U.S. Department of Justice
Washington D.C. 20530

Amendment to Registration Statement OMB No. 1105-0004

Pursuant to the Foreign Agents Registration Act of 1938, as amended

Privacy Act Statement. Every registration statement, short forfn registration statement, supplemental statement, exhibit, amendment, dissemination report, copy of political
propaganda or other document or information filed with the Attorney General under this act is & public record open to public examination, inspection and copying during
the posted business hours of the Registration Unit in Washington, D.C. One copy is automatically provided to the Secretary of Stawe pursuant to Section 6(b) of the Act,
and copies of such documents are routinely made available to other agencies, departments and Congress pursuant to Section 6{(c) of the Act. Finally, the Attorney Genreral

transmits an annual report to the Congress on the Administration of the Act which lists the names of atl ngents and the nature, sources and content of the political propaganda
disseminated or distributed by them. This report is available to the public.

Public Reporting Burden. Public reporting burden for this collection of information is estimated to average 1.5 hours per response, including the time for reviewing instruc-
tions, searching existing data sources, gathering and maintaining the data needed, and completing and reviewing the collection of information. Send comments regarding
this burden estimate or any other aspect of this collection of information, including suggestions for reducing this burden 10 Chief, Registration Unit, Criminal Division,
U.S. Department of Justice, Washington, D.C. 20530 and to the Office of Information and Regulatory Affairs, Office of Management and Budget, Washington, D.C. 20503.

1. Name of Registrant

2. Registration No.

Law Office of Richard Littell }?y/

9454

3. This amendment is filed to accomptlish the following indicated purpose or purposes:

B) To correct a deficiency in O To give a 10-day notice of a change in information as required

by Section 2(b} of the Act.
[ Initial Statement

® Supplemental Statement for the six month O Other purpose (specify)
pg}iod ending September 30, 1991.

O To give notice of change in an exhibit previously filed.

4. If this amendment requires the filing of a document or documents, please list-

Statistical Presentation of Cayman Airways Limited Concerning
Excessive U.S. Airline Capacity.

5. Each item checked above must be explained below in full detail together with, where appropriate, specific reference to and identity
of the item in the registration statement to which it pertains. If more space is needed, full size insert sheets may be used.

The enclosed document, which was prepared for the U.K. Government,

was supplied to Patrick V. Murphy, Deputy Assistant Secretary for
Policy and International Affairs at the U.S. Department of Transportation.

I am enclosing my supplemental statement, for the period ending

September 30, 1991, as regquested by Mr. Clarkson's January 29 letter
to me.
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The undersigned swear(s) or affirm{s) that he has (they have} read the information set forth in this amendment and that he is (rhey
are) familiar with the contents thereof and that such contents are ir ety true &nd accurate to the best of his (their) knowledge

and belief. ﬁ‘m&b

{All copien of this amendment shall he signed und sworm 1 before a atary public or other person
wuthorized tr administer auths b the agent, if the fegisinuns v an indoddual. ar by a majorine of
those pantners. efficen. directors or persony peeforming similar functions wha are in the United Stotes,
if the registrunr is an organization. )

Subscribed and sworn to before me at __f 7

this_é_L day of %Q/L i 19 I (%44% & MOM

(Notary or other officer)
e q
My commission expires tﬁ J / / ?5/

0.8, GPO: 1801-900-811/48217



STATISTICAL PREBSENTATION OF
CAYMAN AIRWAYS8 LIMITED
CONCERNING

EXCEBS8IVE U.8. AIRLINE CAPACITY

i34

RS RT Y
:V:.hshg

L]
U
I

0IAIRS

ERHT N PR

ey Y
IRV T

Havang

Little
Coayman

CAYMAN
rsu.nosacn::c rae"

¢
N QT samAIcA

MEXICO BRITISH

HONDURAS

HONDURAS

3

Miles
200 W00

§0¢




MEMORANDUM

TO: His Excellency the Governor

FROM: Honorable Member,
Tourism, Aviation and Trade

DATE 26th February, 19%0

SUBJECT: U.S./CAYMAN ATIR SERVICES

l. I am enclosing the financial information requested
in the United Kingdom Government’s FAX of 24 January.

2. The statistical information, which was prepared by
Messrs. Devlin and Greenwood of Cayman Airways’ staff, has
been reviewed and approved by Airline management and by ny
Office. If the United Kingdom Government officials need any
more information, Messrs. Devlin and Greenwood are prepared
to go to London to answer any gquestions.

3. I have attached a narrative Introduction and Summary
that represents my Government’s position. As there stated,
Cayman Airways faces economic ruin as a result of excessive
U.S. airline capacity. Cayman Airways’ load factors between
Miami and Grand Cayman have fallen from 68 percent to 46
percent. Its share of the Miami-Grand Cayman market has been
reduced from 68 percent to 43 percent. The Airline expects a
1990 operating loss of $2,997,270. Unless the U.S. airlines
reduce their capacity -- to no more than three daily
roundtrips -~ the Airline’s survival is in jeopardy.

P
A
Lo B
o TJ .f;;r)-':_‘
ey ES f
Enclosures o SRR,

—

502 oy [~




INTRODUCTION AND SUMMARY

As a result of excessive U.S. airline competition,
Cayman Airways is facing economic ruin. The Cayman Islands
Government established the Airline to Erovide essential air
services to the two isolated sister islands, Cayman Brac and
Little Cayman, and to guarantee dependable service between
Grand Ca¥man and the United States. The Airline pioneered
the Miami-Grand Cayman route but operated at a loss --
accumulating a $20 million deficit by the end of 1988.

B¥ the end of 1989, Cayman Airways was approaching self-
sufficiency. Aided by a $1.25 million subsidg for Cayman
Brac/Little Cayman service, the Airline was able to operate
for the first time at a net profit.

Cayman Ajirways’ modest 1989 profit was attributable in
part to Eastern Alr Line’s withdrawal, leaving the Miami-
Grand Cayman market to Northwest Airlines and Cayman Airways.
But U.S. airline capacity soon increased. 1In July 198¢2,
Northwest doubled its Miami-Grand Cayman schedues from one
daily roundtrip to two. In September and October, Pan
American World Airways and American Airlines, who were locked
in a battle to replace Eastern as Miami’s dominent carrier,
each inaugurated daily service from Miami to Grand Cayman.
During 1989 the three U.S. airlines increased U.S. capacity
from one daily roundtrip to four. Several months ago, the
Cayman Islands Government submitted a Presentation (enclosed)
demonstrating that these capacity increases exceeded any
possible growth in traffic or hotel capacity -- and would be
ruinous. .

The only error in that Presentation was that it failegd
to predict Eastern’s return to the market, increasing U.s.
capacity to five daily roundtrips.

The Presentation’s prediction of economic ruin was
correct. Cayman Airways’ share of the Miami-Grand Cayman
market has declined from 68 percent in January 1989 to 43
percent in January 1990. Its Miami-Grand Cayman load factors
have been reduced from 68 percent in January 1989 to 46
percent in January 1990,

As a consequence, Cayman Airways has been hurt badly.
Before it knew about the increase in U.S. airline capacity,
Cayman Airways projected an ogerating profit of $883,835 for
the first six months of Fiscal 1990 and $1,343,788 for the

ear. In fact, the Airline had an actual operating loss of
980,452 for the first six months. For all of Fiscal 1990
the Airline anticipates an operating loss of $2,997,270.
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U.8. airlines have augmented their excessive capacity
with predatory fare practices. Although the United Kingdom
Government disapproved many of the U.S. airlines’ proposed
fares, the U,.S. airlines ignored this governmental action.
The U.S. airlines not only continued to charge the forbidden
fares: they actually extended them. The last of the
disapproved fares expired in mid-Februa 1990. But the
replacement fares, though higher, are still far below Cayman
Airways’ fare.

The U.S. airlines promoted their service extensively --
not only in the U.S. media =-- but in the Caymanian Press too.
Many Caymanian residents, who traditionally travel on Cayman
Airways but are especially price-conscious, were thus induced
to abandon their national flag airline.

The competition has been harmful to the U.S. airlines
too. After suffering from load factors of 34 percent,
Eastern was forced to withdraw from the market after January
1990. Pan American continues to limp along with load factors
of 34 percent. But the U.S. airlines have enormous
systems with multimillion dollar revenues. Their losses on
the Miami-Grand Cayman sector are insignificant to them.
Presumably, they can accegt those losses as a price of their
battle for supremacy in Miami. And they can offset those
losses against their profits on carrying Cayman-bound
travellers on long-haul routes within the U.S.

Cayman Airways is much more vulnerable. It is not
inefficient but only small. Limited to two jet aircraft and a
tiny route system, the Airline cannot shift or cutback its
operations very much. Still, the Airline has cut pilot and
management salaries and reduced other costs for 1990. Even
80, by June 1990, the Airline’s balance sheet will be dismal.
The Airline’s only subsidy is limited to essential air
service for Cayman Brac and Little Ca an, and the Government
will not subsidize losses on the Miami-Grand Cayman route.
Unless the U.S. airlines reduce their capacity --to no more
than three daily roundtrips --the Airline’s survival is in
jeopardy.
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DISCUSSION

A. The Ca¥man Islands Government Is
Supplying All The Reguested Data

In its 24 January FAX, the United Kingdom Government
requested certain enumerated information. As part of this
Presentation, the Cayman Islands Government presents all the
requested information. Each of the numbered Exhibits
responds to a specific request.

Each Exhibit contains a face page that identifies the
Exhibit’s subject. To aid the reader, each Exhibit’s face
page also specifies the United Kingdom Government request to
which the Exhibit is responsive.

B. The Exhibits Show That Cayman Airways Is
Losing Enormous Sums of Money As A Result
of Excessive U.S8. Airline Competition

Before Cayman Airways knew about the added U.S. airline
competition, it prepared a trading budget for the year
ending June 1990. That budget (Exhibit 1 hereto, pp. 1)
predicted that the airline would achieve an operating profit
of $1,343,788. That sum included an expected operating
profit of $95,557 on the Miami route (Exhibit 3 hereto, p.1)
and start-up loss of $234,844 on the New York route (Exhibit
5 hereto, pp. 1).

But the onslaught of excessive U.S. airline competition
destroyed any chance that Cayman Airways could achieve its
budgeted predictions.

The Miami Route. On the Miami route, Cayman Airways’
load factors shrank steadily (Exhibit 4 hereto, pp. 7-10):

Month CAL Load Factor
Oct. 89 68,21 %
Nov. 89 68.09 %
Dec. 89 56.86 %
Jan. 90 45.88 %

Similarly, Cayman Airways’ share of the Miami market declined
sharply (Exhibit 4 hereto, pp. 7-10):
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Month CAL Market Share
Oct. 89 51.50 %
Nov., B89 44.44 %
Dec., 89 47.86 %
Jan. 90 42.94 %

Not surprisingly, Cayman Airways’ budgeted operating
profit on the Miaml route will become an enormous loss.
Whereas the Airline budgeted the Miami route for an operating
profit of $419,710 for the fiscal iear's first six months, it
actually lost $20,242 for that period. (Compare Exhibit 3
hereto, p. 1 with Exhibit 4 hereto, p. 1.) For the full
fiscal year, Cayman Airways now projects that service over
the Miami route will produce a loss of $ 1,577,681 instead of
the budgeted profit of $95,557. (Id.).

The New York Route, This route will also produce dismal
results as a result of excess competition. Of course, Cayman
Airways offers non-stop service from New York, while the U.S.
airlines provide one-stop flights via Miami. Even so, Cayman
Airways cannot compete with the U.S. airlines’ enormous
advantages in the New York market. Cayman Airways is just
entering the market, has no market identity, and operates
only a few weekly flights. 1In contrast, Pan Am and American
are long-established in New York, have tremendous
reputations, and operate many flightes out of New York and to
Miami. In addition, of course, the U.S. airlines have the
advantage of route networks feeding traffic into New York for
connections, of computer reservation services, of frequent
flier plans and of other attractions that Cayman Airways
cannot match.

But, not content with those advantages, the U.S.
airlines have undercut Cayman Airways by offering illegally
low, predatory fares, as shown in Section G of this
Presentation. The predictable result: passengers have chosen
the U.S. airline’s New York-Miami-Cayman flights in
preference to Cayman Airways’ more expensive non-stop
service. Moreover, travel agents in the Northeastern U.S.
have cancelled Cayman Airways tour groups or threatened to do
s0 unless Cayman Airways would increase the agents’
commissions, thus reducing the Airline’s yields.

As a result, Cayman Airways’ New York operations will
increase its overall losses. Thus, for the New York
operations, Cayman Airways’ trading budget included an
expected start-up loss of $234,844 (Exhibit 5 hereto, pp. 1).
Now, however, the Airline projects that the New York route
will produce a loss of $576,970 (Exhibit 6 hereto, p. 1).
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Overall Operating loss, For the first six months of

this fiscal year, the Airline’ trading budget projected an
operating profit of $883,83% (Exhibit 1 hereto, 1)

Because of the excessive competition, however, tge Airline
actually lost $980,452 during that period (Exhibit 2 hereto,
p. 1). The results for the full year will be even worse.
Instead of the budgeted profit of $1,343,778 (Exhibit 1
hereto, p. 1), the Airline now expects an overall loss of
$2,997,270 (Exhibit 2 hereto, pp. 1).

C. Cayman Airwvays’ Losses Jeopardize
Its Ability To Stay Solvent

buring the year ended June 1989, Cayman Airways was able
to achieve the first net profit in its history. With the aiaq
of a $1,250,000 subsidy for Little Ca¥man/Cayman Brac
operations, the Airline had a fiscal 1989 net profit of
$978,662 (Exhibit 7, p. 3). But Cayman Airways’ financial
health remained fragile. As shown on the Airline’s balance
sheet for fiscal 1989, it had accumulated a deficit exceeding
$20 million (Exhibit 7 hereto, p. 3}.

If Ccayman Airways had achieved its trading budget for
the current fiscal year, it would have improved its balance
sheet somewhat. (Exhibit 8 hereto). But, as a result of the
operating losses now projected, Cayman Airways will have a
negative cash balance of $1,716,042 (Exhibit 9 hereto)}. The
Airline’s bank balances will be far overdrawn (Id.). 1In
fact, of course, the Airline will have become insolvent
before it reaches that point.

As shown in Section F of this Presentation, Cayman
Airways cannot obtain any additional government subsidy to
help it remain in operations. So, unless the Airline can
obtain relief from excessive U.S. Airline competition, Cayman
Airways’ survival is in jeopardy.
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D. Cayman Airways Is Small
But Not Inefficient

It is unrealistic for U.S. Government officials to
expect Cayman Airways to accept load factors and market
shares that are below its break-even levels. True, Cayman
Airways has unit costs that are higher than the U.S.
airlines’ costs. But that is due to size, not inefficiency.
Cayman Airways does not have the large aircraft fleets and
route systems that enable U.S. airlines to spread their
overheads, cut their costs and operate with maximum
flexibility.

Cayman Airways should not be penalized for its
homeland’s small size. Nor should it be penalized because
the Cayman Islands include two remote islands, Little Cayman
and Cayman Brac, that are dependent upon essential air
service that cannot be operated profitably. Despite these
handicaps, Cayman Airways eliminated its operating loss per
passenger, as shown by Exhibit 12 hereto:

Year Operating Gain (Loss) Per Psg.

1984 $(12.16)
1985 S$( 5.16)
1986 $( 4.53)
1987 $( 2.95)
1988 $( 3.09)
1989 $ 2.72

As a result of the excessive U.S. airline capacity, Cayman
Airways will suffer a Eer-passenger loss of $9.62, instead of
a profit of $2.60 (Exhibit 12 hereto). In effect, the
excessive U.S, airlines capacity will wipe out all the
progress Cayman Airways has made since 1984.

Cayman Airways continues to make every effort to
econonize in the face of the excessive U.S. airline
competition. For example, the Airline is negotiating
to slash pilot salaries by 17 percent, as of 15 January, has
cut all manaement salaries 20 percent, and has frozen all
other salaries. It has cut back on advertising, services and
construction too. Those economies are reflected in
Exhibits 2, 4, 6 and 9, but they cannot be sufficient to
maintain the Airline’s solvency.
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E. Eastern Withdrawal Has Not
Remedled Cayman Airway’s Distress

Although Eastern withdrew from the Miami route after
January 1990, thus reducing U.S. airline frequencies to four
daily roundtrips, Cayman Alrways cannot expect to benefit.
Eastern was an ineffective competitor. It lost its market
identification last year, when it abruptly stopped service.
It never recaptured any significant market share after it
briefly resumed service in November, 1989. Its load factors
were consistently in the low 30 percent range.

(Exhibit 4 hereto, pp. 8-10),

The main beneficiaries of Eastern’s second demise will
be the other U.S. airlines. Thus, in the first two weeks of
February 1990, immediately after Eastern’s withdrawal, Cayman
Airways’ revenues have continued to decline. As compared
with budget, Cayman Airways’ revenues declined 18 percent in
January, but 14 percent in February.

F. Cayman Airways Cannot Expect
Subsidies To Compensate It
For Its Losses From Competition

The United States Government officials should not
deceive themselves with the notion that the Cayman Islands
Government will provide subsidy to save the Airline.

None of the subsidy that Cayman Airways now receives is
for its operations between Grand Cayman and the United
States. For example, as shown in the Airline’s Eublished
financial statements for Fiscal Year 1989 (Exhibit 7 hereto,
p. 3), the Airline’s 1989 subsidy was $1,250,000. The
Government provided that subsidy exclusively for the purpose
of underwriting the Airline’s essential air service to the
isolated Islands of Cayman Brac and Little Cayman, located
off the coast of Cuba. Thus, Exhibit 10 (hereto) shows that,
durin? Fiscal Year 1989, the Airline’s loss on its
interislands service (together with Cayman Brac-Tampa/Miami
service) totalled $1,276,418 --exceeding the subsidy.
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There is no possibility that the Cayman Islands
Government will inaugurate new subsidies to compensate the
Airline for losses on the Grand Cayman - Miami route. 1In the
Finance Committee of the legislative Assembly, the
backbenchers who oppose the current government command a
majority vote. (The government has a slim majority in the
Legislative Assembly, which consists of the 12 elected
representatives plus 3 appointed officials; the Finance
Committee consists of only the Finance Secretary and the 12
elected representatives.) The backbenchers have already
caused the Finance Committee to reject the current
government’s road-building proposals as being too expensive;
and the backbenchers are now attacking the government’s
proposed hospital-construction program on the same grounds.
As recently as mid-February 1990, the backbenchers announced
again their refusal to vote any more subsidy to Cayman
Alrways. Indeed, the backbenchers are using Cayman Airwvays’
losses from U.S. airline competition as the main weapon ih
their campaign to destroy public confidence in the current
government.

G. The U.S. Airlines Have Been Charging
Cut-Rate Fares That The U.K.
Government Disapproved

The U.S. airlines have persisted in charging fares that
are equal to -- or below -- fares that the United Kingdom
Government disapproved. (Exhibit 11 hereto, pp. 1-20).

After the United Kingdom Government disapproved those
fares, the U.S. airlines ignored that governmental action.
Instead, they extended the effective dates of the disapproved
fares and advertised them extensively in U.S. newspapers

Not surprisingly, Cayman Airways could not match those
cut-rate fares. To add insult to injury, the U.S. airlines
promoted their service to the local Caymanian market (Exhibit
13 hereto, pp. 10-13). Cayman Airways normally carries a
very high percentage of U.S. - bound Caymanian residents.
That local market, however, is very price-conscious. As a
consequence of the predatory U.S. airline fares, Cayman
Airways’ local ticket offices and local travel agents booked
far fewer Caymanian passengers aboard the airline (Exhibit 13
hereto, p. 1). .
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CONCLUSION

Unless the U.S. airlines reduce their capacity -- to no
more than three daily roundtrips -~ Cayman Airways’ survival
is in jeopardy.
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EXHIBIT 1

TRADING BUDGET FOR TOTAL OPERATIONS
(WITH OUTPUT FIGURES)

RESPONSIVE TO U K GOVERNMENT

24 JANUARY 1990 FAX
Items 1 (a) plus 1 (d)

PREPARED RY: SOURCE OF DATA:

J. Devlin, Chief

Financial Officer CAYMAN AIRWAYS
Records of Accounts

M. Greenwood, Manager
Budgets/Market Study

CAYMAN AIRWAYS
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EXHIBIT 2

ACTUAL AND ESTIMATE FUTURE
OPERATING RESULTS COMPARABLE
TO TRADING BUDGET FOR TOTAL
OPERATIONS (WITH OUTPUT FIGURES)

RESPONSIVE TO U X GOVERNMENT

24 JANUARY 1990 FAX
Item 1 (b) plus 1 (4d)

PREPARED BY: SOURCE OF DATA:

J. Devlin, Chief

Financial Officer CAYMAN AIRWAYS
Records of Accounts

M. Greenwood, Manager
Budgets/Market Study

CAYMAN AIRWAYS
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EXHIBIT 3

TRADING BUDGET FOR THE MIAMI
ROUTE (WITH OUTPUT FIGURES)

RESPONSIVE TO U K GOVERNMENT

24 JANUARY 1990 FAX
Items 1 (C) plus 1 (4)

PREPARED BY: SOURCE OF DATA:

J. Devlin, Chief

Financial Officer CAYMAN AIRWAYS
Records of Accounts

M. Greenwood, Manager
Budgets/Market Study

CAYMAN AIRWAYS
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20.
21,
R2.

23.

L.
25.

Narrative for

break down of costs

Exhibit 3

Revenue

Cargo
Other

Salaries/Staff Costs

Fuel & 0il

Rent Aircraft

Landing & Parking
Insurance A/C
Navig/Overfly
Maintenance

A/C Pax & Cargo Service
Customs

Ins Pax Liability
Food/Beverage
Advertising/S.Promos
Commissions

Rent Facilities
Communications

Depreciation

Legal & Accounting
Prov., Dbtful Accounts
Gen. & Admin.

Exchange Loss

Interest Capital Leases

Other

Page 1A of 6

Specific for route (including
security fees).

Specific for route.

Spread by pax by route.

Crew Salaries (Pilots, Mtce, Flt Atten-
dants by block hours by route. All other
salaries spread by total pax by route.
Specific by route by A/Craft.

Spread by block hour by route, and
specific for MIA route for lease of
Aircraft for cargo flights and 2 months
where we had to lease Aircraft for

MIA route.

No. of turns & rates.

Spread by block hours by A/C type.

No. of flights & rates,

By block hours by route by A/C type.
Spread by pax by route.

No. of turns at GCM/CYB airports.
Spread by pax by route,

Spread by pax by route.

Spread by pax by route.

Spread by pax by route.

Spread by ﬁax by route.

Spread by pax by route.

Spread by block hours by A/C type
by route.

Spread by pax by route.
Spread by pax by route.
Spread by pax by route.

Spread by pax by route.

Spread by block hours by route.
Spreadlby block hours by route.
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EXHIBIT 4

ACTUAL AND ESTIMATE FUTURE
OPERATING RESULTS COMPARABLE
TO TRADING BUDGET FOR MIAMI
ROUTE (WITH OUTPUT FIGURES)

RESPONSIVE TO U K GOVERNMENT

24 JANUARY 1990 FAX
Items 1 (c¢) plus 1 (d4)

PREPARED BY: SOURCE OF DATA:

J. Devlin, Chief
Financial Officer CAYMAN AIRWAYS

Records of Accounts

M. Greenwood, Manager
Budgets/Market Study

CAYMAN AIRWAYS
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20,
2.
22.

23.

24,
25.

Narrative for

break down of costs

Exnibit 4

Revenue

Cargo
Other

Salaries/Staff Costs

Fuel & 0il

Rent Aircraft

Landing & Parking
Insurance A/C
Navig/Overfly
Maintenance

A/C Pax & Cargo Service
Customs

Ins Pax Liability
Food/Beverage
Advertising/S.Promos
Commissions

Rent Facilities
Communications

Depreciation

Legal & Accounting
Prov. Dbtful Accounts
Gen. & Admin.

Exchange Loss

Interest Capital Leases

Other
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Specific for route (including
security fees).

Specific for route.

Spread by pax by route.

Crew Salaries (Pilots, Mtce, Flt Atten-
dants by block hours by route. All other
salaries spread by total pax by route.
Specific by route by A/Craft.

Spread by block hour by route, and
specific for MIA route for lease of
Aircraft for cargo flights and 2 months
where we had to lease Aircraft for

MIA route.

No. of turns & rates.

Spread by block hours by A/C type.

No. of flights & rates.

By block hours by route by A/C type.
Spread by pax by route.

No. of turns at GCM/CYB airports.
Spread by pax by route.

Spread by pax by route.

Spread by pax by route.

Spread by pax by route.

Spread by 5ax by route.

Spread by pax by route.

Spread by block hours by A/C type
by route.

Spread by pax by route.
Spread by pax by route.
Spread by pax by route.
Spread by pax by route.

Spread by block hours by route.
Spread'by block hours by route.
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EXHIBIT 5

TRADING BUDGET FOR THE NEW YORK
ROUTE (WITH OUTPUT FIGURES)

RESPONSIVE TO U K GOVERNMENT

24 JANUARY 1990 FAX
Ttems 1 (¢) plus 1 (d)

PREPARED BY: SOURCE OF DATA:

J. Devlin, Chief
Financial Officer CAYMAN AIRWAYS

Records of Accounts

M. Greenwood, Manager
Budgets/Market Study

CAYMAN AIRWAYS
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Ins Pax Liability
Food/Beverage
Advertising/S.Promos
Commissions

Rent Facilities
Communications

Depreciation

Legal & Accounting
Prov. Dbtful Accounts
Gen. & Admin.

Exchange Loss

Interest Capital Leases

Other

Page 1A of 6

Specific for route (including
security fees}).

Specific for route.

Spread by pax by route.

Crew Salaries {(Pilots, Mtce, Flt Atten-—
dants by block hours by route. All other
salaries spread by total pax by route.
Specific by route by A/Craft.

Spread by block hour by route, and
specific for MIA route for lease of
Aircraft for cargo flights and 2 months
where we had to lease Aircraft for

MIA route.

No. of turns & rates.

Spread by block hours by A/C type.

No. of flights & rates,

By block hours by route by A/C type.
Spread by pax by route.

No. of turns at GCM/CYB airports.
Spread by pax by route,

Spread by pax by route.

Spread by pax by route.

Spread by pax by route.

Spread by ﬁax by route.

. Spread by pax by route.

Spread by block hours by A/C type
by route,

Spread by pax by route,
Spread by pax by route.
Spread by pax by route.

Spread by pax by route.

Spread by block hours by route.
Spreadiby block hours by route.
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EXHIBIT 6

ACTUAL AND ESTIMATE FUTURE
OPERATING RESULTS COMPARABLE
TO TRADING BUDGET FOR NEW YORK
ROUTE (WITH OUTPUT FIGURES)

RESPONSIVE TO U K GOVERNMENT

24 JANUARY 1990 FAX
Items 1 (¢) plus 1 (d)

PREPARED BY: SOURCE OF DATA:

J. Devlin, Chief

Financial Officer CAYMAN AIRWAYS
Records of Accounts

M. Greenwood, Manager
Budgets/Market Study

CAYMAN AIRWAYS
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10.
11.
12.
13.
14.
15.
16,
17.
18.
19.

20.
21.
22.

23,

24.

25.

Narrative for

Revenue

Cargo
Other

Salaries/Staff Costs

Fuel & 0il

Rent Aircraft

Landing & Parking
Insurance A/C
Navig/Overfly
Maintenance

A/C Pax & Cargo Service
Customs

Ins Pax Liability
Food/Beverage
Advertising/S.Promos
Commissions

Rent Facilities
Communications

Depreciation

Legal & Accounting
Prov. Dbtful Accounts
Gen. & Admin.

Exchange Loss

Interest Capital Leases

Other

break down of costs

Exhibit 6
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Specific for route (including
security fees).

Specific for route.

Spread by pax by route.

Crew Salaries (Pilots, Mtce, Flt Atten-
dants by block hours by route. All other
salaries spread by total pax by route.
Specific by route by A/Craft.

Spread by block hour by route, and
specific for MIA route for lease of
Aircraft for cargo flights and 2 months
where we had to lease Aircraft for

MIA route.

No. of turns & rates.

Spread by block hours by A/C type.

No. of flights & rates.

By block hours by route by A/C type.
Spread by pax by route.

No. of turns at GCM/CYB airports.
Spread by pax by route.

Spread by pax by route.

Spread by pax by route.

Spread by pax by route.

Spread by gax by route.

Spread by pax by route.

Spread by block hours by A/C type
by route.

Spread by pax by route.
Spread by pax by route.
Spread by pax by route.

Spread by pax by route.

Spread by block hours by route.
Spread'by block hours by route.
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REPORT OF THE AUDITORS TO THE MEMBERS OF CAYMAN AIRWAYS LIMITED

We have audited the financial statements on pages 2 to 10 in accordance with
International Auditing Guidelines.

In our opinion, the financial statements give a true and fair view of the
financial position of Cayman Airways Limited at 30 June 1989 and the results of

its operations for the year then ended in accordance with International
Accounting Standards.

*
R R N
‘ Nt G s ooip s AL

1 September 1989



. CAYMAN ATRWAYS LIMITED
BALANCE SHEET AT 30 JUNE 1989

(Expressed in United States dollars)

1988
ASSETS
Current assets
Cash and bank balances 1,038,504 791,330
Accounts receivable, less allowance for doubtful
receivables $129,037 (1988: $176,000) 4,964,839 3,962,082
Prepaid expenses 1,407,208 1,619,920
Total current assets 7,410,641 6,373,332
Flight equipment under capital leases (Note 3) 15,465,163 16,761,595
Flight equipment owned (Notes 4 and 8) 1,674,646 1,758,888
Other plant and equipment (Note 5) 421,330 416,981
Property (Note &) 636,714 651,267
Deferred costs (Note 7) 1,306,982 1,969,738
$26,915,476  $27,931,801
LIABILITIES AND SHAREHOLDERS' DEFICIENCY
Current liabilities
Bank overdraft 1,282,033 2,441,339
Current portion of secured loan (Note 8) 260,000 260,000
Current portion of capital lease obligations (Note 9) 1,254,394 1,162,444
Accounts payable and accrued expenses 6,542,515 6,288,927
Unearned transportation liability 4,042,410 3,709,238
Total current liabilities 13,381,352 13,861,948
Long-term liabilities
Secured loan (Note 8) 435,627 695,629
Capital leases {Note 9) 16,802,946 18,057,335
Total liabilities 30,619,925 32,614,912
Shareholders' deficiency
" Share capital (Note 10) 16,002,104 16,002,104
Accumulated deficit (19,706,553) (20,685,215)

( 3,704,449) ( 4,683,111)

$26,915,476

b ——————
o

$27,931,801

The notes on pages 5 to 10 are an integral part of these financial statements.

irectors




CAYMAN ATRWAYS LIMITED

STATEMENT OF PROFIT AND ACCUMULATED DEFICIT

FOR THE YEAR ENDED 30 JUNE 1989

(Expressed in United States dollars)

198
Operating revenues
Passenger 34,835,384 29,449,825
Cargo 2,144,960 1,841,898
Charter 1,315,430 3,086,238
Government subsidy 1,250,000 1,250,000
Other 739,694 628,235
40,285,468 36,256,196
Operating expenses
Flying operations 8,749,225 10,060,866
Maintenance 4,557,214 3,660,042
Passenger service 3,257,628 3,333,728
Aircraft and traffic servicing 7,279,922 6,757,101
Promotion, sales and reservations 7,870,029 6,539,828
General and administrative 4,008,623 3,337,842
Depreciation and amortisation '
Flight equipment under capital leases 1,296,432 1,296,432
Flight equipment owned 159,614 206,330
Other plant and equipment 174,122 129,227
Property 14,553 14,562
Deferred costs 194,501 189,173
37,561,863 35,525,131
Operating profit 2,723,605 731,065
Non-operating expenses
Interest
Obligations under capital leases 1,429,106 1,528,629
Secured loan 89,223 09,989
Other, net 22@,61& 179,715
1,744,943 1,808,333
Net profit (loss) 978,662 ( 1,077,268)
Accumulated deficit at beginning of year (20,685,215) (19,607,947)

$(19,706,553) $(20,685,215)

e e e——
e —— e e——re———.

Accumulated deficit at end of year

The notes on pages 5 to 10 are an integral part of these financial statements.



CAYMAN ATRWAYS LIMITED

STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEAR ENDED 30 JUNE 1989

(Expressed in United States dollars)

Financial resources were provided by
Operations - net profit (loss)
Add item not affecting working capital
Depreciation and amortisation (including amounts
charged to maintenance)

Total resources provided

Financial resources were used for
Secured loan repayments
Reduction in long-term capital lease obligations
Additions to flight equipment owned
Additions to other plant and equipment
Deferred costs

Total resources used

Net increase (decrease) in working capital

Movements in working capital

Increase (decrease) in current assets
Cash and bank balances
Accounts receivable
Prepaid expenses

Decrease (increase) in current liabilities
Bank overdrafts
Current portion of capital lease obligations
Accounts payable and accrued expenses
Unearned transportion liability

Net increase (decrease) in working capital

1988
978,662 ( 1,077,268)
2,663,886 2,262,578
3,642,548 1,185,310
260,002 259,996
1,254,389 1,162,442
75,372 301,301
178,471 182,916
356,409 1,573,949
2,124,643 3,480,604
$ 1,517,905 $( 2,295,294)
247,174 227,682
1,002,757 1,404,430
( 212,622) 194,812
1,159,306  ( 1,486,875)
( 91,950) ( 114,372)
( 253,588) ( 1,742,650)
( 333,172) ( 778,321)
$ 1,517,905 $( 2,295,294)

P~ =

. o s e e et

The notes on pages 5 to 10 are an integral part of these financial statements.



CAYMAN AIRWAYS LIMITED

NOTES TO FINANCIAL STATEMENTS

30 JUNE 1989

1. Incorporation and activity

The company is incorporated in the Cayman Islands and is owned by the
Government of the Cayman Islands (the Government). The company is dependent
upen the financial support of the Government and it is management's
understanding that the Government acknowledges the importance of the full and
timely discharge by the company of its financial obligations. To date, the
Government has demonstrated its financial commitment to the company by
providing funding, initially by way of loans which have subsequently been
converted into share capital, and more recently by an annual subsidy.

The company's main activity is the provision of scheduled passenger and
cargo air transportation to, from and within the Cayman Islands,

The company leases two Boeing 727-200 series aircraft to provide
international passenger and cargo services. A Shorts SD3-30 owned by the
company provides services within the Cayman Islands. The company also leases
aircraft on a short-term basis as required.

During the year, the company carried out a fleet replacement study and
decided that it would be expedient to replace the two Boeing 727-200 aircraft
with Boeing 737-400 series aircraft which would be leased from a major
international leasing company. Details of the fleet replacement, which will
take effect in the financial year to 30 June 1990, are discussed in Note 12
which deals with relevant events subsequent to the current year end.

2. _ Accounting policies

These financial statements have been prepared under the historical cost
convention and the significant accounting policies are:

Operating leases: lLeases relating to the short-term chartering of
aircraft are operating leases and rental payments are charged as an expense
over the term of the leases as they become payable in accordance with the
pProvisions of the respective leases,

Capital Jeases: The leases relating to the Boeing 727 aircraft are
capital leases, and the assets ard related obligations were initially recorded
at an amount equal to the present value of the future minimum lease payments.
The assets are amortised over the life of the respective leases. Interest
expense is accrued on the basis of the outstanding balance of the obligations
under capital leases.




CAYMAN ATRWAYS LIMITED

NOTES TO FINANCIAL STATEMENTS

30 JUNE 1989

2.  Accounting policies (continued)

Aircraft maintenance: All routine maintenance of the Boeing 727 aircraft
is provided on a continuous basis. Management have decided that, as a safety
measure, the continuous maintenance programme should be supplemented with
periodic inspections and that the cost thereof, including the cost of any
preventative maintenance required as a result of such inspections, should be
deferred and amortised to maintenance expense over the future periods for which
economic benefit is expected to be realised.

Routine maintenance in respect of the company's other aircraft is expensed
as incurred.

Government subsidy: The government subsidy is a non-refundable operating
subsidy and is recognised as revenue on a pro-rata basis throughout the
calendar year to which it relates.

Depreciation: Fixed assets are depreciated using the straight line method
over their estimated useful lives as follows:

Type of Estimated Residual
fixed asset useful life value
Flight equipment under capital leases 14 years 257
Flight equipment owned:

Alrcraft 10 years 20%

Rotable parts and assemblies 10 years 20%
Other plant and equipment 5 years nil
Leasehold office building 50 years nil

Deferred costs: Expenses incurred for which economic benefit is expected
to be realised in future periods are deferred and amortised on a straight line
basis as follows:

Nature of expenditure Amortisation Period

Engine inspection and preventative 5,000 cycles (which equates
maintenance for the Boeing 727 aircraft to approximately 39 months)
Refurbishment of the Boeing 727 aircraft 4 years

Inauguration of new routes to Atlanta and Tampa 3 years

Costs incurred in connection with the introduction of the Boeing 737
aircraft have been deferred and will be accounted for from the date such
aircraft are put into service (see Note 12).



CAYMAN AIRWAYS LIMITED

NOTES TQ FINANCIAL STATEMENTS

30 JUNE 1989

Accounting policies (continued)

transportation is provided and revenue recognised as earned

or billings from other airlines are received,

3.

Flight equipment under capital leases

Cost of Boeing 727 aircraft
Accumulated depreciation

Net book amount

Flight equipment owned

Cost
Shorts SD3-30 aircraft
Rotable parts and assemblies
Boeing 727
Shorts SD3-30

Accumulated depreciation

Net book amount

Other plant and equipment

Cost
Furniture, fixtures and office equipment
Vehicles and ramp equipment
Passenger service and safety equipment

Accumulated depreciation

Net book amocunt

1988

24,000, 000 24,000,000

( 8,534,837) ( 7,238,405)

$15,465,163 $16,761,595
1988

1,125,000 1,125,000

574,468 528,132

494,092 465,056

2,193,560 2,118,188

(  518,914) ( 359,300)

$ 1,674,646 $ 1,758,888
1988

703,772 589,825

574,814 542,171

236,850 204,969

1,515,436 1,336,965

( 1,094,106) ( 919,984)

$ 421,330 $ 416,981

m%



CAYMAN ATRWAYS LIMITED
NOTES TO FINANCIAL STATMENTS

30 JUNE 1989
6. Property
1988
Cost of leasehold office building 727,652 727,652
Accumulated depreciation ( 90,938) ( 76,385)
Net book amount $ 636,714 $ 651,267
7. Deferred costs
1988
Preventative maintenance of Boeing 727 engines 1,084,268 1,346,681
Overhaul of Shorts SD3-30 engines - 263,772
Refurbishment of Boeing 727 aircraft 133, 467 209,702
Inauguration costs of new routes 31,317 149,493
Introduction of Boeing 737 aircraft 57,930 -

$ 1,306,982 $ 1,969,738

3

During the year ended 30 June 1988, the period of amortisation of the
costs deferred in respect of the overhaul of the Shorts SD3-30 engines was
established as two years. However, during the year ended 30 June 1989 the
amortisation period was reassessed and the balance of the unamortised costs was
expensed to maintenance. The result of this change in estimate was to increase
maintenance costs for the year by approximately $123,000.

Subsequent to the year end the company sold its interest in the leases on
the Boeing 727 aircraft (see Note 12). The balance of deferred costs relating
to the Boeing 727 aireraft which remains unamortised at the date on which the
aircraft cease to be operated by the company will be written off against the
profit arising on the sale of the lease interest.

8. Secured loan

During the year ended 30 June 1987, the company raised a $1,300,000 loan
to facilitate the purchase of a Shorts SD3-30 aircraft and related spare
parts. The loan is secured on the aircraft and spare parts and is repayable in
equal monthly installments over 5 years from January 1987. The loan bears
interest at the London Interbank Offered Rate plus 1.5%.



CAYMAN ATRWAYS LIMITED

NOTES TO FINANCIAL STATEMENTS

30 _JUNE 1989

9. Obligation under capital leases

On 1 December 1982 the company leased two Boeing 727 aircraft under leases
which expire on 30 November 1996.

At 30 June 1989 the future minimum lease payments under the leases
together with the present value of the net lease payments were as follows:

Year ended 30 June Minimum obligations
1990 2,606,700
1991 2,606,700
1992 ) 2,606,700
1993 2,606,700
1994 2,606,700
Thereafter 12,366,750
Total minimum lease payments ' 25,400,250
Less: amount representing interest . ( 7,342,910)
Present value of obligations under capital leases 18,057,340
Less: current portion of obligations under

capital leases 1,254,394
Long-term obligations under capital leases $16,802,946

Subsequent to the year end, and in connection with the fleet replacement
plan discussed in Note 1, the company's interest in the leases was sold to an
unrelated third party for a premium (see Note 12). Under the terms of this
transaction the third party will take over all of the company's obligations
under such leases, including the lease payments noted above.

10. Share capital

At 30 June 1989 the authorised share capital comprised 6,667,543 shares of
CI$2 each which had been issued and fully paid (1988: 6,667,543 shares).




CAYMAN ATRWAYS LIMITED

NOTES TO FINANCIAL STATEMENTS
30 _JUNE 1989

11. Other matters

During the year ended 30 June 1988, one of the company's Boeing 727
aircraft was damaged whilst in the custody of a maintenance service firm at
Miami International Airport.

In addition to the basic repair costs, which were recoverable from the
company's insurers or the maintenance service firm, the company incurred
consequential expenses of approximately $294,000 which were included in flying
operations in the statement of income for the year ended 30 June 1988. Since

facilities and under its control, legal action was taken to recover such
consequential expenses and a favourable judgement was obtained. However, as
the maintenance service firm has appealed the judgement the company has not
accounted for the recovery of the $294,000 at 30 June 1989 (1988: nil) since
the ultimate recoverability of such amount in still in doubt,

12. Subsequent events

Subsequent to
two Boeing 737-400 aircraft for & period of fifteen years (with a five year
extension option) at $310,000 per month per aircraft. Both aircraft are
expected to be in service by October 1989,

Additionally, the company sold to Alaska Alrlines, Inc. (Alaska) its
interest in the leases of the two Boeing 727-200 aircraft which it currently
operates. Under the terms of the agreement, the company will receive

The agreement with Alaska will result in an overall profit to the company
on the transaction of approximately $11,000,000 - $12,000,000 which will be
accounted for in the financial year ending 30 June 1990.

Alaska have also agreed to buy the company's Boeing 727-200 rotable and

expendable parts inventory for $300,000, which is approximately equivalent to
its carrying value.

- 10 -




EXHIBIT 8

BALANCE SHEET FOR THE YEAR
ENDED 30 JUNE 1990

CORRESPONDING TO TRADING BUDGET
FOR TOTAL OPERATIONS IN EXHIBIT 1

RESPONSIVE TO U K GOVERNMENT

2L, JANUARY 1990 FAX
Item 1 (e)

PREPARED BY: _ SOURCE OF DATA:

J. Devlin, Chief

Financial Officer CAYMAN AIRWAYS
Records of Accounts

M., Greenwood, Manager
Budgets/Market Study

CAYMAN ATRWAYS
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Exhibit 8
Page 2 of 3

BALANCE SHEET - TRADING BUDGET
CHANGES IN FINANCIAL POSITION

SUMMARY OF PRINCIPAL ASSUMPTIONS
CASH SOURCES:
Net Loss - Refer to Exhibit I
Depreciation - Refer to Exhibit I
OTHER CASH SOURCES:

Gain on Sales - Capital Leases - In September, 1989 CAL sold
its interest in the leases of two (2) B-727 Aircraft and
received net cash of $11,607,028. CAL replaced the B-727's
with two (2) new B-737 Aircraft leased from GPA and is -
accounting for such as operating leases.

Increase in Secured Loan - CAL purchased a spare engine for
the B-737's and plans to finance the engine with a bank,

Increase in Bank Overdraft - CAL has an overdraft line of
credit with a bank. The balance varies depending upon cir-
cumstances, CAL invests in short term certificates with

the same bank that extends the overdraft facility. The
amounts invested varies from time to time depending on CAL's
cash position. The bank has a right of offset between the
overdraft and certificates. CAL's accounts combine the
overdraft balance with the investment balance and report a
net investment on bank overdraft.

Increase in Accounts Payable and Accrued Liability - CAL
recorded the engine purchase of $3,000,000 as an accounts
payable in June/December change and reclassified to secured
loan in December/June change. In addition to the engine
CAL recorded capital expenditure obligations related to the
B-737's of about $2,067,000 in the June/December change.
The terms of the obligations required cash payment in the
December/June change,

Decrease in Deferred Costs - reduction results from sale of
the B-727 leasehold and represents unamortized overhaul costs.




Exhibit 8
Page 3 of 3

Decrease in Property - reduction results from sale of
the B-727 leaseholds net of increase representing the
purchase of B-737 related spare rotable parts and ground
equipment.

Decrease in Capital Lease - relates to the sale of the
B-727 leaseholds.

Increase in Prepaid Expenses - relates to a deposit of
$2,000,000 and maintenance reserve requirements in
connection with the B-737's.

Decrease in Accounts Payable — relates to the finance
of the B-737 spare engine and payment of capital ex-
penditure obligations.



EXHRIBIT 9

BALANCE SHEET FOR THE YEAR
ENDED 30 JUNE 1990

CORRESPONDING TO ACTUAL AND ESTIMATE
FUTURE OPERATING RESULTS IN EXHBIT 2

RESPONSIVE TO U K GOVERNMENT

24 JANUARY 1990 FAX
Item 1 (e)

PREPARED BY: SOURCE OF DATA:

J. Devlin, Chief

Financial Officer CAYMAN AIRWAYS
Records of Accounts

M. Greenwood, Manager
Budgets/Marrket Study

CAYMAN AIRWAYS
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Exhibit 9
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BALANCE SHEET -~ ACTUAL AND ESTIMATE
CHANGES IN FINANCIAL POSITION

SUMMARY OF PRINCIPAL ASSUMPTIONS

CASH SOURCES:

Net Loss - Refer to Exhibit 2

Depreciation -~ Refer to Exhibit 2

OTHER CASH SOURCES:

Gain on Sales - Capital Leases - In September, 1989 CAL sold
its interest in the leases of two (2) B-727 Aireraft and
received net cash of $11,607,028. CAL replaced the B-727's
with two (2) new B-737 Aircraft leased from GPA and is
accounting for such as operating leases.

Increase in Secured Loan - CAL purchased a spare engine for

the

B-737's and plans to finance the engine with a bank.

Increase in Bank Overdraft - CAL has an overdraft line of
credit with a bank. The balance varies depending upon cir-
cumstances. CAL invests in short term certificates with

the same bank that extends the overdraft facility. The
amounts invested varies from time to time depending on CAL's
cash position. The bank has a right of offset between the
overdraft and certificates. CAL's accounts combine the
overdraft balance with the investment balance and report a
net investment on bank overdraft.

Increase in Accounts Payable and Accrued Liability - CAL
recorded the engine purchase of $3,000,000 as an accounts
payable in June/December change and reclassified to secured
loan in December/June change. 1In addition to the engine
CAL recorded capital expenditure obligations related to the
B-737's of about $2,067,000 in the June/December change.
The terms of the obligations required cash payment in the
December/June change.

Decrease in Deferred Costs - reduction results from sale of
the B-727 leasehold and represents unamortized overhaul costs,



Exhibit 9
Page 3 of

Decrease in Property - reduction results from sale of
the B-727 leaseholds net of increase representing the
purchase of B-737 related spare rotable parts and ground
equipment,

Decrease in Capital Lease - relates to the sale of the
B-727 leaseholds.

Increase in Prepaid Expenses - relates to a deposit of
$2,000,000 and maintenance reserve requirements in
connection with the B-737's,

Decrease in Accounts Payable - relates to the finance

of the B-737 Spare engine and payment of capital ex-
prenditure obligations.

2
-
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RO. Box 258 . Telephone 809 949 7944
First Home Tower, British American Centre Telex CP 293 4 329

Grand Cayman, B.WI. Telecopier 609948 7352

Price Waterhouse q]’

28 November 1989

To the Board of Directors,
Cayman Airways Limited.

At your request, we have performed certain agreed upon procedures, as set out
below, with respect to the accompanying Statement of Income and Expenses for
the Inter-island, Cayman Brac - Miami and Cayman Brac - Tampa routes for the
year ended 30 June 1989 (hereinafter referred to as "Statement of
Operations"). These procedures were performed solely to assist you in
evaluating the results of operating the inter-island service and direct
international flights to and from Cayman Brac during the year ended 30 June
1989,

The accompanying Statement of Operations and the reasonableness of the
underlying assumptions (as set out on page 4 to B) are the sole
responsibility of the management of Cayman Airways Limited.

The procedures we performed are summarised as follows:
a) We verified the mathematical accuracy of the Statement of Operations;

b) We agreed the information contained in the Statement of Operations to
the underlying records of the company;

c) We reviewed the assumptions used in preparing the Statement of
Operations for consistency and verified the consistent application of
such assumptions.

Because these procedures do not constitute an audit conducted in accordance
with International Auditing Guidelines, we do not express an opinion on the
Statement of Operations. In connection with the procedures referred to
above, no matters came to our attention that caused us to believe that the
Statement of Operations might require adjustment. Had we performed
additional procedures or had we conducted an audit of the Statement of
Operations in accordance with International Auditing Guidelines, other
matters might have come to our attention that would have been reported to
you.

It is understood that this report is intended for the use of the management
and Board of Directors of Cayman Airways Limited, and for presentation to
Members of the Legislative Assembly, and is not intended for the use of any
other person.

Yours faithfully,

Q@Nm«ﬁww



CAYMAN AIRWAYS LIMITED

STATEMENT OF OPERATIONS FOR THE INTER-ISLAND,

CAYMAN BRAC - MIAMI AND CAYMAN BRAC - TAMPA ROUTES

FOR THE YEAR ENDED 30 JUNE 1989

INTRODUCTION

The Statement of Operations con page 3 has been prepared to enable management
to estimate the net cost to the company of operating the inter-island routes
and the international routes between Cayman Brac and Miami and Cayman Brac
and Tampa for the year ended 30 June 1989, In many instances, revenues and
expenses in respect of such routes were separately identifiable within the
company's accounting records. However, allocations had to be made in respect
of those revenues and expenses which, by their nature, could not be
specifically identified as being applicable solely to such routes.
Explanations of the assumptions and methodologiles used in determining such
allocations are included on pages 4 to 8,

When elements of subjective judgement were reguired in connection with the
allocation of revenues and expenses and the determination of the estimated
net cost of operating the specified routes, management were generous in the
allocation of revenues and conservative in the allocation of expenses.
Significantly all of the expenses included in the statement of operations are
those costs which vary directly with the number of passengers flown, number
of block hours flown or number of cycles (one cycle equals one take-off and
one landing) or which relate wholly to the operation of the Shorts SD3-30 and
the Cayman Brac station.

Certain costs have not been apportioned for inclusion in the Statement of
Operations because, whilst the operation of the specified routes has an
effect on such costs, they do not vary directly in proportion to the level of
operations on the inter-island, Cayman Brac - Miami and Cayman Brac - Tampa
routes. Consequently, no logical basis of apportionment exists. Details of
such expenses, which totalled $15,107,943 for the vear ended 30 June 1989,
are included on pages 7 and 8.

-

CONCLUSION

Based on the Statement of Operations on page 3, the net cost to the company
of operating the inter-island, Cayman Brac - Miami and Cayman Brac - Tampa

routes during the yvear ended 30 June 1989 is estimated by management to be
$1,276,418,




CAYMAN ATRWAYS LIMITED

STATEMENT OF INCOME AND EXPENSES FOR THE INTER-ISLAND,

CAYMAN BRAC - TAMPA AND CAYMAN BRAC - MIAMI ROUTES

FOR_THE YEAR ENDED 30 JUNE 1989

(Expressed in United States dollars)

Operating revenues

Passenger 1,643,797
Cargo 85,140
Other 7,173
$ 1,737,110
Operating expenses
Flying operations 794,498
Maintenance 1,097,321
Passenger service 144,112
Aircraft and traffic servicing 444,131
Promotion, sales and reservations 262,286
General and administrative 56,481
Depreciation and amortisation
Flight equipment owned 125,466
2,924,305
Operating loss 1,187,195
Non-operating expenses
Secured lecan interest 89,223
Net loss $ 1,276,418

See pages 4 to 8 for principal assumptions and methodologies.




1)

2)

CAYMAN ATRWAYS LIMITED

STATEMENT OF OPERATIONS FOR THE INTER-ISLAND, CAYMAN BRAC - MIAMI

—

AND CAYMAN BRAC - TAMPA ROUTES FOR THE YEAR ENDED 30 JUNE 1989

SUMMARY OF PRINCIPAL ASSUMPTIONS AND METHODOLOGIES

Revenues

1.1)

1.2)

1.3)

Passenger and cargo revenue includes all of the income earned
from the inter-island, Cayman Brac - Miami and Cayman Brac -
Tampa routes as separately identified by the company's revenue
accounting systems.

Passenger revenue also includes related security fees of $12,088
charged in respect of international flights to and from Cayman
Brac based on the proportion of passengers flown on these routes
to the total number of passengers flown on international routes
in the year.

Other revenue has been allocated based on the proportion of
passengers flown on the inter-island, Cayman Brac - Miami and

Cayman Brac - Tampa routes to the total number of passengers
flown on all routes.

Operating expenses

2.1)

2.2)

2.3)

All expenses directly related to the operations of the Shorts
8D3-30 and the Cayman Brac station are separately identified in
the company's accounting records and have been included under the
appropriate expense captions in the Statement of Operations.

It is assumed that the cost of flying between Cayman Brac and
Miami or Tampa is the same as flying between Grand Cayman and
these destinations. Consequently, the only incremental costs
arising from flying via Cayman Brac are passenger liability
insurance, passenger meal costs and those costs associated with
flying the Boeing 727 aircraft between Grand Cayman and Cayman
Brac.

Expenses arising from the use of the Boeing 727 aircraft on the
Grand Cayman - Cayman Brac route have been calculated for
inclusion in the Statement of Operations on the following basis:

Fuel - average burn on the route at average price per gallon for
the year ended 30 June 1989. The amount included in flying

operations on this basis is $101,384, respresenting approximately
2% of the Boeing 727 fuel cost for the year.

Flight crews - block hours flown at average cost per block hour
for the year. The amount included in flying operations on this
basis is $45,235, representing approximately 2% of the Boeing 727
flight crew salaries for the year.




CAYMAN ATEWAYS LIMITED

STATEMENT OF OPERATIONS FOR THE INTER-ISLAND, CAYMAN BRAC - MIAMI

AND CAYMAN BRAC - TAMPA ROUTES FOR THE YEAR ENDED 30 JUNE 1989

SUMMARY OF PRINCIPAL ASSUMPTIONS AND METHODOLOGIES
(Continued!

2) Operating expenses (continued)

2.4)

Maintenance - costs for repalrs and maintenance, excluding staff
costs but including a charge for the amortisation of deferred
preventative maintenance of the engines, have heen apportioned
based on the number cf cycles in respect of flying the Boeing
727's between Grand Cayman and Cayman Brac. The amount included
in maintenance on this basis is $253,344, representing
approximately 7% of such maintenance costs for the year.

Landing and handling - aircraft and traffic servicing includes an
amount of $72,152, representing actual costs incurred for landing
and handling the Boeing 727's on the Grand Cayman - Cayman Brac
route.

No allocation has been made in respect of capital leasing costs,
maintenance staff costs, flight attendant costs or hull insurance
costs as these costs are deemed to be fixed in nature.

The operation of the inter-island, Cayman Brac - Miami and Cayman
Brac - Tampa routes has a direct effect on certain system-wide
expense which have been allocated as follows:-

Passenger liability insurance - revenue passenger miles for
specified routes at applicable insurer's rate. The amount
included in passenger service on this basis in $11,726,
representing 2% of the passenger liabllity insurance cost for the
year.




CAYMAN AIRWAYS LIMITED

STATEMENT OF OPERATIONS FOR THE INTER-ISLAND, CAYMAN BRAC - MIAMI

AND CAYMAN BRAC - TAMPA ROUTES FOR THE YEAR ENDED 30 JUNE 1989

SUMMARY OF PRINCIPAL ASSUMPTIONS AND METHODOLOGIES
(Cont inued)

Operating expenses (continued)

Reservation system costs - costs for booking fees, commissions
and credit card charges have been apportioned on the basis of
resulting passenger revenue. Reservation staff costs and
communications costs have been apportioned on the basis of
passenger numbers. The amount included in promotions, sales and
reservations on these bases is $262,286, representing 13% of such
reservation system costs for the year.

Cost of goods sold or used for in-flight service - allocated on
the basis of passenger numbers. The amount included in passenger

service in this basis is $80,250, representing 137 of the cost of
such goods for the year.

Printing, stationery and general communications costs - costs of
$56,481, representing 5% of the cost for the year, have been
included in general and administrative expenses.

No other system-wide costs have been apportioned and included in
the statement of operations.




CAYMAN AIRWAYS LIMITED

STATEMENT OF OPERATIONS FOR THE INTER-~ISLAND, CAYMAN BRAC - MIAMI

AND CAYMAN BRAC - TAMPA ROUTES FOR THE YEAR ENDED 30 JUNE 1989

SUMMARY OF PRINCIPAL ASSUMPTIONS AND METHODOLOGIES

gContinuedz

3) No account has been taken of revenue lost because passengers flying
between Grand Cayman and Miami or Tampa chose to fly with other
carriers rather than fly via Cayman Brac.

4) The following expenses, which are affected by the operations of the
inter~island, Cayman Brac - Miaml and Cayman Brac - Tampa routes, have
not been apportioned because it was impractical to do so, or because
management wished to be conservative in its determination of expenses
to be included in the Statement of Operations:-

Nature of expense Total for the year ended
30 June 1989
Flying operations:
Miscellaneous staff costs - 727-200 390,071
Navigation and overflight 727-200 58,603
Hull insurance .374,727
Alrcraft hire 203,226
Sundry 33,170
$1,059,797
Maintenance!
Staff costs 837,020
Sundry 49,265
$ 986,285

Passenger service:
Staff costs $1,085,608

Alrcraft and traffic servicing:

Staff costs (GCM, MIA & TPA) 1,574,168
Communications 67,694
Customs overtime (GCM, MIA & TPA) 178,960

Denied boarding, delayed service compensation
and lost bag claims 523,177
Sundry 59,492
$2,403,491




CAYMAN AIRWAYS LIMITED

STATEMENT OF OPERATIONS FOR THE INTER-ISLAND, CAYMAN BRAC - MIAMI

AND CAYMAN BRAC - TAMPA ROUTES FOR THE YEAR ENDED 30 JUNE 198%

SUMMARY OF PRINCIPAL ASSUMPTIONS AND METHODOLOGIES

(Continued)
Nature of expense Total for the vear ended
30 June 1989
Promotion, sales and reservations:
Staff costs for sales and marketing people 727,416
Advertising 2,307,011
Sundry 288,886
$3,323,313
General & administrative:
Staff costs 1,673,654
Other 1,270,440
$2,944,094
Depreciation and amortization $1,645,6306
b ——————————
Interest expense:
Capital leases 1,429,106
Other 226,613
$1,655,719
Total $15,107,943

If a portion of such costs had been allocated to the Statement of Operations
in proportion to revenue for the Cayman Brac/Little Cayman operations for the
year ended 30 June 1989, expenses in the Statement of Operations would have
been increased by approximately $651,000
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PREDATORY FARE POLICIES

Prepared by:

J. Devlin, Chief
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Budgets/Market Study
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OF U.S. AIRLINES

Source of Data:
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NARRATIVE EXPLANATION

The U.S., airlines have persisted in char ing fares that
are equal to -- or below fares -- that the United Kingdom
Government disapproved. From behind-Miami cities to Grand
Cayman, the U.S. airlines charged fares that are less than
the sum-of-the-sectors between the behind-Miami cities and
Miami and between Miami and Grand Cayman. Combined with the
U.S. airlines’ overcapacity, the U.S. airlines’ cut-rate
fare practices caused passengers ~- and travel agents who
market tours -- to abandon Cayman Airways’ service.

This Exhibit 11 illustrates those fare practices in the
case of American Airlines’ Chicago/New York/Miami - Grand
Cayman service and Pan Am’s New York/Miami -~ Grand cayman
service.

In September 1989 American filed a fare package that
included an introductory fare of $129 from many U.S.
cities -~ including New York and Chicago. Cayman Airways
demonstrated that those extremely low fares were less than
the sum of the sectors (See Exhibit 11, pp. 3-6). On that
basis, the Cayman Islands objected to the fares (Exhibit 11,
PP 7). The Governor was informed that the U.K. Government
d?sapproved the $129 fare and other fares discussed in this
exhibit (See Exhibit 11, pp. 8).

In fact, American began charging its $129 fare before
the United Kingdom Government had acted upon American’s fare
filing. Using this unapproved fare, American was able to
make significant inroads upon Cayman Airways’ traffic.

After the expiration of the one-month $129 introductory
fare, American charged a $279 roundtrip New York/Chicago -
Grand Cayman fare. This was part of the September 1989 fare
package that was disapproved. Pan American matched
American’s $279 New York fare. Although the Cayman Islands
Government wrote the U.S, airlines to protest (Exhibit 11,
pp. 9-10), those airlines continued to charge the disapproved
fares.
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Another part of the September 1989 fare package that was
disapproved was the $79 one-way fare between Miami and Grand
Cayman. The two airlines not only continued to charge these
fares, but they advertised them aggressively in the U.S.
newspapers. (See e.g., Exhibit 11, pages 11-12). Presumably
they advertised the unlawful New York and Chicago fares too.

Throughout these periods, the Cayman Islands Government
repeatedly wrote to the U.K. Government and protested the
predatory fare policy of the U.S. airlines. (See Exhibit 11,
pages 13-21).

Notwithstanding the U.K. Government disapprovals, and
the Cayman Islands Government protests, American and Pan
American continued to sell the $279 New York-Grand Cayman
fare. Not only that, but they extended that fare’s effective
date to February 27, 1990. (See Exhibit 11, page 22, which
is a photocopy of the fare quotation from Deltamatic.) 1In
the case of Chicago service, American actually decreased the
$279 fare to $238 -- and extended it to February 27, 1990.
(See Exhibit 11, p.23). (See also Exhibit 11, pp. 8).

Cayman Airways could not begin to compete with those
cut-rate fares. Its roundtrip fares are $339 to New York and
$459 to Chicago. (See Exhibit 11, pp. 24-25).
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OBJECTIONS TD THE FARKES FILING FRON AMERICAN RIRLINES.ON THEIR lNTRODUCTURf
FARES TQ/FROM THE CAYMAN ISLANDS EFFECTIVE OCTOBER 01/198Y.

FRRE KYC DFK ROU CHI N5Y L] £08 BTk Edr
===z === L=z Z=E2 TEZE a3z SEXE P+ S=EET ===
VINTRD 0/H 12000 129.00  129.00 129,00 I2R%.00  79.00 i20.00 12900 129.00
RULEE

APPLIES 1 GCT/89 - 31 OCT/89.STOROVERS UNLINITED/24 HDURS OR MORE

15 & STOPOVER, ySH 5.00 O/W SURTHARGE APPLIES, 7

EARLIEST GATE 70 TICKET 01 SEPT/89.TICKETS YALID FOR 1 YEGR.

CHEKPEST ONE W4y OR RETURK U.5 DOMESTIC FARES ON SHERICAN RIRLINES &5 COMFARISIH

NEW (ORI maRKET

VLETN BT 238.8% ALL YEAR ONE ®AY UNRESTICTED ECONDM FARE USD 367,39

VHEZN RT 275,91

rULES

SEVEN DAY ADVANCE FURCHASE MAi-SAVER TVPE FARE
HINIMUR STRY FIRST SUNDAY 2401 AN .
ENALTY [HAREZ FOR LANCELLTICN TR FAILURE 70 USE CONFIRMED SFACE
A: TICETED - 160 % OF FARE.
ARy IRISIN neD S001 BUN - 2400 AED
RETGEN NYC G001 TUE - 2400 FRj

vie7N ORIGIN NYC 0001 THU - 2400 SAT
RETIRN NYC 0001 BAT - 2400 MON

e 1 STZZCITTITTTTDASSR

SRR

THZ Doy ADVANCE FURCHASE/CONFIRM #LL SEBMEWTS/TXT BY 14 DAYS SFTER AECERVATIONS
1 8T BATE

9F Tag CwvE BEFORE CEFARTURE/UZE EQ%LIEET [d
AIRINCN STAY FIRET SUNTAY 408 aF
FERALTY CHARDI FOUR CANCELLATION SR FAILUFE TG USE LONFISHED SPACE
&5 VILRETED - 23 % OF FARE.
JLE2R2T ORIBIN WYL 0001 SUN - 2400 WEE
RETURK NYD 0901 TUE ~ 2400 7RI

SRELFIT ORIGIN Nel 4001 THU - 2404 BAT
RETURA 8 0091 EAT - Z404 MON
e e L L e L T T e T T I

MAF 7 0d 25E.33

-----
-----

SEVEN BRY ADVANCE FURCAASE RESTRICTED ONE #AY Fans
ERUIZET DATE TO TIOKET .7 SEFT 8%
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VLETH RT 257,48 ALL YEAR ONE WAY UNRESTICTED ECONOMY FARE USD 39.15
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Your ref; Government Admin. Bldg.,

George Town,
Grand Cayman,
Cayman Islands.

Our ref: TAT/CAAZ10

Tel: 97900 Ext. 2419

CAYMAN IBLANDS

Portfolio
of '
TOURISM, AVIATION AND TRADE
19th September, 1989

Mr. Stephen Ricketts
Head of Tariff Filing

Civil Aviation Authority VIA FACSIMILE
45-49 Kingsway

London WC2B 6TE

England

Dear Mr. Ricketts,

AMERICAN AIR TARIFF FILINGS

Reference is made to the filings from American Airlines Inc.,
referenced AA CRBB9-040DM, AA GNRB9-026-DM, AA CRBB9-053-DM, and AA
CRB89-055DM, dated June 28, 1989, July 28, 1989, August 18, 1989 and
August 25, 1989, respectively.

After -:having reviewed these filings our Government objects to all
VXEIPR, VINTRO, QXAP 14 and QWAP 14 fares as filed by American. As
in the case of fares filed by Pan American we view such introductory
and promotional fares as an attempt to divert traffic from existing
carriers on the Miami/Cayman Route. 1In addition, we are of the
opinion that American’'s filings for fares from cities behind the
Miami gateway do not meet the requirements of the UK sum-of-sectors
policy. It 1is interesting to note that such fares as filed by
American are almost exact to VLE fares into Miami, with virtually a
“nil" add-on to Grand Cayman.

I would be extremely grateful if you would inform American
accordingly, without delay, as they propose to commence operations

on 1st October, 1989, A copy of your correspondence to American
would be appreciated by facsimile to (809) 949 7544,

Yours sincerely,

e ——_

Harding 0. Watler
Principal Secretary,
Tourism, Aviation and Trade
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MEMORANDUM

TO: MR. D.X. TILLEY
CAA HOUSE, RM TS24 YOUR REF:

MR. JOHN HUNT -
BRITISH EMBASSY
WASHINGTON

FROM: Hon W. NORMAN BODDEN OUR REF: TAT/CAA/37
Executive Council Member
Tourism, Aviation and Trade

DATE 28th December, 1989

SUBJECT: DISAPPROVED PROMOTIONAL FARES

1. IT HAS BEEN BROUGHT TO MY ATTENTION ONCE AGAIN THAT IN
SPITE OF THE DISAPPROVAL BY UK AUTHORITIES OF PROMOTIONAL FARES
F1LED BY UNITED STATES CARRIERS THAT THESE AIRLINES PA/NW/AA/EA
CONTINUE TO0 SELL THESE FARES AND I ATTACH FOR YOUR READY REFERENCE
AS PAGE -2- SAMPLE COMPUTER PRINTOUT OF THESE FARES WHICH WE ARE
PROTESTING. I NOTE THAT ORIGINALLY VALIDITY WAS DECEMBER 15, 1989
BUT THESE HAVE NOW BEEN EXTENDED TO FEBRUARY 28, 1990. THIS MATTER
WAS AGAIN RAISED WITH WISGERHOF AT OUR MEETING IN WASHINGTON ON
DECEMBER 18 WHEN THE U.S. UNDERTOOK TO NOTIFY THEIR CARRIERS TO
CORRECT THIS UNACCEPTABLE SITUATION.

2. e OBVIOUSLY, U.S. CARRIERS ARE IGNORING ANY FARE BASING
REGULATIONS WHICH EXIST AND WE EXPECT THAT YOUR OFFICE WILL BE ABLE
TO TAXE IMMEDIATE ACTION AND INTERVENE ON OUR BEHALF.

3. GRATEFUL FOR YOUR REPLY.

W. NORMAN BODDEN

C.C. HIS EXCELLENCY THE GOVERNOR

NORTHW& T mrines
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Government Admin. Bldg.,
George Towm,

Grand Cayman,

Cayman Isiands.

Tel: 97900 Ext. 2419

Our ref: TAT/CAA/36

CAYMAN I0LANDS

Portfolio
of
TOURISM, AVIATION AND TRADE

28th September, 1989

Mr. D. K. D, Tilley,
Alr Tariffs Filing Unit,

Civil Aviation Authority, VIA FACSIMILE
45-49 Kingsway, Oriqinal by Aly Mail)

London, WC2B 6TE
England.

Dear Mr. Tilley,

EAN AMERICAN AIRLINES

S8ince our telephone conversation thip morning it has come to my
attention that Pan American placed an ad in yesterday’'s issue of the
Miami Herald newspaper, offering the introductory fare of USg74.00.

As you are aware this fare filing (GCM3/89) was disapproved, and we
are .vary concerned at PanAm’'s apparent total disregard of this
action. I am attaching hereto a copy of the ad for your information.

I do not know what action can be taken in this case, but would once

again rely on your good offices to take this matter up with the
appropriate authority as a matter of urgency.

Yours sincerely,

o=

Harding 0. Hatler
Principal Secretary
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Your ref: Government Adwmin. Bldg.,
George Town, '
Grand Cayman,

Cayman Islands.

Our ref: TAT/CAA/10

Tel: 97900 Ext. 2419

CAYNAN ISLANDS

Portfolio
of

TOURISM, AVIATION AND TRADE
2nd October, 1989

Mr. Doug Santoni,

Manager,

International Passenger Pricing, VIiA FACSIMILE
American Airlines,

P. 0. Box 619616,

Dallas/Fort Worth Airport,

Texas, 75261-9616

U.8.A.

Dear Mr. Santoni,

I refer to the several telephone conversations regarding American’s
fares to and from Grand Cayman, the latest being this morning.

He are very concerned at the overall filing process used by American
Alrlines. There appears to be a considerable delay between your
submiseions to your agent ATPCO and their filing with the UK
authorities and ourselves. A filing in respect of the Cayman route
can -only be considered properly submitted when both the UK and
ourselves are in possession of it. As you are aware to date only one
such filing has been done i.e. AA-89-076.

0f more particular concern is the sale of low priced introductory
and promotional fares by American both locally and in the U.S.A.
These fares have not yet been properly filed by American, yet sales
and advertising of them continue. During this morning’s conversation
you volunteered to withdraw all introductory fares, and this would
certainly be appreciated, as our Government has objected to them.

I <trust that this will be done immediately, and also that future
filings are submitted to both the UK authorities and this office
simultaneously to allow for timely processing of them. :

Yours sincerely,
a—<_
Harding 0. Hatler

Principal Secretary,
Tourism, Aviation and Trade
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END
T0: DENNIS TILLEY,
CAA/ERG, LOMNUON
FROM: HARIIHNG WATLER
TOURISH, AVIATION AND TRADE
CAYMAN TSLANLS GOVERNMENT
DATE: August 31, 1989 1:14 PH

[Erp— ..-........-..-..-..-...._—.....-.-...-_.._--.--._-..-.-u--...-..-.....-.-......-........-.

SUBJECT: AMERICAH AIRLINES

L I L P N, -.--_..-..----m...—-.--..-.-_..--.--.-._..-..-..-..--.-..--.-u—c...---.--.-..-..--.—-u.—-.-
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REY: TAI/CAA/Z10

TS R e L e el e B e e R e e e R = me A B v . . . o

A R it T

THAT AMERICAN AIRLINES HAVE

AFFLIED FOK LOW FRICED INTRODUCTORY FARES BETWEEN MIAMI AND GRAND

1. WE HAVE KEEN MADE TO UNHDERSTAND
CAYHAN.
2. TG DATE, WE HAVE NOT KRECEIVY

I' A COPY OF SUCH & FILING RUT

WOULL LIKE THROUGH THIS MEANS TO REITERATE QUR FOSITION CONVEYED 70

YOU BY THE HON. MINISTER AND MYSELF DR ING
WE WILL STRONGLY ORJECT TO ANY AFFLICATIO
LOW FRICED PROMOTIONAL OR INTRODUCTORY EA

OUR MEETING IN LONDON, THAT
NS EY U.S. CARRIERS FOR SUCH
RES, WHICH WE CONSILER ONLY

ATMEL AT ATTRACYING PASSENGER TRAFFIC AWAY FROM ESTABLISHED CARKIEKRS

ON EXISTING GATEUAYS.

3. 1 TKUST THAT YOU WILL SUPPOKT OUK FOSITION ON THIS MATTER ANI
WILL, AS USUAL, FORWARD OUR COMMENTS 10 YOU ON AMERICAN’S APFLICATION

I ANDI WHEN RECEIVED.

4. EEST PERSONAL REGARDS.

S ow
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Your ref: Government Admin. Bldg.,
George Town,

Our ref: TAT/CAA/10Q ' Grand Cayman,
‘ Cayman Islands.

Tel: 97900 Ext. 2419

Portfolio

of
TOURISM, AVIATION AND TRADE

29TH DECEMBER, 1989

MR WORRELL
CAA ERG/TFU
LONDON

DEAR SIR,
AMERICAN AIRLINES FILING AA-89-133

FURTHER TO0 YOUR TELEX OF TODAY'S DATE ON THE ABOVE SUBJECT, I WISH
TO ADVISE VYOU THAT TELEX WAS SENT TO HATTON ON DECEMBER 13, 1989
ADVISING OF THIS OFFICE OBJECTION TO THE ABOVE FILING. COPY oOF
TELEX ATTACHED FOR EASE OF REFERENCE.

YOURS FAITHFULLY

PRINCIPAL SERETARY
TOURISM, AVIATION & TRADE
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FACSIMILE COVER SHEET
CAYMAN ISLANDS GOVERNMENT

GRAND CAYMAN, CAYMAN ISLANDS

LOCATIONS . ~ FACSIMILE § PROBLEM #

ADMINISTRATION BUILDING (809)~949-7544 (809)-949-8277

P<

TOWER BUILDING (80?)—949-8487 (809)-949-8277
GEORGE TOWN HOSPITAL (809)-949~2998 (809)-949-8600

PUBLIC WORKS DEPARTMENT (809)-949-7731 (809)-949-2547

1f you do not receive all pages, please contact the PROBLEM §
at the location that is faxing. This is marked with an "xn".

DATE M ﬁ—- S(:?PT- {a KC? REFERENCE NO: W/CF}A'/’ O

Number of Pages {including this cover sheet): éSZD
TO: NAME
D KD Tieey
oo AVIATION  AuTroaTy
COUNTRY FAX#
W- 1<, Ol- 379 —4047
FROM: NAME _
H. O.\J ereee. :
DEPARTMENT PHONE
T AT Q2900 exr249

. MQ. ‘—WUA?YI |
MESSAGE: Co o Sun TTVLEPHOME  CoVUELSATI oW

ArD TO mMinge ST fog bseor, T Am  Forwontding
hﬁgzqu/77f COPrEE  OF quQ' Flines 18 oun ADSTSS/ &

OUr’ ConmenTs HTHE LN SerT 7O You
Pleviousey . T Ahe SPOKeN) 70 DOuUe mecoy And

EXPLAIAED cur POST708S , A4S rormi: cs-001 (01,89)

per. your  mvics (G
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e

dO0ITTUK
END
TO: &MALL,
CAAZERG, LONDON
10
EROM: TAT/CAA/EG
TOURISH, AVIATION AND TRADE
CAYMAN ISLANDS GOVERNMENT
DNATE: September 22, 1989 12:13 PN
SUBJECT: AMERICAH AIKLINES FILINGS
1. KEFERENCE IS MADE TO YOUK TELEX OF 20 SEF, AND TO OUR
TELEFPHONE CONVERSATION YESTERDAY, 21 SEPT.
2 I HAVE SINCE HAD SEVERAL TELEFHONE CONVERSATIONS WITH MR.

DOUG MCCOY, ANALYST, INTERNATIONAL PASSENGER FRICING, AMERICAN
AIRLINES, AHD THIS MORNING HE TOLD ME THAT HE HAD ALS0 SPOKEN TO YOU
ANLD HAD AGREED TO SEND YOU DIRECTLY EY COURIER AMERICAN’S FILINGS ON
THE MIAMI/CAYMAN KOUTE, SINCE HE WAS QUITE DISAFFOINTED THAT ATFCO HAD
NOT YET PROCESSED CERTAIN FILINGS WITH YOUR OFFICE. HE INDICATED HE
WOULD BE SENDING YOU EXACT COFIES OF WHAT I HAVE IN MY POSSESSION,
WHICH WERE THE SURJECT OF MY LETTER BY FAX TO MR. RICKETIS IATED 12TH
SEFTEMBER. I TRUST THAT ON RECEIFT OF THE PACKAGE FROM MK. MCCOY, THAT
YOU WILL THEN BPE IN A POSITION TO REPLY TO AMERICAN. WE ARE VERY
CONCERNED THAT THEY CONTINUE TO SELL THOSE FPROMOT IONAL AND
INTRODUCTORY FARES TO WHICH WE ARE OBJECTING AND 1 HOPE THAT
DISAPFROVAL WILL BE COMMUNICATED TO AMERICAN EXPEDITIOUSLY.

3. MR.*HCCOY ALSO INDICATED THAT IN FUTURE ALL FILINGS BY AA IN
RESFECT OF THE CAYMAN KOUTE WILL EE SENT BY HIN DIRECTLY I0 YOU COFIED

T0 ME THEREBY ELIMINATING THE DELAYS AND CONFUSION NOW BEING CAUSED BY
ATFCO.

4. N RESPECT OF MY FAX RE CAYMAN AIRWAYS FILINGS, AS I TOLD YOU
OKIGINALS HAVE BEEN PLACED IN THE MAIL AND SHOULD BE WITH YOU SHORTLY.

S MANY THANKS 'FOR YQUR COOFERATION AND UNDERSETANDING IN THIS
MATTEK, AND 1 WOULD ASK THAT IF YOU HAVE ANY QUEKIES ON OUR POSITION
YHAT YOU LET ME KNOW IMMEDIATELY, EY TELEFHONE IF NECESSARY .
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Your ref: Government Admin. Bldg.,
George Town,
Grand Cayman,

Cayman Islands.
Tel: 97900 Ext, 2419

Our ref: TAT/CAA/10

CAVMAN 1BLANDS

Portgolio
o

TOURISM, AVIATION AND TRADE
Z2nd October, 1989

Mr. Doug Santoni,

Manager,

International Passenger Pricing, VIA FACSIMILE
Anmerican Airlines,

P. 0. Box 619616,

Dallas/Fort Worth Alrport,

Texas, 75261-9616

U.SIAI

Dear Mr. Santoni,

I refer to the several telephone conversations regarding American‘s
fares to and from Grand Cayman, the latest being this morning.

We are very concerned at the overall filing process used by American
Airlines. There appears to be a considerable delay between your
submissions to your agent ATPCO and their filing with the UK
authorities and ourselves. A filing in respect of the Cayman route
can -only be considered properly submitted when bhoth the UK and
ourselves are in possession of it. As you are aware “to date only one
such filing has been done i.e. AA-89-076, ey

Of more particular concern is the sale of low priced introductory
and promotional fares by American both locally and in the U.S.A.
These fares have not yet been properly filed by American, yet sales
and advertising of them continue. During this morning’s conversation
you volunteered to withdraw all introductory fares, and this would
certainly be appreciated, as our Government has objected to them.

I trust that this will be done immediately, and also that future
filings are submitted to both the UK authorities and this office
simultaneously to allow for Cimely processing of them, '

Yours sincerely,

——

Harding 0. Watler
Principal Secretary,
Touriesm, Aviation and Trade
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Y0: HATTON,

CAa, ERG, LONION

FROM: WATLEK
TOURISH, AVIATON AND TRADD
CAYMAN ISLANDS GOVERNMENT

DATE: OCTOBER 11,1989

SUBJECT: AMEKICAN AIKLINES FILINGS

--....-..----.-...--—-.“----.--.-—----—---—--.---..._.-.-.....-.

1. RE YOUR TELEX OF 11 OCT. WE HAVE NOT RECEIVED A& COPY OF AA FILING
REF AA-89~112 DATED 9 QCT.

2. FURTHER TO MY TELEX OF 06 OCT I WISH TO ADVISE THAT WE STILL ARE
NOT IN POSSESSION OF AA FILINGS AA-B9~108, AA-B9-109 AND AA-89-111 AND
AKE THEREFORE NOT IN A FOSITION T COMMENT.

3. WE ARE AT A LOSS AT THIS POINT AS T0 AMERICAN’S INTENTIONS ON
THEYR FILINGS AND MUST ASK YOU ONCE AGAIN TO SEND A VERY STRONG
MESSAGE TO AMERICAN ON THIS MATTEK. THEY CONTINUE 10 OFFER FOR SALE
INTRODUCTURY ANI! PRONOTIONAL FARES WHICH WE HAVE OBJECTED T0O BUT WHICH
PFEKHAFS HAVE NOT BEEN DISAPFPROVED RECAUSE OF THE CONFUSION IN THEIK
FILINGS AND THEIR FAILURE TO LET CI AUTHORIYIES HAVE COFIES OF THEIK
OFFICIAL FILING WITH YOU. WE FIND THIS TO BE TOTALLY UNACCEPIELE AND
UNETHICAL. #LEASE HELF US TO KESOLVE THIS PREFUSTEROUS SITUATION.

4. T LOOK FORWAKD TO YOUR KRESPONSE.
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102 TILLEY,
CAA/EKG, LONDON

EROM: WATLER S LEF: TAT/CAA/LO
TOURISHM, AVIATION ANI TRADE — .
CAYMAN ISLANDS GOVERNMENT

DATE: NOVEMBEK 8, 1969 10:29 AM

SUBJECT: AMERICAN AIRLINES FILINGS

1. FOLLOWING IS OUR COMMENTS ON AMERICAN AIKLINES FILINGS:-

(A) AA-89-096 - WE OFFER NO OEBJECTIONS:

(B) AA-89-105 - WE OBJECT TO ALL VUXEIFNR FARES AS SUCH FAKES
DO NOT MEEY THE UK RULING ON SUM OF SECTORS. WE ALSO ORJECT TO ALL
VINTKO FARES AS WE VIEW THEM AS BEING FREDATORY TO EXISTING MAKKET
CONDITIONS:

(C) AA-B89-108 - WE ORJECT TO ALL VXEIPNR FARES AS SUCH FARES
'O NOT MEET 'THE UK RULING ON SUN DOF SECTOKS:

() AA-B9-109 - WE OBJECT TO ALL VWIPNRA, UXIPNRA AND VXEIFNR
FARES AS BUCH FAKES DD NOT MEET UK KULING ON SUM OF SECTOKS. WE ALSO
OBJECT TO. ALL VINTRO FARES A5 WE VIEW THEM AS BEING FREDATORY TO
EXISTING MARKET CONDITIONS. ~

2. PLEASE ACCEFT OUR APOLODGIES FOR DELAY IN FORWARDING THESE
COMMENTS BUT DELAY WAS CAUSED BY FAILUKE OF AMERICAN AIRLINES TO SEND
US COFIES OF THE ABOVE FILINGS ON TINME. '

3. BEST KREGARDS,
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0:CAAUK
NI
0: HATTION,
CAA/ERG, LONDON
KOM: WATLEK ' REF: TAT/CAA/10
o ————

TOURISH, AVIATION AND TRADE
CAYMAN ISLANDS GOVERNMENT

‘ATE: NOVEMBER 6, 1989 4:31 PN

UBJECT: AMERICAN AIRLINES FILING AA~B9-111

u---————————m—--.u--—-—————-n--n..—-———-——-..-—-.---—————--u-———--uu-——————u—-———

RE YK FAX OF NOV 1, WE OBJECT T0 AA FILING AA-89-111 AS THIS
ONTQINS INTRODUCTORY FARES EROM EYW AND PBI. SUCH FAKES ONLY SEKVE TO
TTRACT EXISTING TRAFFIC FROM ESTABLISHED CARRIERS AND ARE VIEWED AS
REDATORY TO EXISTING MARKET CONDITIONS.

WE APOLOGISE FOR DELAY, BUT FILING WAS ONLY RCVD AS A RESULT
E YOUK FAX UNDEK REFERENCE.

. REGARDS.,




} RCV20501.¢62 C 14:34 05/12/89 Exhibit 1]
) . - Page 21 of 25

03272 DEC 05 1432
FTY

~051B83092+~
B8B3092 EGGA B f3-
4260 CIGOVT CF

TO:CAAUK

ENI

To: WORRELL
CAA/ERG, LONDON

FROM: WATLEK ' REE: TAI/CAG/10
TOURIGCHM, AVIATION AND TRADE —
CAYMAN 1SLANDS GOVERNMENT

DATE: DECEMEERK 5, 1989 2:30 PM

SURJECT: AMERICAN AIRLINES FILING AA-89-125

1. HANY THANKS FOR YOUR TELEX OF 4 DEC ON THE SURJECT MATTEK.

FURTHEK TD YOUK TELEX OF 21 NOV WE HAD ASSUMED THAT AA WERE GOING TO
SUSPEND THIS FILING. OBVIOUSLY THIS IS NOT THE CASE AND BEARS OUT OUR
RELIEF THAT THEY WILL DD ANYTHING IN OKDEK TO CONTINUE TD OFFEK

PREDATORY FAKES FROM POINTS IN THE USA TU THE LETRIMENT OF CAYMAN
AIRWAYS,

2. YOU ARE ALREALY AWAKE THAT THIS EILING CONTAINS DISAFPPROVED
MATTER FROM A PREVIOUS FILING AND WE NATURALLY CONTINUE TO OKJECT TO
SUCH FARES. SPECIFICALLY WE ORJECT TO ALL VSAFX? FARES AND QE?AA FARES
FLTHOUGH WE KEALIZE THAT THIS FAKE IS TO EXPIKE ON 14 DEC.

3. IT WOULIr AFFEAR THAT ONCE AGAIN AMERICAN HAS HAD IT8 WAY ERY
[#*EING ABLE TO OFFEK THOSE FAKES SURJECT TO GOVERNMENT AFPROVAL ONCE
THEY HAVE EEEN FI1LED. I AM ORLIGED TO REGISTER OUR GOVERNMENT’S

[ ISSATISFACTION WITH THIS MATTEK,

4 . PLEASE ADVISE ME OF YOUR REPLY TO AMERICAN .
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#ANYV SURCHARGE MAY APPLY#
®ALL

CARRIERS

ATRLINE

i
A
FA
NW
Fats)
F#A
X
Al
Fata)
NW
NW
Fiy
B
faTa
A
NiJ
N
Fé

Ea
EA

EA
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AFFLICARLE TAX+#

COMM GOME
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27FER OZMAR
Z7FER O0ZMAR
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TET

27FEB

Z7FER
-# M

i3
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#ADY SURCHARGE MAY AFPLY#
#ADD AFPLICABLE TAX#

CARRIERS

ATRLINE EOMM  COMP TET
N 27FER OZMAR -
AR 27FEB OZMAR 27FEE
N 27FEB O2ZMAR -
AR 27FER OPMAR Z7FEE
AR EA - - :

AR EA ~ - ~4# M
o - ~ -

N - - -

aA EA - - -

AL EA - - -

N - - -

Wi - - -

EA - - -

EA - - .

e - - -

AA ~ - -

AD NK - - -

AR N - - -#

ALV ZURCHARGE MAY AFPLY#
#ADD AFPPLICAELE TAX#

CARRIERS

ATRLINE COMM COMP TRT
AA EA - - -
AN EA - - -
NW - -~ -
N - - -
Ah EA - - -
N EAR - - - M
NW - - e
Ml - - -
EA - -~ -
EA - - -
AR - - e
AA - - -
AR NKW - - -
HA NW - - -
NIy - - -
N - - -
At NW - - -
AR NW - - -4
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EXHIBIT 12

SEVEN YEAR SUMMARY OF OPERATIONS
YEARS ENDED 30 JUNE
WITH TRADING BUDGET AND ACTUAL AND
ESTIMATE RESULTS

PREPARED BY: SOURCE OF DATA

J. Devlin, Chiefl

Financial Officer CAYMAN ATRWAYS
Records of Accounts

M. Greenwood, Manager
Budgets/Market Study

CAYMAN AIRWAYS




Six Year Summary of Operations (SUS) vYear Ended 30 June

Revenus
1984 $23,208,603
1985 $20,957,128
1886 $28,922,999
1987 $32,905,081
1986 $36,256,196
1989 $40,285,468
* Trading
Budget
1690 45,868,107
* Actual and
Estimate ‘
1990 38,685,014,

* 415,59 PAX
* 358,043 PAX

Operating
Expenses

$23,521,631
$29,495,818
$28,104,186
$32,045,324
$35,521,104
$37,561,863

bly, 524,319

41,632,284

Operating
Income (Loss)

$( 313,028)
$ 461,310
$ 818,813
$ 859,757
$ 735,082
$2,723,605

1,343,788

(2,997,270)

Netincome
(Loss)

$(2,750,316)
$(1,402,444)
$(1,132,124)
$( 835,826)
$(1,077,268)
$ 978,662

1,081,69,

(3,444,334)

Income (Loss)
Per Scheduled
Passenger

$(12.16)
$( 5.16)
$( 4.53)
$( 2.95)
$( 3.09)
$ 272

$ 2.60

3 (9.62)
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EXHIBIT 13

Local Travel Agents and KX Ticket Offices sales by month

1989 versus 1988 and monetary decrease both online and offline,

1988 1989 $ %
ONLINE  OFFLINE ONLINE OFFLINE  VARIANCE VARIANCE
SEP 816,688 434,511 818,201 406,027 - 26911 ~2%
OCT 687,584 356,09 627,420 283,772 - 132,486 -13%
NOV 831,988 336,946 785,785 269,089 - 114,060 -10%

DEC 1094 ,296 457,504 1000,654 385,083 166063  -11%

SALES VARIANCE OVER 4 MONTH (SEP - DEC 89) -9%

SOURCE:
SEE RELATED SALES REPORTS  EXHIBIT 13, P2 -9
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With daily flights to Miami, cargo and extra luggage, to makin g
degmhg at 1:39 pm. and arriving YOul Ieservations ﬁglfgh Eastern's
at 3:13 p.m. And daily flights from SYSTEMONE® America's most
Mianiiom Gm(f:l ' 30' tor systemmn;’ takc '
at 12:10 p.m. and arriving at 1: m.  tions
: I&nggﬂmr&mt&;;ﬁhmnﬁ.p' of OnePass, the most us pro-
- ¢ Eastern offers a network of convenient gram to earn free .What else
+%" connections to the most important -.could you want? On-Time depar- v
~ cities in the United States, , tures and arrivals? Youve gotitt -~
the Caribbean and Latin America, - With Eastern's unbeatable record
Make Eastern Airlines your #1 choice, - of On-Time Performance? - -
_ sitback,and enjoy all its advantages, " For reservations, call your '
From flying in the comfort of Travel or Eastern's 9-8700 in -
our 727-200%, with extra space for Grand . -

N EASTERN

*Barcd wpon Sep U$ e, ! dunndnhrwnmu.n‘m wop det e Parhinehag e d
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With daily flights to Miami, - cargo and extra luggage, to maki

departing at 1:59 p.m. and arriving your reservations through Easterns
at 3:13 pm. And daily flights from SYSTEMONE® America’s most
- - Miami to Grand Cayman, departing .  advanced computerized reserva.
. "at12:10 pm. and arriving at 1:30 pm.  tonssystem.Plustake advantage
" Remember that from Miami, of OnePass, the most generous pro-
offersanetwork of convenient gram to earn free .What else
connections to the most important could you want? On-Time depar-
cities in the United States, Canada, tures and arrivals? You've gotit!
the Caribbean and Latin America. . With Eastern’s unbeatable record
Make Eastern Airlines your #1 choice,  of On-Time Performance* -
sit back, and enjoy all its advantages. For reservations, callyour — —
_ From flying in the comfortof ~ Travel or Eastern’s 9-8700 in
- our 727-200s, with extra space for "Grand an, v

D easTERN

*Based upon Sepieember 5. Dcnmdimyu—ml-uuhmdnmh-k m.uw-nnmanﬁkun meporued sirpottn for the ﬁmudmmn-r-dm:mm-nh




