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B E G R 3 T. 

; .P . 246 (38). Copy No, 

C A B I N E T . 

IMPERIAL AIRWAYS AND BRITISH AIRWAYS. 

Memorandum by the Chance l lor o f the Exchequer 
and the Secre ta ry o f S ta te f o r A i r . 

1. Our co l l e agues w i l l remember tha t the Cabinet 

decided (Cabinet 49 (38 ) Conclusion 17) that the quest ions 

o f p o l i c y i n vo l v ed by the contemplated amalgamation o f 

Imper ia l Airways and B r i t i s h Airways should be d iscussed 

in f o rma l l y at a meet ing of M i n i s t e r s , 

2. That meeting has been he ld and those M in i s t e r s 

present agreed i n p r i n c i p l e to the proposed amalgamation. 

They fu r the r agreed that as the amalgamated concern would, 

in any event at the ou t s e t , be l a r g e l y dependent on 

subs id i es from His Ma j es t y ' s Government i  t was necessary 

that the d iv idends should be r e s t r i c t e d to the l i m i t s usua l l y 

assoc i a t ed wi th pub l i c u t i l i t y companies. Such r e s t r i c t i o n 

would be i n accordance w i th the v iews expressed, i n the 

Cadman Report and wi th the Government obse rva t i on thereon 

to the e f f e c t that the Government were " i n agreement w i th 

the p r i n c i p l e under ly ing the p roposa l , namely that pub l i c 

money should not be used f o r r a i s i n g d iv idends to undue 

l e v e l s 1 ' . 

^. A f t e r c ons i d e ra t i on o f a l t e r n a t i v e forms o f ­

o r gan i sa t i on the meeting came t o the unanimous conc lus ion 

that the most f e a s i b l e form of o r gan i sa t i on was that which 

had in f a c t been recommended to the Government Departments 



concerned by Mr. Morison o f Thomson McLintock and Company 

a f t e r a c a r e fu l and d e t a i l e d inves t i ga t i on , , The scheme i n 

quest ion would i n vo l v e the format ion o f a Pub l i c Corpora t ion , 

under s t a t u t e , to acquire the e x i s t i n g undertakings o f 

Imper ia l Airways and B r i t i s h Airways a t a f i gu r e to be 

agreed between the Government and the D i rec to rs o f the two 

Companies and approved by t h e i r r e spe c t i v e shareho lders . 

The Board o f the Corporat ion would be appointed by the 

Government, though subsequent vacanc ies might be f i l l e d 

by the Board i t s e l f sub jec t to the approval o f the 

Government. The Corporat ion would be a s t a t u t o r y body 

w i th c e r t a i n s ta tu to ry l i m i t s on i t s powers - in p a r t i c u l a r 

on the amount o f i t s d iv idends or i n t e r e s t payable on i t s 

s tock . The money r equ i r ed 

( a ) f o r the purchase o f Imper ia l Airways
B r i t i s h Airways ( say , £3,000,000) 

 and 

( b ) f o r immediate
and 

 development (say another £3,000,000) 

( c ) f o r future development u n t i l such time as the 

Corporat ion could stand on i t s own f e e t , 

would be found by the issue o f f ixed, i n t e r e s t stock 

guaranteed as t o p r i n c i p a l and i n t e r e s t by the Government. 

The annual subsidy would continue to be pa id and would be 

f i x e d i n such a way as to cover the s e r v i c e o f the guaranteed 

Stock and to a l l ow reasonable p r o v i s i o n o f r ese rves f o r 

development wi th a v iew to r educ t i on o f the need f o r future 

guaranteed c a p i t a l . Cap i ta l would thus be ra ised on the 

cheapest p o s s i b l e terms and the subsidy, i n s t ead o f c a t e r i n g , 

as a t p r e s en t , f o r d iv idends o f 7^% t o 10% on ord inary 

shares would be requ i red t o cover the low r a t e o f i n t e r e s t 

(3% t o 5-2%) payable on medium or long term guaranteed s tock . 



4. S i r John R e i t h , as chairman o f Imper ia l A i rways , 

and Mr. O l i v e Pearson, as Chairman of B r i t i s h A i rways , have 

agreed in p r i n c i p l e to amalgamation and to a Pub l i c 

Corpora t i on . 

5.. L e g i s l a t i o n would be r equ i r ed to s e t up the 

proposed Corporat ion and t o g i v e the Treasury power t o 

guarantee p r i n c i p a l and i n t e r e s t on i t s s t o c k s . The o b j e c t 

of t h i s memorandum i s to seek the au tho r i t y o f the Cabinet 

f o r the p r epa ra t i on o f the necessary l e g i s l a t i o n . 

6. The date of the announcement t o the House and the 

shareholders w i l l have to be s e t t l e d at the d i scuss ion with 

the r e p r e s e n t a t i v e s of the companies. T i l l t ha t date i t 

i s most d e s i r a b l e tha t the d e c i s i o n should be kept comple te ly 

s e c r e t . 

( I n t l ' d . ) J . S . 

" K.W. 

3rd,Novembert 1938. 


