N 5\
Provision is made for the depreciation of all property and equipment, apart from fre¢hold land,

L

I 4

based upon their ex.pected useful lives and, in the case of leasehold properties, over the duration of
the leases if shorter. ‘ , - s

(N

e

D) LEASED ASSETS .
Where assets are financed by lease arrangements (finance leases) under which substantiallyatl the 7

risks and rewards of ownership are transferred to the lessee, the assets ar¢ treated as if they had 4

O

St :j}._

B e T DI IRS T AP

© been purchased outright. The amount included in tangible fixed assets represents the aggregate of

“the capital elements of payments during the lease term, and thie corresponding obligation, r<duced
annually by the appropriate proportion of lease payments made, is included,ir‘fcreditaEfThe

aggregate of thé capital elements of payments is depreciated on the basis described in the preceding

paragraphs.

“T'he annual payments under all other lease arrangernents, known as operating leases, aitc‘charged

to the profit and loss account as they arise.

-

Related companies —~ -

3 - . 'y \ . . . ! : ' )

Companies in which the BA Group-has equity interesis in ¢xcess of 20 per cent. and not more than
* 50 per cent., or in which its interest is effectively that of a partner in a consortium, are classiﬁeq,@s .
related companies, The BA Group’s share of the profits less losses of related companies is included

. . . L b o A L '
in the consolidated profit and loss account and its share of post-acquisition retained profit in these«~’

companies is included in interests in related companies in the BA Group balance sheet.
Wl

Stocks and work in progress .
Stocks and work in progress are valued at the lower of cost and net realisable value.

[
S

Aircraft and engine overhaul expenditure : o
Aircraft and engine spares acquired on.the introduction or expansion of a fleet ave carried as
tangible fixed assets and depreciated in line with the fleets to which they relate, Replacement

-

spares and al! other costs relating to the maintenance and overhaulof ai;éraft and engines are ‘

charged 1o the profit and loss account as incurred.

Deferred taxation - .
Provisions are made for deferred taxation, using the liability method, on short term timing
differences and all other material timing differencesto the extent that it is probable thatthe
liabilities will crystallise, offset where applicable by aceumulated tax Jossas, '

Retirement benefits ‘ .
Retirement benefits are payable for substantially all employees from the following arrangements:

a) funded pension schemes for UK employees which have been approved by the Inland Revenue;
b} funded retirement and pension benefit schemes for employees engaged in many overseas
territories; or

Y
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¢) terminal paymenta to employees in certain c(:ungtrle.f- for wluch pmvxston i3 maoc 'in thc BA

Group aceounts.

/

Annuai contnbunons 1o fundu! schemcv are made on tha has:s of rates recommcndcd by

actuanes and charged as mcurred

i Forelgn cuzrrency balances

except for:

a) those loans arranged as part of IM Government’s management of the UK foreign cu ;cncy
reserves through the Treasury's exchange cover scheme where the amovnts outstandmg are
‘transiated at rates of exchange fixed by HM T'reasury; and ' #

) certainloan repayraent instalmerits which, at 31st Marcn, havc bccn covered forwa d and are
translated at the forward contract rates, . . A
Changes in the sterling value of outsta nding non-exchange covcred forexgn currcncy loans and

finance leases used for the acquisition of aircraft are reflected i in theg;ost of those an-craft. AII other
profits or losses -\r:smg on tra\nelattcn are dca!t wnh through the pr : o

3. Consolidated profit and loss acctc“'*ts ’
The following is a summary of the consohdated proﬁt and loas accounts of the E}\ Group for the

five years ended 31st March 1987 —

Turnover 4
QOperating expenditure
Operating‘surplus
Qther income

Interest p.tyable and similar charges\

Proﬁt on srdinary activities before 7
‘taxation - &
Taxation and minority interests

Profit for the year before
exiraordinary items
Extraordinary items.

Profit for the year after
extraordinary items
Dividends

Retzined profit for the year
Earnings per share -

I .
) /\," “‘I R - v
7 R
- " \‘\\“k\w_\‘__\\
¥ & r‘ B T - -y , ’
I*oretgn currency balanices are translated into sterlmg at the rafes ful:ng at thf' bn.ancc sheet datc i
K fr I . -2 '.f? .
C Vear endotf 31“ M rclt ]
1A "‘.L - ' ‘
. Motes 1983 .= 1984 1985 1986 1987
= \\—~;¢,m £m £\m : £m £m
, 2,497 2,514 2,943 3,149 - 3,263
(2,3127  (2,246) (2, 651) (2 951) (3 090)
[OF 185 268 . 292- 198 . 173
19 26 c 12 1-‘ % 19
(130) (109) (113) {39) (30) .
- 1% 18 191 195 162
(i) (10 2 - {5} {2 (14)
‘ . 64 183 186 193 1148 .':/'_f-»';":'—":':'
(iii) 26 33 {12) {12) 4
N 216 174 181 152
(iv) e — — I {30)
, 90 216 174 181 122
(V) 89p _ 254p 258p 268  20.5p

i
f
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4, Conseolidaled balance sheets

The following is a suminary of the consolidared balance sheets of the 3A Group at 2lnt March in

each of the five years 1983 to 1987:—

315t Mazch
Notes 1683 1284 1985 1986 1987
£m Lm Lm im fm
Fixed assets
Tangible assets (vi) 1,07 1,263 1,247 1,315 1,300
Investments {vii) 2 20 4 5 5
Current assets {viii) | 574 311 710 593 177
Creditors: amounts falling due '
within one year fix) (717) (766} (998) (988) (1,]140)
Net currenr liakitities {143) (253) (288) (395) (363)
Total assets less current liabilities - 256 1,028 963 925 942
Creditors: amounts falling dne aiter :
more than one year (% (982) (853) (591) {340) (2705
Provisions for liabilities arvid charges {51y ] {46) (85)  {103) (66)
(417; 128 287 482 608
Capital and reserves
Public Dividen: Capital {xiii) 180 180 -— — —
Galled up share capital {xiv} — —_ 180 180 180
Reserves (x (297 . (52) 106 300 423
Sharckolders’ equity (117 128 286 430 6035
Mivarity interests — B 1 2 1
(117 129 287 | 482 606

—— ot




5. Consolidated staiements of source and application of funds
The following is a summary of the consolidated statements of source and application of funds of
the BA Group for the five years ended 31st March 1987 are as follows:—

Year ended 31st March

1983 1984 1985 1986 1987
Lnm Lm £‘m £m im

Funds g2nerated:
Profit on ordinary activities before taxation 74 185 191 193 162
Profit on tangible asset and investment :
disposals (6) ) (18) 9 {H
Extraordinary items 25 33 (12) {12) 4
g Profit on disposals of subsidiaries (28) — — —_ 4
q;
§ 66 213 161 174 181
wd Adjustments not involving movements of
i funds ' &
;; Depreciation of tangible assets 116 118 146 162 188
Other (74) (60) 70 9 (35)
I Funds generated from operations ~ 108 271 377 345 314
¥ Net proceeds-—tangible asset and ‘
) investment disposals 64 11 48 23 16
i —disposals of subsidiaries 65 — o — 12
% Total funds generated 239 282 45 368 34
[« Movements in working capital (25) 135 25 124 (32)
Hla Funds available . 214 417 450 492 310
‘ p Application of funds:
W Capital expenditure 180 253 120 282 245
E'}‘ Loans and finance leases - net decrease 34 164 330 21¢ 63
g Total funds applied 214 417 450 492 310

BRYTISH ARWAYS
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6. Notes. to the conselidated accounts

() Operating surplus

(a) Analysis of operating expenditure
Cost of sales
Administrative expenses

Total operating expzaditure

Continuing activities
Airline

Staff costs
Depreciation
Aircraft operating lease costs
Fuel and oil costs
Engineering and other aircraft costs
Landing fees and en route charges
Handling charges, catering and other operating costs
Selling costs
Accommodation, ground equipment and other costs

Total airline
Non-airlipe

Total-—continuing activities
Discontinued activities

Tota! operating expenditure

()  The results are arrived at after charging:
Depreciation of tangible fixed assets

Owned assets

Finance leased aircraft

Other leasehold interasts

Operating lease costs
Lease rentals—aircraft
~—property and eguipment
Hire of equipment and charter of aircraft and crews

Auditors’ remuneration
Directors’ emoluments-—fees
-~pther

1986 1987
£m fm
2,870 2,993
81 97
2951 3090
638 722
153 185
61 86
570 371
176 193
208 233
298 313
323 350
349 418
2,776 2,871
134 200
29010 3,071
41 19
2951 3,000
140 161
13 17

9 10

162 188
61 86

28 34

13 14
102 134

£ £
618,000 647,000
$3,749 104,312
332474 260,315
416,223 364,627

ST
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(ii) Taxation

1986 1987

United Kingdom Corporation Tax at 35% (1986—40%6) i v 43
Advance Corpozation Tax previously written off h — \25)
Release of amount provided through extraordinary iterns - {15

Deferred taxation — 1
Prior year adjustment — (n

Overseas tax ..._..3._..._.._1

] 2 14

s et s .

The provision for UK Corporation Tax has bezn calculated after deducting the benefit'of tax losses
brought forward.

If full provision for deferred taxation had been made at 35% there wonld have beena release in
1987 of £14m (1986~~a charge of £57m),

(i) Extraordinary Items

1986 1987
fm  £Lm

Exrraordinary items (12) 4

Extraordinary items in 1987 comprise a credit of £3m in respect of the disposal of British Airways
Helicopters Ltd after taking account of a provision of £35m (£12m of which was provided in
198586 and the remainder in prior years) against the value of the investment in the company and

the sale proceeds of £13m; and a profit of £1m arising from the sale of The Airways Housing Trust
Lid.

"The provision for future Corporation Tax of £15m which arose from refunds of past
contributions to certain members of the Airways Pension Schieme who agreed to transfer their
pension rights to the X - Airways Pension Scheme, was originally set up as an extraordinary item.

This provision was “szitien back in 1987 and an equivalent amount applied against the tax charge
for the current year.

(iv) Dividends

1936 1987

] £ £
Interim dividend 180,050 —
Proposed final dividend of 4.116p per share for 1987 180,050 29,643,432

360,100 29,643,432

Following the division of the ordinary share capital (in November 1986) invo ordinary shares of 25p
each, the aggregate dividend for the year ended 3 1st March 1986 would have been equivalent to
0.05p per ordinary share.
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(v) Earnings pershare

Earnings per share is calculated as follows:

Profit after taxation but before extraordinary items attributable to

shareholders
Shares in issue —ordinary shares of 25p each

1986 1987

£ 193m £ 148m
— 720,200,000

—ordinary shares of £1 each 180,050,000 —
Earnings per share (based on ordinary shares issued of 25p each) 26.8p 20,5p
(vi) Fixed assets — tangibie
Toatal - 1987
1986 1987 Fieet Property Equipment
fm  fm  fm  fm £{m
Cost or valuation
Balance 1st April 2,493 2,695 2,188 268 239
Adjustments 1o opening balance — exchange (503 (16} (16) _— ——
— other 24 4 4 — ——
Additions 281 il16 241 32 43
Disposals (53) (80) (43 (17 (20
Assets of subsidiaries disposed — (3) (71 (10) {6)
Refund of progress payments — (770 (7D —_ —
Reclassifications —— — 2) —_ 2
Balance 31st March 2,605 2,749 2,218 273 258
Deprectation
Balance ist April 1,46 1,380 1,145 102 133
Adjustments to opening balance — exchange (14 (5 (5 - —
—- gther 25 4 4 — —
Charge for the year 162 188 146 12 30
Disposals 39) (66) (4D &) (20)
Assets of subsidiaries disposed —_— (53) (46) C)) )
Reclassifications — 1 H —_ 2
Balance 3 1st March 1,380 1,449 1,202 105 142
Net book amounts
31st March, 1987 — 1,300 1,016 163 116
315t March, 1986 1,315 - 1,043 166 106
Utilisation at 31st March 1987
Assets in current use
Owned 1,038 1,017 766 152 99
Finance leased 95 100 99 e 1
Payments on account 169 182 151 15 16
Assels not in current use 13 1 - 1 —
1,315 1,300 1,016 163 116
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(vi) Fixed assets—tangible (continued)

1986 1987
£fm £m
The net book amount of property coriprises:
Frechold 28 25
Leng lepsehold : 22 13
Shary [asehold il6 129
164 168
Valustion/ Net bck
cost Depreciation  amount
Lm Lm im
Revalued properties are included in the 1987 accounts at
the following gaounts 61 19 42
If these properties hid not been revalued they would
have been inchuded at the fllowing amounts 35 11 24
Coost/valuation

Fleet, equipment and specialised use properties are stated at cost. All cther propertins were valued
at open market value for existing use or open market value at 31st March 1984 by Richard Eltis,
Chartered Surveyors, and this value was included in the accounts for the year then ended,
Refund of progress payments
Progress payments amounting to £77m paid during the year ended 21st March 1936 were refunded
during the year ended 31st March 1987.
Depreciation
Depreciation of fleet is provided over periods ranging from 12 to 16 years after making allowance
for residual values of between nil and 10 per cent of cost.

Depreciation of property, apart from freehold land, is provided over the expected useful life
subject to a maximum of 50 years,

Depreciation of equipment is provided over periods ranging from 3 10 16 years, according o the

type of equipment,
1986 1987
o

£m £m
Capital expenditure commitnients
Capivaf expenditure authorised but not provided for in the accowsts anounis to:
Authorised and contracted 254 1,518
Authurised but not contracied : 79 29
333 1,547

[ucluded above in “authorised and contracted” at 31st Match 1987 were ourstanding commitments
amounting to £1,190m which relate to the acquisition of sixteen Boeing 747460 airerafi and 3n
spare engincs. BA has arrangements through a facility provided by a syndicate of banks for it 1o
acquire these aircraft on an operating lease basis for an initial period of five years, with the option
to extend for a further four years. BA also has the option to convext these operating leases to
finance leases for the remaining period of an eighteen year term from delivery. BA currently
intends ta take up the operating lease arrangements.

fumsH ARVAYS
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{yii} _Fixed asseiy~—investments

Pt r— * L, R o ©

086 1957

fm  Im
Equity at cost less amounts written off - 3 8
Advanges tess amounts weitten off 1 —
Atrriburable rescrves ' i (4
Total {nvestments 5/ 3

T‘he BA Group had no investment in a related company or trade investment exceeding £3m.
The aggregate value arivuted by the Directors o these unlisied investmenis was £13m a
3lst March, 1987 {1986-—£7m).

(viii) Cureent wssels _

‘ . 1986 1987
Stocks—(a) ) 18 23
Debtors: amouus due within one year—{b) , S18 0 582
Short-ter:n loatss and deposits 24 153
Cash at rank 2nd in hand ' 33 19

393 77

{a) Stocks

Raw materials, consumables and work in progress 18 23

bl . et

The replacement cost of stacks was not considered to be materially different from iheir balance
sheet values.

{bY Analysis of debtors

Trade debtors 447 482

Other debtors \ z0 34

Prepayments and accrued income 31 66
518 582

-

(ix) Creditors: amounts falling due within one year

1986 1987
Lm fm
Loans and financ '29se 2 (see note Xii)
Bank and other loans 51 51
Finance leases 17 20
68 71
Unsecures overdrafts —_— 3
'Frade creditors 376 381
Other creditors including taxation and socual security:
Other creditors 38 6l
Corporate taxation 3 32
Taxation and soctal security 15 16
56 109
Proposed dividend —— 30
Accruals and deferred income:
Sales in adwvance of carriage 386 416
Accruals awd deferved income 102 130
488 546

958 1,140
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() _Crediters: amounts falling due after inore than one year

If full provision for deferred taxation at 35 per cent had been made the following

amournts would have been required as at 31st March:

Accelerated capital allowances less unrelieved losses
Advance Corporation Tax receverable

Advancs Corporation Tax written off

Other timing differences

Timing differences in respect of property valuations

1986 1987
Am £,
Loans and finance leases (see note xii)
Bank and cther loans 23 17l
Finance leases _ 8t S
311 226
Related companies e 1
Accruals and deferred income ___?._E _u
340 270
~ {xi) Provisions for liabitities and charges
‘ Transfers
from/{i0)
‘Balance profit Balance
1sL April  and loss Other Provisions 31st March
1985 account movernents  applied = . 1987
£Lm im fm £m “Lm
Pensions 24 timilar abligations 16 4 — —_ 20
Deferred saxation «—{a) 8 11 (17 — 2
Other provisions
Future Corporation Tax (see note 15i) 15 (15 — —— —_
Anri-rrust litigation costs —b) 25 — — _— 25
Disposal of subsidiary (see note iit) 35 —_ e {35) —
Sundry 4 15 —_— — 1
Total 1987 103 15 (17 (35) 66
Total 1986 85 19 -— {1) 103
(a) Deferred taxation
Deferred taxation comprises:
Timing differences in respect of property valuatioznz 8 2
Arising during the year from accelerated capital allowariis and other titning
differences L — 11
Advance Corporation Tax on proposed dividend available for offset - {1
8 2

211 218
— (D
[ R
(50) 477
8 2
144 13Q

The Company’s unrelieved tax losses carried forward at 31st March 1987 were estimated to be nil

(1986--£180m).

BRI e ARWAYS
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(Ex)} Provisionis for ligbilities and charges (cantinucd)w

(L) Anit-trust litigation costs

Experience with litigation in the USA has ied the Board to conclude that it is prudent to urttinue
to carry forward the provision which was made in prior years against the costs o which the
Compzry might be exposed from any further claims,

A1 31s¢ Mar=h 1987 two actions relating 10 the coflaps- of Laker Aizways Lid, which had been
citsaenced in US District Courts 1 1986, had been dismissed by fhose ceurts for lack of sanding.
In both cascs appeals were made to appropriste US Courts of Appeals, In one case diseisssi Was
affirmed hy the zppellate court, bat the plaimiff has moved for reconsideration. In the other, there
lias been no decision by the sppeliate court,

{#iy Loans and finance leases

1986 1987
Am  Am
Total loans and finance leases
Loans
Bank US$295m (1986—US$365m) and
Sterling £2m (1986—nil) 2% W
Other US$95m (1986—US$114m) 54 48
Finance leases US$119m (1986—US$142m) and
Sterling £1m (1986—£1m) K % 15
379 297

Bank and other loans are repayabie up to 1995-96.

Of the bank and other loans US$185m (1986—US$234m) are covered by HM Treasury against
exchange risk. These have astesling obligation of £89m (1986—%113m).

At 31st March 1987 substantially all Joans and obligations under aircraft finance leascs in foreign
currencics were guzranteed as to principal and interest by HM Treasury and these guarantees will
remain in force for the life of these loans or leases. In the event that any such guarantee is called,
the undertaking and all property and revenues of BA would be charged with the repayment of any
monics paid thereunder with priority from the date on which BA committed to or incurred the
liability. Such loans and obligations under finance leases amounted 1o £294m at 31st March 1387
(1986—£378m), comprising the following:

1986 1987
im  {m
Bank loans
Repayable wholly within five years 97 105
Repayable in whole or in part after five years 125 69
222 174
Other loans and finance leases
Repayable wholly within five years 40 98
Repayable in whole or in part after five years 117 25
157 123

379297



(xii)_ Loan and §nance leas:s (continued)

Total 1987
Bank Other TFinance
1986 1987 loans lgans ienses
£m £m £m Lm im

Incidence of repayments—
instalments falling due:

Within one year 68 71 42 9 20

Afier more than one year;

Between one and two years 67 58 g 9 11

Between wo and five vears 168 136 76 30 30

In five years or more 76 32 18 e 14
311 226 132 39 b2}

Total 1987 —_ 297 174 48 78

i

Total 1986 379 — 222 59 - 98

(xiii) Public Dividend Capital

The Public Dividend Capita at 31st March 1983 and 1984 comprised paymerisby IM -~ -
Gavernment toralling £340m made pursuant to sections 7(1) and 8(b) of the British Airvays Board
Act 1977 of which £160m was cancelled pursuant to section | of the Civil Aviation Act 1980 in
connection with the financing arrangements for the Concorde fleet,

(xiv) Cailed up share capital

On 31st March 1986 the authorised share capital was £180,050,000 divided into 180,050,000
ordinary shares of £1 each, all of which had been allotted, called up and fully paid. On

dth November 1986, the authorised and f.sued share capital wassabdivided into 720,200,000
ordinary shares of 25p each and, on 26th January 1987, the authorised share capital was increased
10 £24(0,000,000 by the creation of an additional 239,800,000 erdinary shares of 25p each, none of
which had at that date been issued,

At 31st March 1987 there were 5,028,034 fully paid shares of 25p cach under option, at a price of
178p per share, which can be exercised between 1990 and 1997,

(™) Reserves

Tctrl 1987 )

Distuibutable ___INon-distributable

Profitand  Revaluation Other

1986 1987  lossaccount rcserve  reserves

Lm £m Am £m fm

Balance 1st April 106 300 278 19 i

Profit for the year 181 122 122 -— e

Exchange adjustments to fleet assets 14 5 5 — —
Transfers relating to revalued

property — — g )] —

Other snovements (1) (2) (1) 6 (7

Balznce 3ist March 300 423 413 16 (4)

(LTSt AIRWAYS
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{xvi} Leasing commitments

1986 1987
Am dm
The aggregate payments, for which there were commitments at 31st March under
operating leases, fall due as follows:
¥leet
Within one year w113
Between one and four years 98 105
s ns
Amounts payable within one year relate to comnitments expiring as follows: .
Within one year — i
Berween onc and four years 7% 8%
713
Tinperty and eguipmzat
Withi= one year 31 ad
Berween one and five years €1 &2
Qver five years, ranging up we year 2073 114 133
‘ 06 224
Amvoums payabie within one year refate to tominitments expiring 4s follows: ’ _
Within one yeay — 1
Between one and five years 27 27
Over five yeass 4 ]
31 34

The fleet leasing commitments at 31st March 1987 included the minimum three¢ year rental
obligations assumed under the operating leases for 16 Boeing 737, 3 Boeing 747 and 9 Boeing 757
aircraft. On complevion of tiie three yeors the Company has a veariy option to renew the operating -
feases up to the sixth year o1 it bias the option, sy any time after thiree years, to convert the operating
leases 1o finance leases fur the perind to 15 years from delivery of the aircraft,

It these options are not exercised, the Company may be required to meeta small shave of any loss
on re-sale,

(xwii) Contingencies

Contingent lisbilities existed for which no provision had been made in the accounts covering
obligations of the Company and guarantees given by or on behalf of group companies and related
companies, For the BA Group they amounted at 31st March 1987 to £24m (1986—£25m) and for
the Company £56m (1986—£ 58m). .

(xviii) Post balance sheet events

Since 3ist March 1987 £100m has been raised by way of 2 Guro-serling roote issue carrying a
coupon of 92% ard being repayable in 1997. The procezds of the issue will be used to augment
the Company’s working capital. '

On 15th May 1987 loans from The Export-Import Bank of the Unized Stotes (Exim) amounted
to US$191m and repayable between 1987 and 1995 were repaid.

In view of the company’s exposure to the US dollar arising from capital expenditure and the
relative strength of sterling versus the US dollar, the Directors have approved the purchase ofup 0
US$400 million for delivery over the next three years,
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7, - Analysis of turnover and operating results .
The following tables set out the recent turnover and results of the BA Group by activity and
geographical area:—

Year ended 31st March
1985 1986 1087

By Activity fm _ fm _ {m
Turnover
Continuing activities
Scheduled services
Passenger 2254 2,376 2,425
Cargo 252 768 261
Charter , 133 i5 14}
Airline traffic revenue 2,637 2,795 2827
Other Airlire services 160 186 227
Airtine Qperations 2,797 2,981 7.0
Non-Airline 108 130 191
Total continuing activities 2905 3,111 3,245
Discontinued activities 38 38 18

2,943 3,149 3,262

Operating surplus/{deficit)

Toul Airline 303 205 183 w
Non Airline @ @ O
Discontinued activities (2) (3 1))
202 198 173
Year ended 31st March
v 1985 1986 1987
By Geographical area . Lm Lm Lm
Turn« ver
Europe (including UK) 1,152 1,264 1,416
The Americas 876 1,008 982
Africa 190 179 185
Middle Fast, Far East and Australasia 687 660 662
2,905 3,111 3,245
Discontinued activities 38 38 18

2,243 3,149 3,263

Operating surplus/(deficit)

Europe (including UK) 81 56 56
The Americas 131 85 &%
Africa 27 14 20
Middle East, Far East and Australasia __5 46 33
294 201 174
Discontinued activities (2) € IR

292 198 173

Nore: Ins this table Airline traffic revenue from Rights to or from the United Kingdom has been attributed to the areain

v hich the overseas origir ~r destination lies, Revenue from the sale of inclusive lour holidays is atiributed 10 the areain
wiuch the holiday is 1P Araffic revenue is auributed 10 the area 1 whicl the customer resides, The operating
warplus attribuable 1o ca _ .« isdetermiaad after allocation to each route of fixed costs, generally on a time basis, and of
. ymle custs on thie basis o1 resources and facilities used, Central overheads are allocated in line with fixed costs,

BRIVISH AIRWAYS
ST
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8. The foilowing table shows tite average number of employees ¢f the BA Group over its Iast
three financial years:—

Yerr ended st March

Activity 1985 1936 1987
Marketing 9,167 97 15,493
QOperations 22,123 22876 17229
Support departments 3,689 3,839 4,360
Total BA 34,979 36,549 37,084
British Airtours 1,006 1,521 1,850
BA Engine Overhaul 876 869 864
Total Airline \ 36,861 38,939 39,493
Inclusive tour holidays ‘ 394 4435 544
Others _ 184 25 398
Total continuing activities ' 37453 39,635 40,440
Discontinued activities (mainly British Airways Helicopters Limited) 084 636 319
Total Group 38,137 40,271 40,759

Note: Foliowing reorganisation during the year 6 315t March, 1987 the numjer of erployees tn the Marketing and
Operations aeparunent of BA are not strictly comparable over the peried. ’
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& PART il FINANCIALAND OTHER INFORMATIONRELATING TQ B-CAL

I. DIRECTORS
The Directors of 8-Cai are:—.

Sir Adan: Thomson, C.B.E. LL.D.,FR AeS,, F.CI.T, Chainmay & L hicf Bxecutive

‘Trevor E. Boud, F.C.A., Execntive Vice-Clrairman and Group Firance Divector

Alastair T, Pugh, C.BE, F, R.Ae.S, F.C.LT, Executive Vice-Chatrman and Director of Straregy
David A Coltman, Managing Director B-Cal Airways

Leonard N, Bebchick, (U.S.A.)

David A. Beety, F.R.Ae.S.

R. Marshall Gibson, V.R.D,M.A, F.CLIL

Sir Peter G. Masefield, M.A. C.Eng,, F.RAeS., F.CLT, Hon. F.ALAA,

Lawrence V. D, Tinsale, C.B.E,C.A.

2. ACCOUNTANTS’ REPORT

The following is a copy of a report received from the reporting accountants, Ernst & Whinney,
Chartered Accountants.

The Directors
British Airways Ple

and

The Directors
L.azard Brothers & Co., Limited ‘ 28th July, 1987

N

Gentlemen,

We have examined the audited accounts of British Caledonian Group ple (the “Compzny™) and

its subsidiary and related companies, collectively referred to as the “Group’, for each of the five
cars ended 31st October, 1982 to 1986, We have acted as auditors to the Company and all its

principal subsidiaries thronghout this period and our sudits were conducted in accordance with

approved zuditing standards.

The financial information set out below has been derived from the audited accounts of the

Group after making such adjustments as we consider appropriate and our work has been carried

out {n accordance with the auditing guideline: Prospectuses and the reporting accountant,

In our opinion the financial information set out below gives, on the basis of the historical cost

convention as madified by the revaluation of certain tangible fixed assets, a true and fair view of

the results and source and application of funds of the Group for each of the five years ended

31st October, 1982 to 1986 and of the state of affairs of the Group at 31st October, 1982 1o 1938,

No audited accounts for the Company or its subsidiary and related companies have been
prepared in respect of any period subsequent to 315t October 1986,

ACCQUNTING FOLICIES

The finangial information has been prepared using the following principal accounting policies,
which have been consistenily applied in arriving at the financial information setoutin this
report:

(a) Basis of accounts
"The accounts have been prepared under the historical cost convention except for certain
tangible fixed assets, which are included at valuations and subsequent cwst,

The consoiidated accounts of the Group include the trading results of the Company and its
subsidiary companies and the assets and liabilities of all Group companies, Also included is the
Group’s attributable share of post-acquisition profits less losses and reserves of related
comparics.

BRIFISH AIRVIAYS
o >



{b) Accounting for tangible fixed assety

Expenditure on tangible fixed assets, including these subject to hire pu chase agreements, is
capitalised. Tangible fixed assets operated ugider the terms of finance lesses are also capitalised
at a value equal ta (he oost incuzed by the fessor in acquiring the relevant asses and
depreciated in the same manner as owned asseis. Leases are regarded as finance leases where
theirterins transfer o the lesses substantially all the benefits and burdens of ownership other
than the right to title, The capital element of future lease payments is inciuded under luansand
term finance, Interest atiributed to progress payments made on account of aircraft under
consiruction and tn aircraft between the date of delivery and introduction to service is
capitalised and added to the cost of the aircrafl.

Depreciation and amortisation of tangible fixed assetsis calculate.t v wiite off the cost, lessany
residual value, commencing in the year of purchase, by equal annuil instalments as follows:

Aircrafi fleat

Operational lives and residual values are reviewsd annually in the light of sxperience and
changing circumstances and for aircraft fleets currently zange as set out below witha residual
value of 1G per cent. of cost for wide-bodied aircraft.

- wide-bodied 18 years from new
- narrow-bodied Remaining period 10 31st December, 1992
- helicopters Remaining estimated coramercial lives, which vary between 3

and 12 years.
Aircraft support equipment

- wide-bodied Remaining period to 30th April, 1999

- parrow-bodied Kemaining period to 31st December, 1992

= helicopters Between 3 and 12 years

Freehold hotels and Hotel buildings - see below.

related

gquipment Relaterd equipment ~ between 3 and 12 years
Other land and buildings Land is not depreciated.

Freehold buildings — 50 years.
Lesser of unexpired term of lease or expected life of leaschold
buildings and fittings.
Other plant and fixtures Between 3 and 15 years
"The natu= of the hotel trade in the United Kingdom requires the maintenance of property to
a high standard in order to protect thac trade. Mairitenance expenditure is charged to profit as
incurred and is such that the directors consider the freehold premises to have a residual value
at least equal to the net book value. Accordingly, any charge for depreciation of frechold
premises would not be material,
The spanish hotels were similarly maintained to a high standard but a full depreciation charge
would not be material,

{c) Intangible assets
Expenditure on intangible assets is deferred and amortised in equal annual instalments over the
expected useful life of each category as follows:

Adircraft intreductory cosls 6 years from date of introduction into service

Initial crew training to provide base 6 years from completion of training
complement of pilots

Launch advertising and publicity on 3 years from commencement of services
new routes

Acquisition costs of new hotels 5 years from date of acquisition

-
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() Stocks and work in progress

Consumable engineering stores are stated at the latest purchase price and amortised over the
remaining aircrafi life, Repair facility stocks, topether with all other stocks, are stated at the lower
of cost and net realisable value after making due allowance for any obsolete or slow-moving ttems,
In the case of work in progress, ¢ost comprises direct materials, direct labour and an appropriate
proportion of manufacturing fixed and variable overheads, The allocation of such overheads has
regard to budgerad orms” production.

(e) Deferred taxation

Provision for deferred taxation is miade usiag the iiabidity method for a1l timiag Aifferenves, except
where it is considerad that no liability will arise within (b= foresecuble fisture.

{(f) {werhauls of aircraft fleet and support pquipment

Overhaul costs of airframes, support equipment and engines are charged against revenue as
engineering work becomes necessary, with the excepticn of ali overhaul costs for the helicopser
fleet, which are based upon arate per flying hour.

{g) Foreign currencies

Foreign currency ltems are expressed in sterling at rates ruling at the year end, apart from tangible

fixed assets of United Kingdom subsidiary companies acquired in foreign currencies, which are

translated at rates ruling at the time of acquisition or relsted payment therefor, Exchange

adjustments arising are dealt with as follows:—

(i) adjusted on the cost of tangible fixed assets where these have been financed by loans in foraign
currency;

(ii) included in operating profit for current assets and labilities; and

(iii) included in reserves where these arise on revaluation of investments in foreign subsidiary
companics,

(h) Revenue from the overhaul of aircraft engines

Where engine overhauls are undertaken by a fixed period contract at a predetermined revenue rate
per hour flown, income is taken to the profit and loss account as it becomes receivable, The
appropriate proportion of the anticipated material cost of future overhauls within the contract term
is provided for and all labour and overhead costs zre written off when incurred.

Where engine overhauls are undertaken on a4 time and materials basis, costs and revenues are taken
to the profit and loss account when the work is completed.

(i) Grants

Regional development grants are taken to a deferred income account and credited to profit and loss
account as other operating income in the proportion to which depreciation on the relevant tangible
fixed asset is charged. Selective financial assistance, in respect of initial investment interest and
project training, is credited to other operating income as it becomes receivable.

(i} Pensions

The Group operates a pension scheme covering the majority of its cmployees, Contributions based
on the most recent actuarial valuation together with advice from its grofessional advisers are
charged against profit as they are made,

The latest actuarial valuation as at 1st October, 1986 confirmed that the funds held at thatdate
were sufficient to provide all members in service with the benefits tc which they were entitled in
vespect of their service and their pensionable salaries at 30th Seprember, 1986, The actuaries have
alro confirmed that in their opinion the presesn:t contributions will enable the assets of the scheme
to provide pensions and other benefits as they fall due.

BRITISH AIRWA'S
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& Ce ,O0LIDATED PROFIT AND LOSS ACCOUNTS

"Fhe summarised consolidated profit and loss 2ccounts of the Ciroup for the five years ended
315t Ocrober, 1986 are as follows:
Year ended 31st October,
Notes 1982 1983 1584 1983 1986
£000 £ong 4000 £o00 £000

Revenue i A00,056 428,484 526,186 602,013 567,023

Qperating costs i @5’717) (411,581) (503,716} {564,031) {505,747)
Operating profit jit 14,339 16,903 22,470 37,982 61,276
Other income (expenses) iv (65) 1,987 8.830 12,523 25,321
Exceptional items v 2,400 — 4,950 (600) (77,882}
Interest payable and similar

charges vi  {15,577) (16,35C) (18,268) (27,522) (28,026)
Employee profit share — —_ (808) {(953) —_
Profit (loss) on ordinary

activities before taxation vii 1,097 2,540 17,074 21430 (19,31 1)
Taxation viii (811}  (1,686) (3,357) (3,509 7,893
Profit (loss) on ordinary

setivities after wation: 286 8s4¢ 13,717 17921 (0 1,418)
Extraordinary items ix —_ (592) (579) (3622) (3 J035)
Minority interests — - — (12) AD
Profit (loss) autributable 1o

ordinary share holders 286 262 13,138 14,287 (1 4,454)
Dividends X _ — 2,179)  (2,988) —
Retained profit (loss) xxiii 286 262 10,959 11,209  (14,454)

Earnings (loss) per share {pence) xi 1.4 4.3 69.0 90,0 (57.1)
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& CONSOLIDATED STATEMENTS OF SOURCE AND APPLICATION ©OF FUNDS

The summarised consolidated source and a

ended 315t Ocicber, 1986 are as follows:

pplication of funds of the Group For the five years

-Sources of funds
From operations:

Year ended 315 Oc;ober,

Profit {loss) on ordinary
activities after taxation
and extraordinary items

Items not involving the
movement of funds
Depreciation and

amortisation
Retained in related
companies
Exchange adjustments
Adjustment on disposal of
subsidiaries
Provisions against fixed
asset investments
Deferred taxation
Minority interests

Funds generated from

operations

Other sources:

Disposal of 1angible fixed
assels

Disposal of intangible fixed
assels

Disposal of fixed asset
investments

Loans and ieases finance
received

Increase in share capital

Secured deposits released

Deferred income

Minority interests

Long-term creditors

Total Sources

DIRITISH AIRWAYS

1982 1983 1984 1986
A000 £000 £000 £000 £600
286 262 13,138 14,287 (14,454
18,059 20,808 25,853 31,195 38,058
(16) on (15) - {8) 125
219 99 (6) (60) -
— - — - (2318

—_ — — — 213

— — - 1,034 (1,034)

— — —_ 12 1
18,548 21,078 38,970 46,460 22,691
1,210 2,409 2,107 15,983 135,873
— — — 335 2,196

30 9 1,387 17 18
25,069 62,732 104,998 134,701 96,055
—_ —_ — 115 70
3,790 4,765 8,269 14,753 33,207
(207) 4 115 (14) 4,733
— _ — 456 (136)

_— — — 107 1,185
48,440 90,997 155,846 212913 295,892
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Yezr ended 31st.October,

1482 1983 1984 1983 1936
£000 £000 £030 £000 £000
Application of funds:
Expenditure on inmtangible
fixed arsets 1,442 120 3,234 5,856 1,044
Purchase of tangible fixed
asets 17,496 10,405 102,807 129,692 79,233
Purchase of fixed asset
investments 31 1,809 27 67 1,486
Acquisition of subsidiaries — 3,644 348 {23) —_
Other 50 1,044 —_ — -~
Loan and lease finance
repayments 25,051 65,870 42,443 78,281 193,462
Secured deposits placed - - 5,476 -— —_
Dividends paid — —_ 2,179 2,088 —_
Movements in working
capital
Increase (decrease) in
stocks 2,811 1,487 8,964 10,511 31,001
Increase (decrease) in '
debtors 3,224 11,004 14,827 13,805 11,326
Increase (decrease) in
agivance sales 80y (12,271} (4,690) 4106 . 35,730
Increase {decrease) in o
traiie and other
creditors (14,673) 3,081 (27,044) (7,869) 11,546
Taotal applications 35,352 84,195 148,571 237,454 334,328
Increase {decrease) 1n net .
liquid funds 13,088 41,802 7,275 (24,541) (38,936)
~ Cash arbank and in hand 18,286 12,754 431 3,445 (21,370)

Rank loans and overdrafis (5,198} {7,952) 6,844 (27,986) (17,566)
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& CONSOLIDATED BALANCE SHEETS

The summarised consotidazed balance sheets of the Group at 3ist October, 1982 1o 1986 %w as
follpws:
_ 31st October, .
1282 1983 1984 1983 1986
Notes £000 A000 4000 £000 £000

Fixed assets

Intangible assets xii 3,014 2,290 4,198 7.946 4,301
Tangible assets il 2283%  243,18¢ 338,881 417,597 337,901
Investments Xiv 453 3,088 1,743 1,981 3,112

%32,661 248,562 344,822 427,524 345,314

Current assets

Stocks and work in progress xv 17,820 19,307 28,271 38,782 69,783
Debtors xvi 73,100 84,104 98,931 112,736 124,062
Cash at bank and in hand awii 56,473 69,158 69,575 72,996 51,644

147,393 172,569 196,777 224,514 245,463

Creditors—amounts falling due
within one year xviii  (163,258) (190,388) (223,105) (263,945) (264,474)

Net current liabilities _15,865) (17,819) (26,228) (39,431) (19,005)
216,796 230,743 318,494 388,093 326,309

Total assets tess current liabilities

Creditors—amounts falling due
after more than one year xix (138,773) (160,297) (234,804) (286,225) (222,215)

Deferred income = (2,031)  (2,035) (2,150) (2,136) (5,869

55,992 68,411 81,540 98,732 97,225

Capital and reserves

Called-up share capital xxi 19,807 19,807 19,807 19,922 19,992
Revaluation reserve XKii 13,798 24,381 4,893 26,911  34,39%
Capital reserve —_ 475 475 475 475
Profit and loss account xxiii 22,387 23,748 36,365 51,956 42,030
Minority interests — — — 468 332

35,992 68,411 81,540 99,732 97,225

S
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& MNOTESTO THE FANAKCIAL STATEMENTS

{i} Revenue

Revenue comprises traffic revenue from airline operations and inchasive tour holidays with
departure dates before the year end, together with sales of other activities, excluding sales-based
taxes, Revenue may be analysed beiween the principal activities of the Group as follows:—

Year ended 31st October, —

Air transpori:

Airline operations

Helicopter operations
Overbaul of aera engines—Discontinued
Inclusive tour holidays—Discontinued
Hotel operations
Less; intra group sales

1982 1983 1984 1985 1986
£000 £O00 £000 £000 £000

347,081 362,135 414911 486332 471,039

4,932 5,305 9,542 10,232 11,878
12,447 1,102 18,676  32,71N 36,825
42,665 48,235 76,946 67,024 37,444

6,980 7,990 12,097 11234 13409

{14,049)  (6,283)  (5,986)  (5,79%9) (3,092

400,050 428,484 526,186 22,013 567,023

Revenue may be analysed geographically as follows:—

Year ended 31st October,

1982 1983
£000 % 400D

1934 1985 1989
% £000 % £000 £oC0 %

United Kingdom

domestic 52,752 13 67,056
Burope 107,605 27 88,229
North Africa 16,344 4 13,350
West and Central

Africa 95,066 24 100,600
South America 30,333 8 21,561
North America and

Caribbean 78,178 19 105,900

Middle and Far East 33,827 8 38,071

Less: intra group
sales (14,049  (3) (6,283)

16 79605 IS 89,577 15 109274 20
21 95343 18 96413 16 69,922 12
30 9474 2 17671 3 9269 2

23 103661 20 109,588 18 99,509 17
5 17208 3 894 1 1347 —

25 166924 32 191,850 32 174040 31
9 59957 12 93,680 15 107,234 19

(2 (5986 (2) (5709 () #3579 (D

400,056 100 428,484

100 526,186 100 602,013 100 567,023 109

(i} Operating costs
Operating costs comprise:—

Year ended 3 1st October,

Cost of sales

Marketing costs

Administration expenses

Other operating income

Less: exceptional events (note (v))

1982 1983 1934 1985 1586
£000 £000 £000 £000 £000

328,460 344,290 423,035 467,408 463,609
28,692 32,709 42,085 SL0l14 56,200
29,405 35,095 33,808 55396 66,227
(830)  (513)  (212)  (787)  {229)

— —  (5,000) (80,065)

—

385,717 411,581 503,716 564,031 505,747




(iii} Crperating profit
QOperating profit is arrived an—

Year ended 31s1 Qctober,

1983 1984 1985 1986

1982
LOND £000 £000 £000 £400
(a) afier crediting —
Selective financial assistance 231 331 127 135 118
¢b) after charging.—
Deprecistion and amortisation 16,404 19,120 24,483 23,169 35,521
Amortisation of intangible fixed assets 1,611 1,644 1,326 1,983 2,493
Hire »f aircraft and equipment 6,391 6,900 6,916 7,246 12,689
Directors’ emoluments 222 278 344 399 427
Auditors’ remuneration 192 210 272 304 309
{iv) Other income {expenses)
QOther income (expenses) comprises:~—
- Year ended 3 1si October,
1982 1983 1984 1985 1986
£000 £000 £000 £000 L0010
Profits (losses) on disposal of tangible
fixed assets and investments (178) 1,851 8,783 12,478 25420
Income from shares in related companies 94 116 15 8 (125
Incorme from fixed asset investments 19 20 32 37 226
(63) 1,987 8,830 12,523 25321
(v} Exceptional items
Exceptional items compriser—
Year ended 3 1st October,
1982 1983 1984 1985 1986
£000 £000 4000 £Q00 £000
Terminarion of rate per hour contract 2,400 — - — —
Losszs on closure of South American
stations — — (1,050} — —
Currency dealing — — (2,700} 3,450 —
Reduction in interest on renegotiation of
finance leases — w— 8,700 — —_
Aircraft refinancing — — - 4,950 4,183
Exceptional events:
Impact of terrorism —_— — — — {35500
Nigerian devaluations —_ — — (9,000) (34,500
Severance programme — — — —  (10,035)
2,400 s 4,950 (600) (77,882)

BRITISH AIRWAYS
PRI




t31

{vi) Interest payable and similar charges

Inrerest payable comprises:—

Year ended 3151 October,

Interest payable on:

Bank overdrafts and short term loans
Loans and term finance repayable
within five years by instalments

Loans and term finance repayable
after five years by instalments

Less:

Interest recei}{ed oo secured deposits

Capizlised interest
L.oan capital

Less:
Interest receivable

1982 1983 1984 1985 1986
£000 000 £000 {000 [L00C
4,482 547 5665 13482 11,339
8,067 4302 4989 10660 11,932
17,326 17,431 19974 16134 11,402
(10,746) ~ (7,674) (1,447) {7,535) (,3,908)_%
6,582 9757 12,327 8599 7,444
- —_ — Qe (1)
71 65 £9 69 )
17,202 19,607 23,248 31186 30,119
(1,625) (3,257) {43880)  (3,664) (7,093
15,577 16,350 18,368 27,522 28,026

(vii) Profit (loss) on ordinary activities before taxation

Profit {foss) on orlinary activities before taxation may be analysed between principal activities as

follows:—

Year ended 31st October,

1982

1983 1934 1985 1986 !
£000 £000 £000 - £000 £000 ;
Air transport: |
Airline operations (1,105) 2,360 17,147 21,602 (25467 '
Helicopter operations (125) (1,478) (1,100) (388) (3,373 |
Overhaul of aero engines 928 412 1,356 2,262 2,542
Inclusive tour holidays 383 26 (602) (1,939 (2929
Hotel operations 862 3138 1,044 B48 5,249
Holding company incom.: 154 82 4] 18 1,677
Less: Employee profit share —_ —_ (208) (953) —
1,097 2,540 17,074 21,430 (19,31])
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(viii) Taxation
The taxation charge based on profits or losses for the yea: COMmIPrisesi—
Year ended 31st October,

198; 1983 1984 1985 1986
£0c0 £000 000 £000 £000

Overseas taxation 752 1,686 2,423 1,19¢ (252)
Deferred taxation on chargeable gain — — — 1,634 (1,034)
Related c.mpanies 49 — o — —
Advance corporation tax (prepaid) written off — —_ 934 1,281  (3,538)
UK carporation tax - - — — 19
Release of provisions no longer required —_ —_ — —  (3,028)

_ Bl 1686 3,357 3,508  (7,893)

Apart from minor provisions in subsidiaries, lability 1o mainsueam United Kingdom corporatien
tax has not arisén daring the period of this report as a result of the tax iosses available for offset -
against United Kingdom taxable prefits.

Advance corporation tax was previously written off as incuzred but in the year ended 31st October,
1986 the accumufated amount written off of £3,538,000 was reinstated in the accountsas a
prepayment in anticipation of its utilisation against 2 prospective liability 1o mainstrezm United
Kingdom corporation tax which. under present circumstances, 1may not be wholly utilised as
previously forecast.

Taxation deferred 2nd not provided for amounts 10 £22.2m (1985 £19.6m) in tespect of
accelerated capital allowance s (exeluding industrial building allowances), jess advance corporation
tax of £ Nil (1985: £3.5m) and after wking into acccunt 1ax losses being carried forwzrd of £27m
(1985 £113m). The charge to profit and loss account for United Kingdem c¢erporation mx would
have been £2.6m (1985: credit £1.1m) had deferred taxation been provided for in full,

No provyision has been made for corporation tax on chargeable gains that would arise upon
realisation of tangible fixed asscis at their revaluzd amouits. Similarly, no such provision has been
made i'n respect of chargeable gains of £5.8 million, arising frem the disposal of certain aircraft i
1985 und 1986. I is intended that the relevant sale proceeds will be rolled over into replacemen
assets, and therefor2 the tax liability will not crystallise in the foreseeable future,

(ix} Extraordinery items
Extraordinary items comprise:—
Year ended 31st October,

1982 1983 1984 1945 1986
£000 £000 £000 £000 £000

Cessation of tour operation activitics — — —_ - 3,035
Settlement and xss0ciated legal costs of an anti-

trust suit —_ 592 579 3,034 -—
Expenses and other costs in connection with

proposed flgtation — 338 —_—

— 392 379 3,622 3,035

BRITISH AIRWAYS
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(x) Dividends

Dividends paid are as follows:—
Year ended 315t October,

1984 1983
4000 A060
Ordinary dividend (1984: 11p per share, 1985: 15p) 2,179 2,988

(xi) Earnings (loss) per share
Earnings per share is calculated on the proiit loss on ordinary activities afier 1xarion and afier
minority interests and the weighted average numbser of ordinary shares in issue ofi~—

Year ended Weighted average

31st October, number of shares
1982 19,806,952
1963 19,806,952
1984 ) 19,806,952
1985 ’ 19,921,952

1986 19,991,952

(xii) Intangible assets
Tntangible assets comprise:—

315t October,
1985 1985
__£000 £000
Cost

"Training costs 8,246 7,499
Aircraft introductory costs 610 299
Rerte start up costs 4,651 4,627
Hotel pre-opening costs 31 10
Goodwill . 1,162 -
/ 14,720 12,435

Amortisation '
Training costs o 5463 5,550
Aircraft introductory costs 376 - 275
Route start up costs . 786 2,309
Hotel pre-opening costs ‘ 3 —_
Goodwill 146 —

6774 8,134
Net book amount 7,946 4,301
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{xiii) Tangible assets
Tangible assets comprise:—

3151 Oriaber,
1983 1986
£000 £000

Cost or valuation
Aircraft fleet - owned 139,533 16,161
leased 211,008 235,549
Aircraft support equipment -~ owned 35,396 27,157
leased 7,822 7,815
Freehold hotels and related equipment 12,361 14,220
Other land and buildings (see below) 43,859 57,136
Other plant and fixtures - owned 35,942 36,241
Jeased 25,855 17,060

512,276 411,339

Depreciation or amortisation

Aircraft fleet - owned 23,167 2,249
leased 36,323 37,689

Aircraft support equipment - cwned 8,718 5,012
leased 589 1,180

Frechold hotels and refated equipment 575 —
Cther land and buildings 1,603 1,289
Other plant and fixtures — owned 16,904 16,723
leased 6,800 5,316

94,679 73,438

Net book amount 417,597 337,901

The Gatwick base properties and certain other UK land and buildings with a cost or vahsation of
£36,020,000 were revalued as at 31st October, 1986 by Henry Butcher & Co., International Valuers
and Surveyors, at £39,540,000 on the basis of their open market value for the existing use in the
business.

Land and buildings at Prestwick were also revalued on the samne basis as at 31st October, 1986 by
Henry Butcher & Co. These had a cost or valuation of £5,584,000 and were revalued at
£7,400,000. The freehold hotel and related cquipment owned by the Copthorne Hotel at Gawwick
were revalued at the same date by Richard Ellis, Chartered Surveyors, on the same basis, These had
a cost or valuation of £5,935,000 and were revalued at £10,016,000.

In each case, the surplus arising from revaluations over net book value has been taken to revaluation
reserve and is being amortised over the remaining lives of the relevant assets.

The cost or valuation of other land and buildings comprises:—

3 1st October,
1983 1986
£000 £000
Cost or valuation

Freehold properties 137 9,033

Leashold properties having a tenure unexpired of i~
Over 50 years 5,919 6235
50 years or less 37,803 47478

43,859 57,136

BﬂIlSH AIRWAYS
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{xiv) Investments

The Group's investments compriser—
315y October,

19835 1986

£000  £'000

Related companies—unlisted shares 1,286 2,242
share of profits : 115 519

Trade investmems—unlisted shares 380 330

1,981 3,12

prpemr—

The investments in related companies comprise:—

Company Class of Share Proportion Held  Country of Incorporation
Cal Air International Deferred £1 Shares

Limited and Ordinary 1p Shares 50% Scotland
British Caledonian

Flight Training Limited  Ordinary £1 Shares 50% England
Caledonian Air Leasing

Limited Ordinary £1 Shares 50% “England
Copthorne Squash Club s

Limited Ordinary £1 Shares 40% England
Northdraw Limited Ordinary £1 Shares 33%% England
Copthorne Aberdeen

Limited Ordinary £1 Shares 26% England
Diplomat Hotel Holding

Limited Ordinary £1 Shares 26% England
SA Arcade Stephanie Bearer Shares 25% Belgium

British Caledonian Flight Training Limited ccased to be wholly-owned subsidiary of the Airline,
following the sale of a 50% interest in June 1986 for {4 million. The profit on, the cale of thig
interest is included in profits {tosses) on disposal of tangible fixed assets ond i ~w o2 sincluded

within other income (expenses}.

The investments in trade investments include-— :

Company Class of Share Proportion Held  Country of Incorporation
Gambia Airways Ordinary shares of D.5

Limited each 40% The Gambia
Travel Automation

Services Limited Ordinary £1 shares 18% England
Nigerian Aviation

Handling Company Ordinary shares of N1

Limited each i2%2% Nigeria
Gatwick Park Hospital Ordinary £1 shares and

Limited loan stock 10% England
Manchester Handling Ordinary £1 shares and

Limited loan stock 10% England

Trade investments were valued by the directors at 31st October, 1986 at £350,000 (1985 £580,000).
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(xv) Stocks and work in progress
Stocks and work in progress comprise—

31st chpber,
1985 1986
£000 £000
Raw materials and consumables 33,132 30,1
Work in progress 3,760 3,873
Fistshed goods and goods for resale 1,890  35,778*
38,782 69,783
* Including aizcraft £32 mitlion.
{xvi) Debtors
Debtors are as follows;—
31st Qctobiay,
1985 986
£000 £000
Trade debtors 96,594 92,009
Other debtors 8,992 23,979
Prepayments and accrued income 7,150 8,074
112,736 124,062

Included in other debtors are debts amounting 1o £5,074,000 (1985: £3,600,000) which are due

after more than one year.

(xvii) Cash at bank and in hand
Cash at bank and in hand comprises:i—

3]st Ociober,

1985 1986

£000 £000

Held in United Kingdom 18,743 9,465
Held overseas 54,233 42,155
72,996 51,624

Cash held overseas int the normal course of business is remittable to the United Kingdom subieu: 10

the availability of foreign currency in certain of the countrics concerned.

Included in the figure of cash held overseas at 3 kst Gctober, 1986 was £39 million held in bank
accounts which are not freely remittable, and the majority of which is held at protected rates of
exchange. These monies had a value of some £26 million at market rates of exchange at 315t
October, 1986. The directors consider that substantially all cash held overseas will either be
remitted to the United Kingdom in due course, or utilised to fund local expenditure, at the
exchange rates used in those sccounts, Accordingly, no provision has been made for this possible
diminution in value. In this respect, comparative figures for 1985 are not considered appropriate,

RRITISH ATRWAYS
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(xviii} Creditors—amounts falling duc within size year
Creditors due within one year comprise:—

- 31s1 Ocrober,

1985 1986

£000 A000

Toans and term finance (see note xix} 51,292 51,333
Bank loans and overdrafts 39,352 36,916
Advance sales 56,570 50,840
Trade creditors 75,896 47,422
‘Taxation 5,399 2,354
Social security 1,214 1,082
Qther creditors 6471 14,572
Accruals 24,763 39,155
Dividend 2,988 —_
263,945 264474

(rix} Creditors—amounts falling due after more \izan one year
Creditors due after more than one year comprise:—

31st Ociober,

Loans and term finance
Other creditors
Deferred taxation

Loans and term finance (including that repayable within one year) comprise:—

1985 1986
£000 £000
285,084 220,923
107 1,292
1,034 —
286,225 222,215

31st. October,

Loan capital—unsecured loan stock 1990/95

Secured bank loans ~Sterling
—US dollars

Unsecured bank loans —Sterling
—US dollars

Term finance—wholly repayable within five years:
Hire purchase agrecments —Sterling

—US dollars
Mortgage loan —~Sterling
[.ease finance —-Sterling
Term finance—not wholly repayable within five years:
Hire purchase agreemenis —Sterling
Mortgage loan —Sterling
—US dollars
—Swiss francs
Lease finance —Sterling

Deposits

1985 1986
£000  £0Q0
655 655
69,565 49,406
56,798 20,250
12,050 10,000
3,244 -
1,460 13,831
11,980 9,130

300 180
47,500 19,371
25,676 —
58,084 3,016
4,075 -

—_ 1,107
98,866 166,381
390,262 293,327
(53,886) (20,871)
336,376 212,436

i A WD A
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The secured bank loans and term finance are generally sccured by fixed charges on the 1angible
fixed assets being financed or by floating charge principally over rash and debtors, The deposits are
pledged as security for, and their levels are geared 1o, the repayruent of the amounts outstanding to
the providers of lease finance,

The term finance is at various interest rates, with the highes: being 14.875 per cent, (19851 14.875
per cent.),

Loans and term finance are repayable as follows:—

3lst Octobe{,

1585 1986

£000 £000

Within one year 51,292 51,533
Between one and two years . 34,868  £4,377
Between two and five years 163,246 56,384
Over five years B6,971r  10C{)62

285,084 220,923
336,376 272,456

(xx) Deferred income

Decferred income comprisesi—-
31st October,

1985 1986
4000 £000
Surplus on aircraft
refinancing (see note below) —_ 4,454
Regional development
grants 2,136 2,415

2,136 6,869

Twa leased DC 10-30 aircraft, with a written down value of £46,376,000, were refinanced in
March 1986, This gave rise to a profit of £2,183,000, which has been included in the profit and loss
account as an exceptional item (note(v)), The surplus arising on the refinancing, less associated
costs 2ad a provision for taxation of £2.5 million, has been taken to deferred income and will be
released over the remaining lives of the aircraft.

(xxi) Called-up share capital
At 3tst October 1986 the authorised and issued share capital of the Company was as followst~—

Allotted

called-up and

Authorised fully paid

£000 £000

Ordinary shares of {1 each 25,000 19,992

BRITISH AIRWAYS
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(xxii) Revaluation reserye

The movements in the consolidated revaluziion res

erve for the five years ended 31st Octeber 1986

are as follows:—
Years ended 31s1 Octaber, .
1582 1983 1984 1983 1986
£000 £000 £000 L0600 £000
Resesve brought forward 10,325 13,798 24381 24,893 26,911
Exchange differences {264) (379 351 (519) 932
Adjustments on acquisition and disposal of
subsidiaries and related companies —- 452 an 374 (1,880
Surplus on revaluation of:
-aircraft — 11,603 899 T —
~property 4,183 - 958 6,434 11,463
Distributable element arising from deprecia-
tion:
~aireraft —_— (582) (1200 (1 ,007) (567)
~property (446) (517 (565) (579) 077
Transfer on sale of revalued assets - — —_ (2,706)  (1,688)
Reserve carried forward 13,‘79§ - 724,380 24,893 26,911 34,396
(xxiii) Profit and loss account
The movements in the consolidated profit and loss account for the five years ended 3)st October
1986 are as follows:—
Years ended 31st October,
1982 1983 1934 1985 1986
£000 £000 £000 £000 £000
Balance brought forward 21,655 22,387 23,748 36,365 5 1,956
Adjustments on acquisition and disposal of
subsidiaries — — an — 1,496
Transfers on sale of revatued aircaft -— — —_ 2,706 1,688
Distributable element of revaluation reserve
srising from depreciation:—
-aircraft — 582 1,120 1,007 567
-property 446 517 565 579 771
Retained profit (loss) for the year 286 262 10,959 11,299 (14,454)
Balance carried forward 22,387 23,748 36,365 51,936 42,030
(xxiv) Commitments
{a) Capital
The directors had authorised future capital expendiwre which amounted toi—
31st Oclober,
1986
Lm
Contracted 344.4
Not contracted 4.0

T
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{3 Financial
The group has commitments under Gperating leases which expire as follows-—
31ist Ocwber,
1986
£000

Upto 1 year 18,329
1 =5 years 23,003
Qver 5 years 154

oa—arr—

4],486

{xxv) Contingent liabilities
The Giroup had, at 31st Qctober, 1986, given guarantees and indemnities amounting 1o
£8,203,000,

(xxvi) Post balance sheet event

On $th March, 1987 the Company sold Caledonian Airmotive Limited for some £22 million, The

wurnever and results of Caledonian Airmotive Limited are set out innotes () and (vii) respectively

under the heading “Overhaul of aero engines” and its net assetsat 31st October, 1986 amounted 10
£3.5 million,

Yaurs faithfully

Ernst & Whinney
Chartered Accountants

3. MATERIAL CONTRACTS

The following contracts have been entered into by a member of the B-Cal Group in the two years
preceding the date of this document not being contracts entered into in the ordinary course of
business and which are or may be material in the context of the BA Group, as enlarged by the
acquisition of the B-Cal Group:

(i) An Agreement dated 26th November, 1986 between British Caledonian Airways Limited
(“B-Cal Airways”) and McDonnell Douglas Corporation (“MDC”) which provides that MDC
will manufacture and B-Cal Airways will purchase three MD-11 aircraft for defiveryin April
and May, 1990. The Agreement gives B-Cal Airways the option to purchase up to six
additional MD-11 aircrafi for delivery at various time during 1991-1993. The base price for
each MD-11 aircraft equipped with General Electric CF6-80 engines selected by B-Cal
Airways is approximately $83,000,000 znd is subject to escalation, and various adjustments and
credits, The Agreement also makes provision for a comprehensive package of training and
support facilities and services.

(i} An Agreement dated 3rd March, 1987 between B-Cal and Aviall of Texas, Inc, (“Aviall™)
which provided for the sale (completed on 4th March, 1987) by B-Cal to Aviall of all the
issued shares in the capital of Caledonian Airmotive Limited (*CAL™). The consideration for
the sale was approximately £22 million subject to adjustment and retention. On completion
CAL also repaid certain inciebtedness to B-Cal, The Agrecment also contained provisions
providing for later adjustments, yet to be finalised, in respect of tlie ~onsideration.
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& Part1V INFORMATION ONTHE COMBINED GROUP

Pro forma statemens of combined net assets

The following is an illustcative statement of the combined net assets of British Airways and
British Caledonian following the proposed merger, The figures are kased on the audited
consolidated balance sheet of British Airways at 31st March, 1987 and the audited sonsolidated
bajance sheet of British Caledonian at 31st October, 1986.

Briish  British
Airways Caledonian  Combined
£m - £m £m
Tixed assets
Insangible 4 4
Tangible 1,200 338 1,638
Investments S 3 8
Total fixed assets 1,305 345 1,650
Current assets o 7;7 245 1,022
Creditors —~ amounts falling due within on¢ year (1,140) (264) (1,404)
Net current liabilities (363) (19) {382)
Total assets less current liakilities 942 326 1,268
Creditors - amounis falling due after one year {270) (222) (492)
Provisions for lisbilities and charges {66) {7) {(73)
Net assets 606 97 703
Note: No adjustments have been made for the results of either group since their tast balance sheet dates or for the estirpated
expenses of the ofler.
Working Capital

The Directors of BA are of the opinion that the BA Group, as enlarged by the acquisition of the
B-Cal Group and on the basis of infurmation provided by B-Cal, and taking int account available
facilities, has sufficient working capital for its present requirements.

Indcbtedness

A, Briiish Airways

At the close of business on 30th June, 1987 the BA Group had outstanding the following
borrowings and capital obligations under finance leases:—

Lm
Bank and other loans repayable:

Within one year 23
After more than one year m
197

Capital obligations under finance feases payable:
Within one year 21
After more than one year 51
2
Total 269

Substantially all borrowings and capital obligations under finance leases are denominated in US
dollars. In relation to certain borrowings, HM Treasury las given the BA Group cover against
losses arising from changes in exchange rates under the Treasuey exchange cerur scheme, an



e

BRITISH AIRWAYS

arzangeraent operated in respect of various nutionalised industry borrowings as part of FIM
Goverment’s maymgement of foreign currency reserves. The BA Group accounts for these
borrowings as sterling obligations and they are transtated at the rates of exchange fixed by HM
T'reasury when the cover was effected. At such rates of exchange such borrowings amounted 1o $84
miliion at 30th June, 1987. All other borrowings and capital obligations under finance leases which
are denominated in foreign curcency have been translated into sterding 2t the rates of exchange
prevailing at the close of business on 36th June, 1687 or, where the loan repayment instalments
have been covered forward, at the applicable forward contract rare.

Until Ist April, 1984, BA was able to enter into arrangements for borrowings and finance lease
obligations with the benefit of guarantees provided by HM Treasury. At 30th June, 1987 principsl
and interest in respect of all outstanding borrowings and payments amounting to $63 million in
respect of capital obligations under finance leases were guaranieed by HM Treasury and these
guarantees will remain in force for the life of these loans and finance leases, If any such guarantee
is called, the undertaking and all the property and revenues of BA would be charged with the
repayment of any manies paid thereunder with priority fram the date on which BA committed 1o
or incurred the liability. At 30tk June, 1987 there was no other security in respect of any of the BA
Group's outstanding indebtedaess.

At 30th June, 1987, the BA Graup had contingent liabilities in respect of obligations of the
Company and guarantees given by or on behalf of subsidiaries and related companies amounting to
$23 million.

Cash balances and short-term deposits amounted to £289 million at 30th June, 1987,

Save as aforesaid and apart from intra-Group indebtedness and guarantees, neither the Company
nor any of its subsidiaries had, at 30th June, 1987, any loan capital outstanding or created but
unissued, term loans or other borrowings or indebtedness in the nature of horrowing, including
bank overdrafis and liabilities under acceptances (other than normal trade bills) or acceptance
credits, hire-purchase commiiments, morgages or charges, commitments under finance leases,
guarantees or other material contingent liabilities.

BA is a party to certain operating leases which, at its option, may be converted into fnance leases,
None of these leases has been so converted and hence obligations thereunder have not been
included in the above statement.

B. British Caledonian
At the close of business on 30th June 1987, British Caledonian and its subsidiaries had the
following borrowings and capital obligations under finance leases:—

£000
Loan capital - unsecured loan stock 1990/95 655
Loans and term finance
Secured bank loans - Sterling 26,768
- US Dollars 15,477
Unsecured bank loans ~ Sterling 10,000
Term firance - wholly repayable within five years
Hire purchase agteements - Sterling 626
Lease finance ~ Sterling 15,426
Term finance - not wholly repayable within five years
Hire purchase agreemenits - Sterling 36,333
Lease finance - Sterling 197,636
302,921
Less: deposits {17,019
285,807
Bank overdratts (secured £36,620,000) 65,855
351,762
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Loans and the capital element of Jease finance are repayable as follows:—

£000

Within one year 50,660
2. 5years 87,609
Over 5 years 147,638
285,907

As at 30th June 1987, British Caledonian and its subsidiaries also had cash balances and shortierm
deposits amounting to some £46.4 million of which some £37.2 million was held in bank accounts
which are not freely remittable and the majority of which is held at protected rates of exchange, At
30th June 1987, the value of those amounts if they could only be remitted at current market rates
of exchange was some £17.1 million.

At 30th June 1287, British Caledonian had contingent liabilities as follows:—

£000
Guarantees given in respect of aircraft hire purchase and finance lease liabilities of
subsidiaries 154,904
Guarantees given in respect of future equipmenit lease rentals of subsidiaries 30,504
Guarantees and indemnities entered into as part of, and arising from, the ordinary
course of business 51,413
352,821

Save as mentioned above in respect of certain overseas cash balances, all borrowings contingent
liabilities and cash balances denominated in foreign currencies have been translated into sterling at
the rates of exchange prevailing at the close of business on 3th June 1987,

Save as aforesaid and apart from intra-group indebtedness, neither British Caledonian nor any of
its subsidiaries had, at 30th June 1987, any loan capital outstanding or created but unissued, term
loans or other borrowings or indebtedness in the nature of borrowing, including bank overdrafts
and liabilities under acceptances (othier than normal trade bills) or acceptance credits, hire -
purchase commitments, mortgages or charges, commitments under finance leases, guarantees or
other material contingent liabilities.
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& PARTY ADDITIONAL INFORMATIGN $FLATING TO BRITISH
AIRWAYS

A. Incorporation and share capifal

The Company was incorporated 1n England vn 13th December, 1983 with registered number 1777777, a6 2 pablic
limited company under the Companies Acts 1948 10 1983 with 2he object of succeeding to the hacctakng of the British
AirvizLs Board and carrying on business as an airline and air transpost undertaking. The principal legislnion nnder
which the Gompany operates Is the Companies Act 1985 and regulations made thureundsr. The objects of the Company
are described in Clause 4 of the Memorandum of Association of the Company.

The Company was incorporated with an authorised share capital of £50,000 divided into 50,000 ordinary shares of [1
gach, two of which were subscribed at par by nominees of the Secretary of State, and the remainder of which were issued
for cash at par w the Secretary of Siate on 27th March, 1984, On 22nd Decernber, 1983, Drders were made upder the
Civil Aviation Act 1980 nominating the Cempany as the successor company to the Hritish Airways Board and providing
for all the British Airwags Board's property, rights, fiabilities and obiigations to be vested in the Company with effect
from st April, 1984, On 23rd March, 1984, the authorised share capital of the Company wasincreased frem £ 50,000 w0
£180,050,000 by the creation of 180,000,000 ordinary shares of £! each, all of whicl were issued, credited as fully paid,
10 the Seeretary of State pursuant 1o section 4 of the Civil Avinion Act 1986 on &tk April, 1984, On Sth November,

1946 the 180,050,000 ordinary shares of £1 each were divided inta 720,200,000 ordinary shares of 25peach and on 26th
January, 1987, the authorised share capita] of the Company was increased (0 £240,003.000 by the creation of an
additional 239,800,600 ordinary shares. On 27th January, 1487 up to 720,200,000 BA shares were offered Forsaleon
behalf of the Secretary of State at { 25p per share. The issued share capital of the Company atihe date hereof is
£180,050,000 divided into 720,200,000 BA shiares, Full scceptance of the Offer (assuining the exercise ol outstanding
/.~ options under the B-Cal Share Option Scheme) would involve the issue of app-oximaiely 108 million npw BA shares,

/] T'he Directors are gencraily authorised pursuant 10 section 80 of the Companies Act 1985 to allot shares or securities
convertible into shares, or grant Gptions to subscribe for shares, having an aggregate nominal vatue of 59,950,000
(being the Company’s authorised but unissued share capital) and such authority expires on the date of the Company's
next annual general meeting, or 30th September, 1988 if carlier, unless previously revoked or renewed.

“I'he provisions of section 82(1) of the Compaaies Act 1955, to the extent they are not disapplied, confer on
shareholders rights of pre-emption in respect of the allounent of cquuy securities which are, or arc to be, paid Lpin
cash, ‘The provisions of section 3(1} are presenily disupplied (pursuant 1o the awthority referred 1o in the previous
paragraph) in connection with a rights issue or if the eguity securities to be alloned for cash, when taken logether with
any other zquity securities allotted for cash dusing the period of the disapplication {otner than zny so allotied under an
cmployees® share scheme or a rights issue), do not in aggregate exceed .5 per cent, in nominal value of the Cornpany's
issued shrre capital.

Save as disclosed i this secticn A and in section E below no share or loan capital of the Company or of any of lis
subsidiaries is under option vr agreed conditionally or unconditionaily te be put under opiion.

Atthe time of the oifer for sale the Company underzook that no material issue of shares of the Company (ether than
10 sharcholders pro tata to their existing sharcholdings or pursuant to the employees’ shate schemes described in
section I% below) would be made within one year of the date of the offer for sale without the prior sanction of the
shareholders of the Comipany in gerieral meeting. :

B. Articles of Association
The Company's Articles of Association {the “Articles™) conwain provisions, inter aliz, 10 the following effect—

{a) Transfer of shares and registration declaration

The BA shares are in registered form. Shares are transferable by an insirument of transfer in the usual formor in
any ether form which the Nirectors ay approve. The Directors may, in their absotute discretion and withaut
assigning any reason therefor, decline to regisier any transfer of any share which :s not a fully paid share, Save as
referred toin () below and subject 10 the furnishing of asegisication declaration as Jescribed below, there isno
restriction on the registration of a duly stamped trarvfer of fully paid shares provided the teansfer (i) is lodged at
the transfer office or sucl mher place as the Directors may appotit, accompanied by the relevant share certibeate
and such ather evidence of ownership as the Direciors may require; (i) is only in respectof one class of share; and
{7} is in favour of not more than four wansferees. If any of the above conditions are not complied with the
Directors have a discretion whether or not 1o register the transfer in question,

Excepl in respect of any sharcs issued under a capitalisation tssue, the Directors shall net register any person
other than a Stock Exchange Nominec or a Depositary {defined in the Articles to mean a custodian ar alber persont
appointed under conractual arrangements with the Company (5t 2 nominee for such custodian or olher person)
for the purpose of Isswing depositary receipts in respect of shares of the Company} as a shareholder unless e has
rarpished a signed declaration stating (i) the name and natiopality of any person who has an Interest (as defined in
(c) bedow) in any such shave and Gf such declaration or the Directors so require) the nature and extent of sath
Intzrest or (i) such other information as the Directors may determine. The DHirectors may requireany such person
to provide such evidence or information as 10 the manters referred to in the declarauon as they think fi
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(k)

)

Disclosure of interests

The Directors may by a Disclosure Notice require any member or other person appearing 16 b¢ o710 have bee
interested in Ordinary shares to disclose such informatica as the Directors shall require relating 10 the ownershipof or
Interests in the shares in question, If any member orperson uppearing o have an Intirestin any shares fuils togive 10
the Company, within 28 days of the service on him of a Disclosurc Notice, the informarion required, the registered
holder ¢ those shares shalk not be entitled to attend or voie atany generat meeting of the Company or any meeving of
holders of any clas of shares of the Company.

Restricicuns on oz «evstipo; shares

For the purpose of ensurisvg that, so long as uny operating £ights or status asan airline of the Limpany or any
subsidiary are conditionsi on the Company being to eny degrec owned or controlled by United Kingdom patienals, iTis
sn owned and controlled, the fallowing provisions apply:—

iy The following terms are defined, broadly, as foliowsi—

“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 ant V1 of the Companies Act 1985, whether a
person has a notifiable interest and including an interest referred w in section 200(1)a), (b), (&)end{)) of thatAcy
but not an interest which a person would be ceemed 10 heve in shares in which his spouse or any infant childor
stecchild (or, in Scotland, pupil or minor) of his is interested by virae of that relationship or whith he holdsas a
bare or custodian trustee under the laws of England or asimple trustec under the laws of Scoll ncs

“Intervening Act” means the refusal, withholding, suspension or revocation of any right enabling an airservice 1o
be operated which is granted to, or applied for or enjoyed by, the Comgpany or any subsidiary or tize imposizion of
any cenditior:s o limitations upon any such eperating right which maierially inaibit the exercise therecf, ineither
case by any siute, authority or person in reliance upen any provision or by reason of any matter o circunstance
relating to the nationality of persons owning or conirelling the Company;

“Relevant Person” means: () any individual who is nota British ciizen as defined by the British Natfonality Act
1481; {b) any body corporate other than a body corporate which i3 incorporated under the laws of any patt of, and
which has its principal place of business and central management and control in, the United Kingdomi () a
qovera:nent or governmental deparument, agency or budy, other thar of the United Kingdom or any part thereof;
{d) any nwunic'pal, local or siatutery of otlier authority or any underiaking or body formed or established inn any
country other than the Lnitzd Kingdom; and (¢) any person who both falls within any of the {oregoiig paragraphs
of this definition and would be taken fo be interested in any shares pursnant (o the provisions of section 203 of the
Companics Act 1985 if a body corporate were interssted in those shares;

#palevant Share” means any share in which a Relevarst Person has an Interest or which is declared by the
Directors to be a Relevant Share parsuant to () befow, other than ene particulars of which are samoved from the
separate registsr pursuant to (ii) below and other than one held by (a) atrustee of an emiployees’ chare schente of
the Compiuy or any subsidiary; (b) a trustee of a pension scheme approved by the Inland Revenue for the
Company or any other basiness or undeziaking carried on wholly or mairlyin the United Kingdom; ot {¢) a
chariy which is registers.’ o exempt under the Charities Act 1960;

(it} 'The Directors shall maintain a separare register in which shall be entered particulars of any share in which a
Relevant Person has been acknowledged to hold an Interest or in which the Directors consider there may bean
Interest of a Relevant Person and have ot been otherwise satisfied within 21 days of notice 1o the registered
holder or to any sther person who gppearsto them to be interested in that share, other than any share whiclithey
determine 37 not, or shandd not be treated a5, a Relevant Share, Registered holders of shares which have notbeen
acknowledged 10 be Relevant Shares wall be obliged to notify the Directorsif they become aware of Interesisof
Relevant Persons in shares held by them, The Directorsare entitled wassume that all or any sharesheld by a
Depositary are Relevant Shares unless the contrary is established 1o their satisfaction;

(iii) The provisions of ‘) 1o (xi) below shall apply if the Secretary of St2ve. nn the application of the Directors,
determines that it is necessary to teke steps in order (o protect any & paating right of the Company or any
subsidi.vy or the status of the Company' or such subsidiary asa United Kingdom airline because (a) an Intervening
Act has taken place or is conlempiaicd, 1hreaiened or intended; or (b) the aggregate mumber of shares mthe
separate regisier of the ownership or contnl of the Corpany is otherwise such that s Imervening Act may occur;

(iv) After such a determination the Chairman or the Directors shall tke such of the foilowing steps as seém 1o him or
them necessary or desirable to avercome, prevent or avoid an [rnervening Acti—

{a) the Chairman {or anny other Director duly acting in place of the Chairman) may remove any Director from
oftice;

(b) the Directors may seek o identify those shares which gave rise tothe determination or would have given rise
16 3 determinutwy, or

() the Dircatorswiay specify a maximum aggregate number of Relevant Shares provided th:l the maximum
shall prver be less than 25 per cent,;

(v) Shares ide attficd pursnant 1o {iv)(b), and shares in excess of the maximum specihied in (iv){c), may be wreated as
Affected shates, The Directors shall give a notce io the registered hokler of any share which they determine to
deal wiza as an Affected Share and ta any other person who appears tothe Directors 1o be interested in that shate
statir ¢ which of the fcllowing provisions skall apply to such shase. The holder and any such other person may
L ke Tepresentations to the Directors as to why any shate should not be treated as an Aflecied Share;



.
&

{vi) A registered holder of an Affected Share oy whom a notice so specifying has bean served and neat withdrawn hall
not be entitled 1o aitend or vote in respegt of such share at any general or class meeting of the Company but the
votes attached 1o such share shall vest in the chairman of any such meeting;

{vii} The persons on whom a notice so specifying has been serwed shall within 2) days thereafier disposs afeither the
Affected Share or Imerests therein such that it ceases tobe an Affected Share and if, afier 21 davs, the Directors
are not satisfied that a suitable disposal fas been made, the Directors may arrange for the cale of & 3 Aflectes Share
on behalf of the registered helder so that it is no longer capable of being treated as an Affected Share atthebest
price reasonably obtainable a1 the relevant time, based upon advice obtained by them for the purpose. The net
proceeds of sale shall be held on trust by the Company for and paid (together with interest atsuch rrve as the
Directors deein appropriate) 10 the former registered holdes on sutrender of the cenificate for such Affacted
Shate;

(viii)ln deciding which shares are 1o be dealt with as Affecied Shares the Directors shall be entitled to have cegard 1o
which Interests in their opinion have caused the determination by the Secretary of State but, subject thereto, shali
have regard to the chronological order in which particulars of Relevant Shares have been entered in the separate
register, except where in their ~pinion 1 do s0 would be inequitable, in which case the Direciors shall applysuch
ather criteria as they may consider apprupriate;

{ix) The ransfer of any sharc shall be subject to the approval of the Directors if,in the opinion of the Directors, such
shaze would upon transfer become or be capable of becoming or being treated as an Affected Shase snd the
Directors may refuse 1o register the transfer of any such shars;

(x) Atanytime when the Directors have specified a maximum for the number of Relevant Sharesor determined tor
dual with shares as Affected Shares they will publish in the United Kingdom, the United States and Canada notjce
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 10 Affected Shares, At
other times the Directors shall from time 1o time publish information asto the number of shares paniculars of
which have been entered in the separate register, The Dircctors will not be required to make the separate register
available for inspection but will provide information 1o bona fide enausirers as to the number of Relevant Shares
from time to time on such Tegister;

(s Ifat any time when a determination 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 to buy
or in which he proposes 1o acquire an Interest would, in the opinion of the Directors, be cipable on acquisition of
becoming Affected Sharas, the Directors shall, on suflicient information being given io them, notify the enquirer
whether in their opinion the shares would in such circumstances be capible of becoming Affected Shares. Such
notification shall not, however, be binding; on the Directors or the: Cornpany;

(xii) M1he Sezretary of State, after consulting the Directors, rosotves that grounds for the making of » determination
have ceased to exis, he shall withdraw the determination and, on withdrawal, the above provisions shall cease to
apply and the Dircctors shall give notice to any holder of an Affecred Share on whom a notice under (v) above has
been served anid shall remove any maximum specified and shall publicise a netice of such withdrawal in 2
newspaper in the United Kingdom, the United Sutes and Canada.

For the purpose of preventing, until 315t January, 1992, aqy person (other than the Custodian Bank under the
Instialment Agreement emered into in caraection with thy offer for sale, a Deposiiary, a trustee of an em ployees’ share
scheme of the Company or any subsidiary, a Stock Exchange Neminee, the chairman of a meeting or underwriters i
respect of contingent obligations to 1ake up shares pursuant to an underwriting or sub-underwriting sgreement) froin
renining an Interest in shares which carry 15 per cent, or more of the votes ataching 1o the issued share capital of the
Company the following provisions apply wntil 315t January, 1992:—..

{i) Any person who has an Interest (as defined above but including any interest which o persen would be uken as
having by reason of section 203(1) of the Companies Act 1985) in shares which carry 5pes cent. ot 1..0r¢ of the
votes attsching 10 the issued share capital of the Company is required 1o notify the Company of that Incres

{ii) If any person has, or Appears 10 the Directors 1 have or, if the Directors are unable to ascertain whethier such a
person has an Interest in the shares and so resolve, is deemed 1o have, ans Interest in shares which carry 15 per
cenl. or more of the total votes attaching 1o the issued shares of the Company, the Directors shall serve o written
natice on the regisiered holder of the shares concerned and on any other person who appears 1o the Directors wobe
interested in the se shares. Such notice shall set out the restrictions referred 10 below and shall call for the Interest
concrrried to be rediiced 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 may mike representations to the Dircetors to the effet That no person having an Interestin shares which
carry 15 per <ent, or more of the votes autaching tothe issued share capitalof he Company is interested in such
shares, No rransfer of the shares compri.ad in the Intetest may be made excepi for the purpose of reduding such
tnterest to iessthan 15 per cent,y

(iii) 1f such a norive is served and is not complied with inall respeets 1 the satisfaction of the Directorsand has not been
withdrawn, the Directers anll arrange for the sale of shares on behalf ¢f the registered holder at the best price
reasorably obtainable at tae relevant time, based upon advice obtained by them for the purpose, The net proceeds of
sale shall be held on trust by the Company for and pard (together with inferest at such rate as the Directors deem
appropriate} to the former registered holder on surrender of the ceatificate: for the shares concerned;

{iv) A registered holder on whom a notice referred 1o in {ii) has been served is not entitied inrespect of the share or
shares comprised in the tnterest, untit such notice has been withdrawn or compliedt with to the satisfacuon of the
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(g)

(h)

Directors, 1o attend or yote a1 any generat or class meeting of the Company and the votes anashing 1o such shares
shall vest in yire chairman of any such meeting.

Any resolution or determination of, or decision or exercise of any discrerion or power by, the Chairman or the
Directors in refation 1o the provisions of this paragraph (¢} shall be conclusive and binding onall gersony conterned
and shall not be open to challenge end they shall not be cbiiged to give reasons therefos, The Pirectors shall not be
abliged 10 serve any notice required under the provisions of this paragraph (¢) onany person if they do not know his
identity or address, The absence of service in such circumstances pr any accidental errer in or failure to give any notice
cequired shafl not prevent the implementation of or invaiidaie any procedure referred 1 hereunder.

Dividends and other distributions and return of capital

The Company may by ordinary resolution dectare final dividends and th> Directors mzy declare interim dividendsbug
no final dividend shall be declarec; in ¢xcess of the amount fecommended by the Directors and no dividend sheld be
payable otherwise than out of profits available for the purpose urider applicable legislation, Except in so far asthe rights
attaching to, or the terms of issue of, any shares otherwise provide (no such shares currently being inissut), all
dividends shall be apportioned and paid pro rata according 1o the amounts paid up thereon. On any distributtion by <, 2y
of capitalisation, the amaun to be distributed will be appropristed pro rata amongst the holders of Crdinary shares
according to the amounts paid up on their shares respectively, On a return of capital, whether in a winding-upor
otherwise, the Ordinary shares will rank pari passu inall Tespects.

The Directors may, in their discretion, fix any date as the record date for any dividend or distribution. Any dividend
uncliimed after a pesied of iwelve years from the date of declaration thereof will be forfeited and revert to the
Company. No dividends or other moneys payable onor in respect of a share shall {except as specified in the Anicles)
bear interest against the Company,

Voting

Subijeet to disfranchisement in the cvent of non-payment of ealls or non-compliance with a Disclosure Notice or
pursuant o the provisions summarised in (c) above and subject to any specialterms asio voting attached 10 any stiares
{of which there are nonc 2t present), every member present in person (including any cerporation poasentby aduly
autharised representative) ata general meeting of the Company shall upon a show of hands have oge vote sndon. a poll
every member present as aforesaid or by proxy shall have one votc for ever? -share held by him.

General meetings

The Directors may make arrangements to control the level of asttendance at any place specified for the holding of a
general meeting and, in any such case, shall direct that the meeting be held at a specified place, where the chairman of
the meeting shall preside, and make arrangements for simultaneous attendance and participation by members at other
lecations, The chairman ol a general meeting has authority to adjourn the meeting if, in his opinion, it appears
imipractical to hold or continue the meeting because of weight of numbers, :

Variation of rights and changes in capital

(i) The special rights and privileges for the time being anached 10 any class of shares may be varied or abrogated with
the consent in writing of the holders of three-quarters in nominai value of the issued shares of the class orwiththe
sanciion of an extraordinary resolttion passed at a separate meeting of the holders.of the shares of the elass. o
cvery such separate mecting the provisions of the Articles a5 10 goneral meetings shall apply except that the
necessary quorum shall be two persons at least holding or representing by proxy one-third in nominal value of the
issued shares of the class, that any holder of shares of the class present in person or by proxy may demand poll,
that the holders of shares of the class shal on a poll have one vote for each share of the class held by them
respectively and that if at any adjourned merting of such helders a quorum as defined above is not presentthen
any holder of shares of the class present in erson oz by proxy shall be a quorum.

(i) The Company may by ordinary resolution increase i1s share capital, consolidate all or any of its shares into shoares
of larger amount, sub-divide all or any of its shares into shares of smaller amount and cancel any shares not taken
or agreed 1o be 12ken by any person.

(iii) ‘The Company may reduce its share capital or any capital redemption reserve, share premium account or other
undistributable reserve in any manner and with and subject to any incident authorised and consent required by
law.

Untraced shareholders

"The Company may sel! the shares of a member or peison entitled on death orbankruptey of a membsaif such person
or member has not claimed at least three dividends over o period of welve years and the Company has, after giving
nntice in certain newspapers, received no notice cither of the wheresbouts of or the existence of the member or other
persen. The Company shall be obliged to acceunt 1o the person entitled thereto for the net proceeds of the sale,

C. Directors’ and other interests

0

If the Offer becomes unconditional, Investors in {ndustry ple will, unlessit elects for the Cash Aliernative in respect of
the whole or part of its holding of B-Cal shares, become interested in 5.2 per cent, of the enlarged share capital of the
Company. The Directors are not aware of any other person who may be interested directly or indirectly in § per cent,
or more of the issued share capital of the Company immediately following the Offer ar of any other persons who,
directly or indirectly, jointly or scverally, exercise or could exetcise control over the Company.



(b) The interesss all of which are beneficial of the Directors and their immediate families in the share capiidl ofhe
Company as shown in the register of directors® interests required to be kepi under the Companies Act 1985 are as

follows;—
Ordinary Otdinary  -Options Options
shares shaves  Executive  SAYWEshare
stbject 10 subject o Share option
no restrictions  restricligns? Scheme scheme
Lord King 29,564 436 289,855 4,596
R A Henderson 700
Sir Colin Marshalt 25,000 436 510,433 4,39
N G E Dunlop 10,000 4,120 263,489 4,596
BE SCollins 3,000
A M Davies 5,000
] W Jessop 3,500
Sir Francis Kennedy 500
HU A Lambert 1.000
74,764 3492 1,005,777 13,754

{ The BA shares subject 1o restrictions are held in Trust and may not be dealt in for a minimum period of 1we years
following subscription.

N & E Dunlop also has 100 American Depositary Receipts representing n totat of 1,000 shares,

‘The opticas under the Executive Share Option Scheme are ata prits of 17%p per share in relation to 404,494 options
held by Sir Colin Marshall and N G E Dunlop, at a price of 210p per shaze in refution to 371 ,428 options held by Sir
Colin Marshall and N G E Dunlop and a1 a price of 207p per shave in relation to the options held by Lord Kirg. Toe
options under the SAYE share option scheme are at a price of 161p per share, No Director has 2n interest jn shares in
any subsidiary of the Company.

(c} No Director has any interest in any transaction which is or was unusual in jis nature or conditions or significant tothe
business of the BA Greup and which was effected by the Company since Lst Apzll, 1987 or whick was effected prior 10
that date and rerains in any respect outstanding or unperforied.

(d) The aggregate emoluments {lacluding pension contributions) of the Dircetors from the Group for the financial year
end +d 31st March, 1987 was £364,627, The emoluments of the Directors will 1~ be affected by the acquisitien of
B-Cal nor by any other assosited transaction,

D. Directors’ service agreements )

Lord Ritsg, Sir Colin Marshall and #ir, Dunlop have entered into service agreements wi -+ the Company which agreements
were made available for inspection at the last annual general meeting of BA. Other than these agreements, there are no
existing or proposed service agreemenits bewween any of the Directors and any member of the A Group,

E. Employec share schemes

The Company has established the fellowing employee share schemes. These schemes, which are subjectto limits en the
aumber of shares which may be acquired by subscription, may be amended by the Directors, but ary changes that would
benefit participants (and in particular the fimitaions on participation and on the wumbers of ordinary shares that may be
fsrued thersunder as described below) eannot be made without the prior sanction of the Company in general meeting and
alt amendinents to the schemes for UK employees require the approval of the Inland Revenue,

(a) Profit sharing share schemes

The British Airways Profit Sharing Share Scheme (the “BA Profit Sharing Scheme™), which s been approved byihe
Inland Revenue unde: the provisions of the Finance Act 1978, is constituted by a trust deed dated 10th August, ] 984, as’ ‘
amended by supplemental trust deeds dated 19th August, 1985, 18th March, 1986 and 19th January, 1987, betweenthe |
Company, Lloyds Bank Ple (the *“Trustees”) and certain subsidiaries of the Company (“Scheme Subsidiaries”), Similar -
schemes (together with the BA Profit Sharing Scherae, the *Profit Sharing Schemes™) have been esbtishied by other
subsidiaries of tlre Company.

The Profit Sharing Schemes may be operated o acguire BA shares on behalf of eligible employees when the Frustees
may be provided with funds for this purpose by the Company and Scheme Subsidiaries or, as the case may be, other
subsidiaries, The Profit Sharing Schemes comain limilations on the amount of funds which may be so provided and onthe
maximum value of ordinary shares which may be appropriated 1o any individual participant in any year.

Shares acquired by the Trustees at the expense of the Company and Scheme Subsidiaries or, as the case may be, otaer
subsidiaries wil' be held by them for the periods prescribed by the Finance Act 1978, being currently a minimum of two
years, during which they may not generally be sold. For the following three years the Trustees will retain suca thares unless
the participant concerned otherwise insiructs, and thereafter they will be transferred 1o the participant. Whils any BA
ardinaty shares are so held in trusy, the respective participants will be the beneficial owners and entitled to receive dividends
and direct the exercise of voting rights.
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Any ordinary shares subseribed for and -ssued under the Proft Sharing Schermes will be subscribed at the higher of 4i) the

average of the middle-marke; quotations derived from the Draily Official List over the thres consewitive dealing days

() Saevimgs releted share option scheme

“The Compzny has adopted a Savings Related Share Option Scheme (the “SAYE Scivame®), which has been approved by
the Inland Revenue under the Provisions of the Finance Act 1950, Options may caly hewffered by the Ditectors within sie
weeks of the date on which dealings in the ordinary shares commence on The Stock Excharge and subsequemly within six
weeks of the prefiminary announcement of the Group's interim or final resuls in respect of any financial yeav. [nvitations to
apply for options may be made 1o all employees and directars who are required under the 1emms of their employment to
work for at least 16 hours per week and who have beep continuously employzd by participating companies within the
Group for one year at or about the time of the invitation and 1o such other employees and directors of BA anct participating
companies as the Dirsctors shalf decide. Options are nor iransferable,

Each eligible employee will be emitled to apply for optians to subseribe for BA sharesat a price determined bythe
Directors, being not less thon the higher of (j) 90 per cent, of (wher BA shares are 1aded on The Stock Exchanpe as fully
paid {or) the average market valuc of such shares over three consteutive dealing days at about the tire of the invitation or
(where ordinary shares age notso teaded as fully paid for) market value as agreed with the Inland Revenue and (i) their
nominal amount,

An option holder may generally only exercise his optiors for a period of six months commencing on the appropriate fifth
or seventh anniversary of the commencement of the cortractual savings scheme (“Savings C.atract™) entered into by him
in connection with his options. Application will be mede tothe Conncil of The Stock Exchange for the admission to the
Official List of BA shares issued following the exercise of options,

BA has granted options over 3 total of 23,319,395 BA shares under this Scheme,

() US employce share burchase plan

The Company has adopted an Employee Share Purchase I?lan (the “Share Purchase Plan™) for i1s US employees, Theterms
of the Share Purchase Plan are similar to thuse of the SAYE Scheme described above, except that the concept of a Savings
Contract, as described above in relation o the SAYE Scheme, does not exist in the Share Purchase Plan, Options under the
Share Purchase Plan have been granted in respect of 820 BA sharcs to each US employee who on | July 1987 iad been
continvously employeed by BA duting the preceding 12 months,

() Exccutive share option schemes

The Company has adepted an Executive Share Option Scheme (the “Option Scheme), which has been approved by the
Inland Revenue under the provisions of the Finsnce Act 1984, Options may only be granted by the Directors within six
weeks of the date on which dealings in the ordinary shares cemmenced on The Stock Exchange and subsequently within six
weeks of the prelisinary announcement of the interim or final results of tha Group in': ~spect of any financial year.

All employees of the Group (including executive Directors) whoare required to devote substzntially all their time 10
working for the BA Group and are required under the terms of their employmen to work for at Jeast 20 hours per week (or
in the case of dircetors of the Company or any subsidiary, 25 hours per week) are eligible to be nominated for participation
in the Option Scheme. Nominations for participation are made by the Directors, who havea discretion in selecting the
persons 1o whom vptions are 1o be granted.

Cptions are not transferabla, Options entitle the recipient to subscribe for BA sharesat a price determined by the
Directors, bzing not less than the higher of %) (where ordinary shares are traded on The Stock Exchange as fuily paid for)
the average markst value of such shares wa the three consecutive dealing days immediately preceding the date of grant of
the optians or (where ordinary shares are not so rraded as fully paid for} a price as agreed with the Inland Revenue and {ii)
their nominal amount. Each individual’s participation shall be limited so that the aggregate price of ail ordinary shares
issued and remaining issuable under options granted o him during the previous ten years under the Option Schere and
any other share option scheme established by the Group, otf er than the SAYE Scheme or the Share Purchase Plan, will ney
exceed four times his remuneration or, if his remunerationy not chargeable 1o PAYE, lour titnes his annual salacy or
L100,000, whichever 1s the lower.

An option will normally be exercisable betwaen the third and ienth annivessaries of the date on which the opriown was
granted, Application will be made to the Councii of The Stock Exchange for the admission to the Official List of ordinary
shares issued following the exercise of options, .

The Comipany has adopied an Executive Share Option Plan: (the “Share Option Man™ forits US executive employees
which is substantially similar to the Option Scheme described gbove,

The first grant of options under the Option Scheme was madein March 1987 when 76 exceutjves {including executive
Directors) received in rotal 5,028,034 options at 2 subscription price of 178p per share. Two further grantsof options were
made in May 1987 when 92 executives (including executive Directors) received a total 1,881,051 options st a subscripiion
price of 210p per shiare and 289,855 options at a subscripzion price of 207p per share, Options under the Share Cption Plan
have been granted to 5 executives over 138,066 shares at a stbscription price of 224,5p per share.
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F. Principal subsidiaries

The Company isthe holding company of the BA Group. The foliowing are the principal subzidiaries of the Company:—

Tssued and »
fully paid up
share capital
and
perceniage
Principal subsidiary companies and Date of owned by the Principal
registered offices (Note f) incorporation Group activity
British Airtours Limited 31st August, £1,300000 Provision of whofe-airerafl pasenger
Airtours Ilouse, Gatwick Airpart, 1955 {100%%) charter services,
Gatwick, West Sussex RHé OLF
Britisk: Airways Engine Gverhaut 30th December, £1,000,000 Alrcrafl engine overshaul services for
Limnited 1966 (100%%) the BA and British Airtoors f2ema and
Caerphilly Road, Nantgarw, Cardif, for third panies,
South Glamorgan CF4 7Y]
British Airways Tour Operations 4th March, £300,000 -
Limited 1935 (100%%)
British Airways Holidays Limiied Tih October, £300,000
1985 (100%%) ’rovision of package holidays,
Ala Holidays Limited 9th September, £393,509
("Alm Holidays™) 1965 (519%)
152 King Street, London W6 OQU
Middle East Visitors Services Limited 20th December, £1,000 Provision of travel facilities and
1979 {100%%) assistance for visitors from the Midale
East and India,
Owerseas Air Treavel Limited 6th September, £250,000 Markets scat-only sales and package
1955 (100%) holidays on charter and scheduled
services.
Briish Airways Associated Comparites 6ih September, £675,000 Holding company for investment in
Limited 1957 {200%) certain related companies and certain
trade investmenis.
Travel Automation Services Limited 15th April, £440,000 Provides computer communication
{Note 2} 1976 (82%) systems for the travel indusiry.
Grove Park, Wattham Road, White
Waltham, Maidenhead, Berkshire
SL63LB
British Airways Pension Administration 30th April, £160 Pension administration,
Limited 1947 (100%) .

Kershaw House, Great West Road,
Hounslow, Middlesex TWS OBX

Note 1: All of the companies referred to above are incorporated in England and, except as indicated above, have their regulered
offices al Speedbird House, Heathrow Afrport, Hounslow TW§ 27A.

Note 2: The remaining issteed shares in Travel Automation Services Limited are held by B-Cal,
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G. Principal properties
"The following are the principal properties of 1he Group:—

Approximate gross

L . internal floor areas
Principal properties Description (in square feer) Nature of titke
London Heathrow ajxport
No. 1 Mainienance Area
(i) EastBase Offices (including head office), computer 3,290,000 Least from Heathrow
centres, aircraft maintenance hangars and Airport Limited
workshops MHAL™), 2 subsidiory of
BAA, ducto expirenn
30th April, 2055 {subject
o earlier termination by
cither parly onor afier
2th Seprember, 2000),
Current rent paid s
£218,970 p.a., subjecr 10
apartial reviewin 1990
and a full revicw in
2000, .
(i) West Base Offices, aircrafy mainterrance hangats and 1,652,000 Lease from HAL due 1o
workshops expire on 30th June,
‘ 2055, Current rent paid
s £75495 p.a., subject
to a partial review in
1950 and a full review in
000.
Moter Transport Offices, motor transport and group 272,385 Lease from HAL due 1o
and Ground cquipment workshops, aircraft catering centre expireon 30th
Support Equipment  and air cabin crew operations centre Seprember, 2011,
Base, Catering Current rent pald is
Centre North and £63 190 p.a, subjectto
T#jStar House partial reviews in 1990,
& 1995, 2000 and 2005,
Cargo Centre Offices and storage/handling areas for freight 529,500 Lease from HAL due 1o
expire on 3lst
Decernber, 2019,
Current rept paid is
£207,731 pa,,
in¢reasing 10 £239,710
pa. on st January, 1990
and increasing againon
Ist Janugry, 2005 to
£271,672 pa. Torthe
remainder of theterm,
Cranebank Training centre 275,630 Freehold.
Wales
Engineering Works,  Aircraft engine cverhaul workshops and test 253,560 Fiechold,
Nantgarw, be-ls .
South Glamorgan
New York
Terminal Building, Passenger terminal 331,220 Sublease from BIDL
John F. Kennedy : Properiies, Ine,
International airpont (“BIDL") due ¢ expirc

on 30th November,
1994, Current rent paid
is US$3,595,282 p.a.
(Mote 2),

Note 1: All leasehold interests held from HAL contain extensive prohibitiens on disposal of the properties.

Note 2: It connection with the financing of the construct? w of BA s passenger terminal bf: lding w1 Fohn 5, Rentnedy: International
airport, BIDI, issued notes of sohich ay 30th Freve, 1987 ° 58572 million were otuitiand, y; and are repavaple by Decembzr 1994,
BA hes entered into a sceurity agreement wik the =44 af the notes wnder which BA wraesiikes to pay alt surns duein respectof
the notes in the cuent that BIDL fasls to pay tuch safs. T is underiaking by BA has dasm Luaroieed by HM Treasury.

H. Material contracts

The follewing contracy, in addition to those which have been on viewin the two years preceding the date of this document
not being a contract entered into in the ordinary course of business, has been entéred inig by a member of the BA Group
within such period and is, or may be, material:—

An agreement deci 16th July, 1987 between the Company (1) and Lazard Brothers (2) pursuant to which Lazard Brothiers
undertoox to purchase or procure purchasers for cash at 205p per share {the **Cash Alternazive Price™) any new BA shares



{ 10 which a B-Cal sharehglder accepting the Otfer will become entitled on validly slecting for the Cash AReruative. The

§\ following fees (nlus VAT thereon) are payable by the Company:
0 (1) for the first 20 days of Lazard Brothers' commitment a commitment fee of 1% per cent. on thi' value of the Cash
o Alternative Price of the maximum number of new BA shares issuable pursuant o the Offer (V3 per cent, bewng

K passed va 101kt sub-underwriters) and previded the Offer becomes unconditional in all respects, an additional \
i sub-underwriting commission of % per cent, on the value at the Cash Aliernative Price of the aumber of new BA
. shares falling 10 be issued in respect of valid acceptances of the Offer received on or before the first closing due of
L the Offer; ‘ "
. (it therpafier a fanker commitmen fee of ¥ per cent. on the value atthe Cash Alrernative Price of fhe maximum
: auiDeTe oW 2A shares issuable pursuant to the Offe. or cack: subsequent 7-day period er par Ehercof upto and
\ including the earlier of {A) the first day on which the Cash Alernative is closed and the Offer has oecome or been
:’ declared unconditional in all respects and on which Lazard Brothers is notified ol any underwtiting liability and
¥ (B) the date on which the Offer lapses {provided that such fee shall not be payable if the Offer isreferred o the
o Monopolies and Mergers Commission); and
! The Agreement contgins waripnties and an indemnity in favour of Lazard Brothers. If prier tothe Offer becoming
f unconditional any ofthe warranties cease 1o be true and accurate, o anything arises which is inconsistent with them inany
material respect Lazard Brothers ~an determine its obligations under the Agreement.

| I, UK Taxation . .

| (2} The Company is not and has not since incorporation been a close company 45 defined in the Income and Corporztion
Taxes Act 1970,

! (b) Under current legislation, no tax will be withheld by the Company when it paysa dividend. However, when paying a
| dividend the Company is cbliged 1o account to the Inland Revenus for advance corporativn % (“ACT™). The rate of
! ACT is fixed by reference to the basic rate of income tax and at present equals 27 per cent. of the aggregae ofthe

K Jividend and of the related ACT.
L

|

\

i

A holder of an interim certificate under the offer for sale or ordinary share who is resident {for vax purposes}in the
United Kingdom and who receives a dividend from the Comnpany will be entitled to atax credit of an .z oum equal 10
the related ACT, A company so resident will be able to treat any dividend received and the related tax vredivas franked
i investment income. An individual so resident will be taxable upon the to1al of the dividend received and the tax credit,
S but the tax credit wil! discharge his liability to basic rate income tax and, if the tax credit exceeds his liability to tax on
1| the dividend, he will be able to claim the sxcess.

f Subject 1o certain exceptions for Commonwealth citizens, cilizens of the Republic of Ircland, residents of the Tsle of
¢ Man or the Channal Islands and certain others, the right of a holder of an interim cenificate or Ordinary shate who is

‘ not resident in the United Kingdom to claim any part of the 1ax credit will depend upon the existence and verms of any
| double tax convention between the United Kingdom and the country in which he is residens. A holder who isnot
resident in the United Kingdom should consult his own 1ax advisers concerning his tax liabilities on dividends received,
whether he is entitled to reclaim any part of the tax credit ana, if so, the procedure for doing se,

A sharehiolder resident outside the United Kingdom may also be subject to foreign 1axation on dividend income
u(:;d_cr local law, Any person who is in doubt as to his taxation position should consult an appropriate professional
adviser.
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J: Litigation

‘{ {a} An action was commenced in January 1986 in the US District Court for the Central District of Catifornia against three
defendants, including the Company, by a travel agency which formerly cor.ducted business with Laker Airways

g Limited. Further actions (now consolidated) were commenced against 14 defandants, including the Company and

“ i3-Cal Airways, by former employces of Laker group companies, in February and March 1986, in the US District Count
t for the District of Columbia. In each case the matters alleged were substantiaily the same as were alleged by the

E . liguidator of Laker Airways Limited in the proceedings brought by him against the Company, B-Cal Airways and

il others which were settled in 1985 and trebled damages were claimed. Each of these actions has bean dismissed for lack
L of standing by orders of the relevant US Disirict Courts, in both cases appeals were made to the approprirte US Courts
};‘ of Appeat, In the case of the travel agency, the dismissal has been affirmed by the appellate court, but the Plaintiffhas
¥
b3

i) moved for reconsideration. In the case of the employees the appellate court has not yet given its decision,

i {b) Experience with litigation arising from the collapse of Laker Airways Limited has shown the extent to which US courts
b apply US anti-trust laws to conduct, whether inside or outside the United States, i relation to international air senices.
h No claims other than those described above alleging breach of US anti-trust laws are current or are threaenad ageinst
the Group, [t is hawever possible that further claims could be asserted in relation to BA's past services 1o or from Noxth
America and, if assetied, such further ¢laims could, as is common in anti-trust actions in the United States, seek
substantial amounts and inv ilve significant expenditie, Accordingly the Dirchom have, after consultation with the
oy Secretary of State, considered it prudent 1o maintain a provision in the accounts sgainst the cost to which BA could be
! cxposed.
The Directors are of the opinion that the outcome of any such ¢laims, combined with those asserted in the actions
referred to in (a) above, would not in the aggregate have a material ndverse cifect on the business, financial condition or
N prospects of the Group, although in view of the uncenairties of anti-trust litigation, no assurance can be given 1o that
B effect, The opinion of the Directors is based on all relevant factors including a consideration of the grounds on which,
' if asserted, such claims might be defended and of methods by which they might be resolved, the provision made by the
Directors and the Directors’ assessment of the likelihood that HM Government will contnue its stated policies towards
the application: of US anti-trust laws to international aiv transpott,

&) InJulyand November 1686, the EEC Commission wrote 1o BA, aswell as to a number of other nirlines established in
the Buropean Community, saying that it considered certain practices, based on the provisions of 3 number of
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Jong-standing imer-zirline agreements, 1o contsavene the compatjiion provisians of the EFC Treaty and thay, in 1he
absence of modification 1o these practices, the EEC Commission would make a formal decision 1o thay effect, BA hes
informed the EEC Compnission that, in respect of a number of the agreenzents ciied by the EEC Commissian, some of
the practices objected to are no longet followed and that, witheut accepting that it is under any legal ohligation 1o do 5o,
it is in any event BA’s imention, for commercial reasons and so faras permissible uader the erms of BA's operating
permits, 1o modify {he arrangements such that, in the opinicn of the Directers, the EEC Commission witt'd haveno
basis on which 1o contisiue with its proceedings. N liabilities have baen incurred by BA in respect of theymatlers
referred to ist the EEC Commission’s lewters.

(d) In August 1985, the Jiquidators of an Israeli charter operator, Maof Airlines Limited and Maof Chartet Ope Limnited
(*Maof™), threatened to bring proceedings in Jsrac! against the Company, alleging that certain practicas adopted by the
Company were designed 10, and had the effect of, putting Mizof out of business. Maols liquicdaiors alleged damages
toalling US$30 million. Although Maof's liquidatcrs obtatied leave 10 commence proceedings against the Company
and a number of other airlines from the Isracli court in March 1986, no proceedings have been commenced.

{¢} Pursuantio an order made against HM Government and BAon 3rd February, 1987, the US Depanment of
Transportation has found that the Traffis Distribution Rules made under the Airpons Act 1986, which could have thy
olfect of precluding all cargo-only carricrs from operating to Heathrow and Gaywick aivports during peak hours,
constitute a discriminatory practice. This order, made following a complaint bya US cargo-only, catrier, furiher states
that if the operation of cargo-only carriers at those sicports during peak howrs were restricted, the Depanment of
Transportation would impose commensurate restrictions on BA's opeiations during such hours at high density LI
airp{);}ts. o date, carge-only ~arriers have not been precluded from operating 10 Heathrow and Gawwick nirports during
peak hours,

Save as mentionad abave, neither the Company nor any of {ts subsidiaries is engaged in or is aware of any Jitigation, chairms
or arbitration proceedings pending or threatened against them which may have, ot have had in the past welve months, a2
significant effect on the Group's financial position.

K. Guneral

{a) The financial information in respect of the BA Group for the five financial years ended 31st March, 1987 contained in
this document does not constitute full accounts in respect of those years within the meaning of section 254 of the
Companies Act 1985, BA's first accounting reference period ended on 31st March, 1985 In respect of the 1wo financial
years to 31st March, 1984, the British Airways Board prepared its accounts in zecordance with the British Alrways
Board Act 1977 and was not required 1o prepare accounts under what is now section 227 of the Compaznies Act 1985
Accordingly, full accounts In respeet of those periods were not delivered 1o the Registrar of Companies, ner werethe
auditers of the British Airways Board required to make a report thereon under what is now section 236 of the
Companies Act 1985, Full accounts in respect of the three financial years ended 31st March, 1987 were deslivered to the
Registrar of Companies and the auditors of BA Group gave unqualified reports thereon within the meaning of
encaon 271 of the Compuries Act 1985,

(b Save as disclored herein, there hus been no significant change inthe financial or trading position of the BA Group since
31st March, 1987, the date to which the latest audited accounts of the BA Group were made up.

(c) Ench of Lazard Brozhers and Goldman Sachs International Corp. has given and hasnot withdrawn it wrstien consent
to the issue of this document with the references to its namme in the form and context in which they are inciuded. Ernst
& Whinney have given and have not withdrawn thelr written consent 1o the issue of this document wish the inclusion
of heir report and the references to their namne in the form znd context in which they are included,

{d) On the assumpiion that the Offer becomes unconditiona! inall respects, the total expenses of, or Incidental to, the
preparation and circulation of the Offer and these listing pardculars and oiher related docwments payable bythe
Company including underwriting commission (as to which,see section H above) are estimaied te amount 0
approximately £5 million {excluding stamp duty, stamp duty reservetax, capital duty and value added 1ax),

(¢) Any person {including any natural person, company, governmen or politica? sub-division thereof) whobecomes the
“haneficial owner” (as defined in the United States Securities Exchange Act of 1934, as amended) of mote than five per
cent. of the BA shares becomas subject, under theterms of that Act, to an obligation 1o file prescribed repots of
beneficial ownership (and reports of changesin such ownership) with the SEC, the New York Stock Exchange and the
Company on a form prescribed by the SEC. Any person {including any individual, parinership or trusiee) of company
that becomes the beneficial owner of moie than ten per cenl. of the BA sharca becomes subjeet, under the terms of the
securities legislation in certain provinces of Canada, 1 an obligation to file prescribed reports of beneficial ownership
{and reponts of changes in such ownership} with the Quebee, Ontario, Manitoba, Saskatelwewan, Albern and British
Columbia securitics commissions and with The Toronta Stock Exchangs, in a prescribed form.

(0 Asat 2dth July, 1987 approximately 16 per cent. of the BA shares were Relevant Shares (as defined in section D above)

L. Dacuments for inspaction

Copics of the following documents may be Inspecied o the offices of Linklaters & Paines, 59-67 Gresham Strecy, Londu

EC2V 7jA during vsual businiess hours on any weekday (public hotidays excepted) whilst the Offer remains open for

acceptance:—

{a) the Mcmorandaand Articles of Associztion of BA and B-Cal;

(b} the audited consolidated accounss of the BA Group and the B-Cal Group far the two years ended 33 st March, 1987 and
315t October, 1986 respectively;

(c) the Offer Document and the Form of Acceptance;



(d) the Accountants® Report setovt in Part 1

' {e) the service agreementsireferred to in section ID above and Jie agreemeats relating o the B-Cal Directors referred ton . .
. paragraph 2(ii)(f) of Appendix I to the Qifer Dotument; .f;:
i 2
, if) the documenis constingting the Profit Sharing Schemes, the SAYE Scheine, the Shure Purchas: Plan, the Opticn C‘I
| Scheme and the Share Option Plan yeferred to in section E above; R
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