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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date

L (80) 19" Meeting, Minutes 11.11.80
E (80) 46" Meeting, Minute 3, and Limited
Circulation Annex 17.12.80
E (80) 141 10.12.80
E (80) 145 15.12.80
E (80) 150 15.12.80
E (81) 3" Meeting, Minutes and Limited
Circulation Annex 22.1.81

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES
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CABINET OFFICE
Central Policy Review Staff

70 Whitehall, London swia 2as  Telephone o1-233 7765
From: J. R. Ibbs
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22 January 1981

Ja 00229

pc'an" /ﬂl‘?,'

BL
Atter this morning's meeting of E Committee {he
Prine Ninister asked me to give any help | could to the
secretary of State on the conditions that should be
attached to approval of the BL Plan,

| an due to visit ianchester this afternoon and
evening but will be back in London at mid-day tomorrow.
Wihile | am in Manchester my office will be able to get
in touch with me by telephone if necessary,

Luring my absence Peter Kind of the OFRS, who is
vell versed in BL's affairs and knows my own views, will
be available to assist Dol officials in any way he cen.

| am sending a copy of this letter to Sir Robert
Armstrong end to Mr Lankester.

J R Ibbs

lan E1lison Csq
Oepartment of [ndustry

Ashdovn iouse
Sill




PERSONAL

Ref. A04059

PRIME MINISTER

British Leyland

I am afraid that I think that we are still faced with a straight either/or
L ——

choice, though the "either' option is now different, because we know what the
Board of BL is prepared to do.

2, The '"either' option is to offer BL firm financial support for two years

ahead, includiNg the money required for the development of the LM l‘(;:.with
arrangements for regular periodical reviews of progress, on the understanding
that the Board will commit itself to the active pursuit of co-operative arrange-
ments, including share exchanges, with overseas manufacturers, which would
cover the volume car business as well as the specialist units.

35 The '"or'' option is to ask the Board to dispose of the business; which

—— ———

almost certainly means the early collapse and virtual extinction of BL's volume
car business in Longbridge and Cowley (though someone would probably buy the
Metro assembly plant, which is very up-to-date), and the disposal of the other
units for what they would fetch - probably not much, in the present state of the
world economy.

4. The alternative (which we preferred at the end of last week) of giving the

Board two years, by the end of which they would be required to have disposed of

S8
Land ROVEI.[ J’aguarl Leyland Vehicles (and presumably Unipart), remains

S ——
theoretically attractive, because of the pos sibility of attracting venture manage-

ment and capital into these still potentially profitable businesses; but the present
board of BL (not just Sir Michael Edwardes) will not undertake that, and it seems
unlikely that any other group of directors could be persuaded to do so once this
board had said that it would not.

5. I have no doubt that you are right in saying that, if we now agree to

continue to finance BL for another two years, we could hardly close it at the end

of 1982, both because of the imminence of an election and because by that time the
S
LM 10 would be on the point of coming on sale, and closure at that point would

mean that the development finance was a total write-off. But:

SECRET  PERSONAL




If discussions with overseas manufacturers were on terms acceptable to
Her Majesty's Government (the approval of whom, as the shareholder,
any agreement would require) - in other words, if the discussions did not
commit Her Majesty's Government to the overseas manufacturers for
indefinite public support, and they led to a successful conclusion, they
might lead to rationalisation of manufacture and extension of markets
which could provide a healthy basis for a larger volume car business in

the United Kingdom than would be left as a result of the closure of BL.

If the eventual commercial prospect on the basis of co-operative arrange-

ments was better than it is for BL on its own, there would be the prospect

of viability and an end to public support, and there would be a greater

possibility of finding some of the money required otherwise than from
Her Majesty's Government in the meantime.

A decision to dispose should be possible again in 1984 or 1985, the Board

of BL's efforts to nurse both the volume car business and-the specialist
divisions into better shape might then have made the assets more
attractive to potential buyers, and the recovery of the economy should
have reached a point where the closure of the volume car business would
have less catastrophic effects in the West Midlands than they would have
now.
6.. There are big "ifs'' in all this. But those I have indicated are not the only
ones. Itis probably unrealistic to suppose that new and at present unforeseen

developments will not force a reappraisal of BL's prospects earlier than the end of

1982, even if we now offer firm financial support for the next two years.
]

Ts Finally, one point on the handling, It looks as if the Secretary of State
el il w

for Industry, and perhaps also the Secretary of State for Defence, will argue for
e

immediate disposal, and (if necessary) closure of the volume car business. I
thought this morning that you were perhaps inclining to that point of view more
than you have done until now. Other Ministers, including the Chancellor of the
Exchequer and no doubt the Secretary of State for Employment, will certainly

argue the other way. Your own assessment earlier was that the Committee was
g ¥

SECRET




SECRET

more likely to come down in favour of combined support than of immediate
disposal. I think it very important that you should not show your own hand in the
discussion. I believe that serious consequences could ensue if the decision was
to continue financial support for two years on the basis now proposed by

Sir Michael Edwardes and it then came out (as I fear it might) that that decision
had been taken against your advice and you had been arguing for immediate

" disposal and closure.

ROBERT ARMSTRONG

2lst January, 1981
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COPY NO.1..0F.%%§Q

PRIME MINISTER

BL

We are discussing at E Committee on 22 January our decision on

BL. For reasons of which you are aware, we ecannot now postpone
a decision, and we must aim to make astatement either on 22
January or, at the latest, on Monday 26 January.

———
2 In my paper before Christmas (E(80)145) I recommended in
favour of suppbrting BL's Corporate Plan despite its heady public

expenditure cost. I said there would be some advantage if we
e ——

decided to close BL Cars, but at a time when unemployment is
———

so high, when the PSBR is so stretched and when the company is

moving in the right direction, I could not recommend closure.

In subsequent discussions with colleagues particularly concerned,

we have sought to identify a middle course which, whilst avoiding

the penalties of a Government-triggered closure, would hold out

some prospect of our being able to extricate ourselves from the

BL problem. In order to explore this possibility of a middle

course, Geoffrey Howe and I met Michael Edwardes on 20 January and

we received from him assurances, which are discussed below, which

go a little way to help us if we decide to support the Plan.

3 I myself, however, have moved from the position of being
marginally in favour of the Plan, on the grounds primarily of the

higher PSBR cost of closure outlined later, to the view that We should gresp

the nettle now and accept the dissolution of BL, in which at least

oSttt
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most of the volume car operations would closeffor the reasons which

will be clear later in this minute.

4; The case for backing the Plan is not based on any one consideration,

but on the cumulative effect of several:

(a) BL specifically say that the Plan is not a !mormal

commercial risk". But there is a chancCe - opinions

differ on how good a chance - that it will achieve the
obJdectives it has set itself. If it does, it will
probably relieve the Government of primary responsibility
for funding and conceivably enable BL to attract major
collaboration or even external shareholding. But the
competition will be intense and the economic environment
hostile. Recognising the risk BL propose to send a

p—
letter undertaking to review the Plan fundamentally if

there were any departure from the assumptions underlying

the Plan which, in its opinion, appreciably reduced

the chances of successful achievement of the Plan's

major objectives - whether internal factors like a

major strike or external economic ones.

closure would carry a very heavy cost for the PSER
particularly in the first two years. This will compound
the general budgetary problem of which we are all too well
aware, in the years when it is most severe. We have
examined the possibility that in the event the PSBR

e ot




cost of closure might prove less than the estimates

made by the Treasury gub-group of officials - for

example, if more of BL's facilities were taken over

by other businesses and entrepreneurs. But there is
little ground for believing that the official group's

estimates are not central ones.

the employment consequences are severe and concentrated

both in time and in location. They will inevitably

attract much adverse publicity and appear to be
inconsistent with the Government's stated concern
about the employment situation. Moreover, we often
emphasise that a higher PSBR can only Be financed at
the cost of jobs destroyed throughout the rest of the
economy. Since the PSBR cost of closure is higher
than that of backing the ?lan, there may be other jobs
lost by this secondary effect as well as those lost in
BL and its suppliers.

e
rejection of the Plan would be seen as rejection of
Edwardes and his style of management, which is widely

—————

identified with the very policies of tough management

and economic reality which we ourselves advance; and
it would suggest that workforces which co-operate with
such managements (as BL's has done, on the whole) can

expect no dividend for their co-operation.

i S
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the loss of BL's volume car production, combined
with the partial or total withdrawal of both
Talbot and Vauxhall, which are quite likely in the

—— —1)
next year or two, would leave us producing little

more than a quarter of the cars sold in our domestic
—

car market. Such a home base would be insufficient

s gy ;
to sustain the hitherto relatively successful component

sector and important firms could well be put at risk.

we face exceedingly difficult decisions on British Steel

and British Shipbuilders as well as on BL. It is doubtful
whether we can face the political consequences of

closing more than one of these in the next year. It can

well be argued that BL is the least unhopeful of these

three and that it would be wrong to block off the possibility
of drastic reductions in BSC by deciding now to close BL
(which incidentally would itself worsen the position in

steel).

5 As against this:

(a)

the Plan is not a normal commercial risk - indeed

Michael Edwardes himself draws our attention to this.

And its objectives, even if achieved, would not leave

us with a BL that is entirely independent of Government

at the end of the period of the Plan. The company is

~too small to survive in the long term,and too unprofitable

and ridden with problems to offer a realistic prospect

SO




of being taken over by another car producer at a

time of world recession and over capacity in the car
imdustry. What we invest in such a poor prospectus

is invested at the cost of other potentially successful
enterprises throughout the economy. On this ground alone,
there is a case for facing up to the fact mww ,rather

than throwing good money after bad and avoiding once and

for all the prospect of years of similar dilemmas.

even within the terms of the Plan itself, their success

depends heavily on the exchange rate, on the maintenance

e

of the current improvement in their industrial relations

and their success in dealing with the competition. The

exchange rate BL have assumed is at the centre of
current predictions but as we all know it is essentially
unpredictable, and the improvement in their industrial

relations is still fragile.

closure would be the clearest message we could send

at this time that our policy is to withdraw from backing

failures and subsidising union-dominated big business at

——

the expense of successful private enterprise. Politically,

there are grounds for believing it would be positively

popular for us to deliver the coup de grace to a company

for which most people's patience has been long exhausted.

Moreover, the effect of such a decision on real wage

expéctations would be highly bemneficial, and in time the

Jeffeets ... !




effects of that on employment could well more than

offset the employment lost in BL and its supplieré.
I understand the Chancellor does not regard the PSBR
cost as being on its own a sufficient reason for

deferring a decision to close BL.

in retrospect, we should perhaps have faced up to the

closure of BL last year. It will be hard this year,

| S—

but harder still next and perhaps impossible by 1982.

For all these reasons, I now urge the case for deciding to accept

the early closure of BL Cars. dJohn Biffen, in a minute of 16

January to you (copied to other members of the E Committee) makes

.several of these points. John Nott has also argued strongly for

grasping the nettle now. Michael Edwardes and the Board have

undertaken that if we opt straightforwardly for immediate closure

they will remain to supervise the operation (including the sale of

any bits that can be sold.)

6 If colleagues decide against closure, the question arises how

we can best limit our commitment. Geoffrey Howe and I have pressed

Edwardes on his willingness to seek disposals whether as an

outright sale of BL, or by sale of the more attractive parts leaving
us to decide thereafter what to do with those parts which cannot

be sold. Edwardes outlined his immediate plans to seek

comprehensive relationships with named companies, on a basis which

e

——
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gave one of them an equity stake and the prospect of control in
three years or so, but with Government finance in the short run.
Edwardes stressed the very limited number of potential partners.

He dismissed altogether the possibility of an outright sale in

present market circumstances, or of passing over control within
less than three years, with both of which I am bound reluctantly

to agree. Edwardes also explained why he and his Board could agree to

act as liquidators now, or to implement the Plan and seek pértners on

the basis described, but could not accept an obligation to sell off

b

the good bits now whilst trying to keep the bad bits going. This

“would destroy management confidence, weaken the dealer network, and

destroy the prospect of securing partners for the volume cars
business. On the other hand his objective of securing a partner
who could take over control and financial responsibility in due
course was essentially compatible with our own: it was only on
the feasibility of securing this transfer within a fixed timescale

that he differed from us.

7 Edwardes and his Board believe they cannot retain the confidence
of dealers or of potential partners unless he has a commitment
from the Government to fund the first two years of the Plan. This

——

would be subject to continuous monitoring by égg-Board, to our

own checks on progress (including next year's Plan) and to the

Board's written commitment to fundamental_réview if the major

objectives of the Plan become unachievable. I agree with Edwardes'

—

view on partnership, disposal and funding: I do not think there

is a realistic middle course between closure now and backing the

Plan on the basis of seeking a partner as Edwardes proposes. If

SECRET /colleagues ...




colleagues do not agree with me that we should face up to

closure now, I therefore recommend that we should approve the Plan
with an undertaking from Edwardes to seek collaboration of a
comprehensive kind. I attach the draft of a statement, which
reflects the Board's position, which we could make tomorrow
afternoon, 22 January, if we so decide. If we decide in favour

of immediate closure, I think we should take a little more time

to decide the presentation, and make a statement on Monday 26

January.

8 I am sending copies of this minute and attachment to members of

E Committee, the Secretary of State for Scotland, Sir Robert

72!% KEITH JOSEPH

approved by the Secretary
of State and signed in
his absence)

Armstrong and Robin Ibbs.

21 January 1981

Department. 6f Industry
Ashdown House
12% Victoria Street




CONF IDENT TAL

STATEMENT ON BL'S CORPORATE PLAN

With permission, Mr Speaker, I will make a statement on the BL

1981 Corporate Plan.

The' Plan submitted to the Government foresees a need for some

£620m of additional Government equity in 1981/82, £370m in 1982/83,
and £150m over the two following years, in order to assist the
continuing programme of restructuring and investment in new projects,
including the new ILC10 medium family car. The Plan was submitted

in four business sections. The policy of the BL Board has been

(and will continue to be) to decentralise decision-making to the
W_M

operating units. The intention of the Board as stated in the Plan

W

is to draw these operating units into four distinct businesses to .
PN — .

enable management to concentrate on well-defined product groupings

and to facilitate collaboration with other vehicle manufacturers

and the introduction o private equity capital. These businesses

‘are BL Cars, Land Rover, Unipart and the Leyland Group. The formation of
the Leyland Group, which embraces trucks, tractors and buses, was
announced on 16 January; a revised plan to reflect the new

organisation of this Group will be submitted shortly. As the

structure evolves, so the progress of each business will be

separately monitored.

I shall shortly, in accordance with usual practice, make available
in the Library of the House and in the Vote Office, a Report on

BL's recent performance and details of the Corporate Plan. In

the light of the declared position of the NEB vis-a-vis BL, to

which I shall refer later, this Report has been prepared by BL.

CONFTDENTTAT
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The Government has approved the Plan because it supports BL's
P .

?intention of creating girong and viable businesses and of involving

private capital in them to an increasing extent, on a commercial

basis, so that the company will in future lean less heavily on

public finance.

he Government also endorses the Board's strategy - clearly stated
in the Plan - of pursuing wide-ranging collaboration for each of

the businesses.

The Board is exploring a variety of possible forms of collaboration,

and has written to the Government in the following terms:

"The Board sees collaboration with other manufacturers as a
central and integral part of its strategy for recovery and for
removing or reducing dependence on Government support. This
might take the form of complementary collaborations on major
components or particular parts of the business; but the Board
would also welcome, and actively seeks, a relationship of a
more comprehensive kind - in whatever form wouldbprove to be
most commercially beneficial - which might well grow out of

more limited collaboration.”

In order to support these aspects of its strategy as well as to

enable internally-generated recovery to be carried forward the

M S— -
Government has approved BL's request to fund the first two years
of the Plan (including the first phase of the IC10 programme)
up to the end of the financial year 1982-3, subject to regular

monitoring by the BL Board of progress in substantially
L e P~
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CONFIDENTTAL

achieving the Plan. Funding approval is also of course subject
to any revision which might follow submission of the revised Plan

for:the Leyland Group.

The Chairman's letter to me of 21 January which I am publishing
in full today in Hansard makes it clear how the Board will respond

to any appreciable reduction in the chances of achieving the Plan's

major objectives, if at any stage this becomes apparent. He says

that:

"In Section 1 of the Corporate Plan, the Board has stated
that it will review the Plan and the funding arrangements, in
consultation with the Government, if the Plan is clearly not
being achieved and it appears impossible to bring about
recovery within the timetable envisaged. The Board confirms
that any departure from the assumptions underlying the Plan
(whether relating to internal or external factors) which, in
the opinion of the Board, appreciably reduced the chances of
successful achievement of the Plan's major objectives - for
example, a major strike which damaged, or appeared certain to
damage, any substantial sector of the business - would very
quickly cause the Board to initiate such a review, with
consequent implications for continued Government funding of

the business."

CONFIDENTTAL
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I believe the Board and management will not hesitate to take harsh
and fundamental decisions about the future of the company if
circumstances, inside or outside BL, require it; and the Government

will not stand in the way of such decisions.

As I have already told the House, there will be an opportunity for
a full debate in the context of the amendment to the NEB's
financial limit in respect of BL in the Industry Bill which I shall
table for consideration at Report Stage. Clearance from the

European Commission will be needed for the Government's funding.

Finally, it is the Government's intention that the shareholding
in BL should be transferred from the National Enterprise Board

to the Secretary of State. This transfer will not, however, take
. place until the Industry Bill now before Parliament receives

Royal Assent. DMeanwhile the Government will discuss with BL matters

arising from a change of ownership, in order to ensure continuity

of BL's present financial arrangements.

The Government wishes the BL Board and its workforce well in their

difficult task.

CONFIDENTTAT
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Qa 05227

To: MR LANKESTER
From: J R IBBS

BL

1l BL is to be raised orally at E tomorrow. I have read
the note of the meeting of January 20 with Michael Edwardes.

2 I find it extremely difficult to provide a helpful view
on this subject because each new development seems to reduce
further the Government's freedom to manoeuvre.

Sl I regard the Government as now being hemmed in by the

following constraints:

(a) not willing to commence "unprecipitated" closure now;

(b) envisage even greater difficulty in commencing
"unprecipitated" closure in future, at least until after
the next General Election;

(c) not willing to risk causing Michael Edwardes to resign.
He is standing firm for -

(i) a plan to continue operations indefinitely if
closure is not decided on now, but subject to the
possibility of future closure if there are serious
labour relations problems or substantial financial
deviation from the plan;

(ii) finance to be promised for two years but subject
to the provisos on possible closure in (i);

(iii) attempts to sell to be based on seeking to
dispose of minority shareholdings in different parts
of BL and not on outright sale of the Company or even
of parts of the Company. This is because his primary

1
SECRET
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objective is to use such sales as a means of

securing collaborative deals that would assist
profitability rather than as ameans of securing

return of the Company (in whole or part) to the
private sector as soon as possible. Indeed,

there is a clear implication that for volume cars
(and perhaps other parts of BL) such collaboration
is essential if the business is to survive (see
paragraph 5 below). In practice, deals of the
kind he envisages could have the effect of making

outright sale impossible because potential purchasers

other than the collaborator would cease to be interested
and it seems that the collaborator would not be

committed to movinﬁ to a hundred per cent ownefghip.

(iv) Attempts to sell on the basis envisaged in (iii)
would require time and could not be accomplished
within a set limit, nor if the objective were thought
to be transfer of control.

4. The straightforward conclusion in the light of the above
might be to approve the BL Plan subject to regular monitoring
of performance and to there being no serious breaskdown in
labour relations. It should be possible to obtain a private
undertaking from Michael Edwardes that hewould exert his best
endeayours to achieve collaborative deals that involved private
\;mrticipation, but without a firm deadline. It appears that
he will not agree to have outright sale of such parts as Land
Rover or Jaguar as an objective. Indeed, except on an extremely
long (and optimistic) view it is hard to see his objective of
'return to viability' and the Government's 'return to the
private sector' coinciding.

5. One factor that is brought out by the notes of the meeting

on January 20 and which is perhaps new is the statement in

paragraph 5 (at the foot of page 3 and top of page 4) '"some
e
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kind of collasboration with a stronger foreign manufacturer
would be essential for the longer term survival of the business,
since without it BL would be unable to fund a new generation gf

engines". It might be possible for the Government to argue

to Edwardes that it could not continue for more than a specified
period to commit public funds to an enterprise that had such_gi
basic condition affecting its longer term survival unsatisfied.
On these grounds he could reasonably be asked despite the

difficulties he mentions to endeavour to conclude a suitable

deal (including alse progressive transfer of ownership?) within,
— ! Ly e ————
say, a year. Failure to do so might then precipitate closure
on the basis of an agreed statement by the Government and the
Boerd that survival was judged impossible after great efforts
had been made, and this should soften the political implications.
In the meantime, sc far as the public was concerned, the five

year Plan would be approved.

6. I do not know whether the suggestion in 5. above is a

way of sufficiently easing the constraint in-ETES (future closure),
nor whether it could be negotiated successfully with Edwardes.

It may be worth attempting. If it is ruled out then I see no
practical alternative to approving the Plan on broadly the lines
set out in 4. above. There is, of course, the possibility of
breaking cégétraint 3(a) and facing immediate commencement of
closure of volume cars. However, although this appeals to me
commercially and John Hoskyns has set out some strong arguments

for it, my own opinion is that in all the circumstances, including

the Nissan announcement, it hasg probably to be . ruled out.

s I am sending a copy of this minute to Sir Robert Armstrong.

V.

21 Jenuary 1981
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20 January 1981

Ian Ellison Esq _
Private Secretary to Secretary of State
Depatrtment of Industry ’
Ashdown House

123 Victoria Street

LONDON SW1
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{

PUBLIC ATTITUDES TO BL

At the Prime Minister's meeting this morning, your Secretary of
State said that the general public view of BL was that during
the last year the work force had shown a new sense of responsi-
bility. In our note of 8 January on BL, we suggested that those
who believed there had been a big change for the better in
attitudes at BL were probably outnumbered by those who continued
to regard it almost as a byword for bloody-mindedness. We
suggested that some market research data on attitudes would be
useful.

Unfortunately, in the time available we have not been able to
calibrate public opinion. However, I attach one fragment of
evidence that is available - a copy of which Sir Keith asked
for this morning. You will see that the interviews were done
before the Metro launch, but I doubt whether that would have
altered public confidence in BL as an organisation dramatically.
At any event, the prolonged drama over the Longbridge dispute
over the Christmas period is likely to have returned public
attitudes towards BL to somewhere near the pre-Metro position.

I am copying this letter to John Wiggins (Chancellor's office),
Robin Ibbs, David Wright and Robin Mountfield.

/| .
;'1L_ { \
1y b
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Conservative Research Department

32 Smith Square Westminster sWip3iH  Telephone 01-222 9511
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_Mr Andrew Duguid
Policy Unit
10 Downing Street
London SW1

19th January 1981

CONFIDENTIAL

I/’)

! ;+ /
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ATTITUDES TO BRITISH LEYLAND

We discussed briefly on Wednesday the question of public
attitudes to British Leyland and I promised to extract what
information we had available. The material has been extracted
from an Opinion Research & Communication 'Business Attitudes
Guide' survey entitled 'Image of the Public and Private Sectors
of Industry'. We receive this material on the understanding
that we do not publish any of the findings or quote from them
in speeches - we are, however, free to use the results for
background briefing. This particular survey was conducted
between 25th and 30th July 1980 and involved interviews with
over 1,000 electors.

In order to put public attitudes towards British Leyland in

the context of attitudes towards other nationalised or
quasi-nationalised industries the table below shows comparative
figures.

Confidence in Management of Nationalised Industries

Q. I am going to read out a list of the main nationalised
industries. Can you tell me, according to what is on this
card, how much confidence you have in the people running
. eachione. ' %o ; _
(Scale used: A great deal of confidence, Quite a lot of confidence,
Not much confidence, No confidence at all).




Confidence Rating*
%

Hvi+h,h Alrways , +47
B.N.0.C. +47
‘Gas Boards - : +29
Post Office +17
Electricity Boards +9
N.C.B. : AL RARTS L N S . i +2
British Rail AT 8 -25
National Bus Company ] “ui ¢ -29
British Leyland : ' -49
B.S.C. -54

*compiled by subtracting those say 'a great deal of confidence
and quite a lot of confidence' from those saying 'not much
confidence and no confidence at all'.

Unfortunately in the other questions ORAC asked about
nationalised industries they did not include British Leyland

- I found this so strange that I needed to check with them

on Friday - I hoped they had further information which was

not in their report - they do not. For background a photo-copy
of the appropriate section of the ORAC report is enclosed.

As we discussed with Norman Strauss we will include questions
on unemployment and the nationalised industries in our forthcoming
major survey. Unfortunately the results of this will not be

available for at 1easﬁ six weeks.
e
// LT
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Walters
Wolfson
Ingham

10 DOWNING STREET

From the Private Secretary January, 1981.

D{;ﬂ, fduq

As you know, the Prime Minister held a further meeting this
morning to discuss the Government's response to the BL corporate
plan. In addition to your Secretary of State, the following were
present: the Chancellor of the Exchequer, Sir Robert Armstrong,
Mr. Ibbs, Mr. Mountfield, Mr. Wolfson, Mr. Hoskyns, Mr. Walters,
and Mr. Duguid. They had before them Robin Ibbs' minute of =
19 January, and Sir Michael Edwardes' letter of that date to Sir Keith
Joseph. -

f

Mr. Ibbs first commented on his minute and the speaking notes
attached to it which were intended for a possible meeting between
the Prime Minister and Sir Michael. The group had decided
provisionally at their previous meeting on 16 January on a strategy
of supporting BL's plan, but on the explicit condition that they
disposed of as many of their assets as possible by mid-1982.

They had ruled out the early closure of the volume car business
as politically unacceptable; equally, they had ruled out giving
carte blanche approval for the plan. The strategy proposed, which
was intended to remove BL from Government ownership as early as
possible - and if disposal of volume cars did not come off, to the
latter's closure - seemed to be the best compromise available.
The main object of the meeting with Sir Michael was to persuade
him to accept this strategy. Although he was not absolutely
indispensable, it was extremely important to get him to agree

to it. For if he refused, and resigned, there was a significant
risk that confidence in BL would disintegrate; moreover, the
Department of Industry did not seem to have an alternative
candidate for the chairmanship.

In discussion, the following points were made:

i) The difference between the proposed strategy and
Sir Michael's was not perhaps quite as great as had appeared
at first sight., Both sides agreed that volume cars
should be kept going for at least two years, and both
sides were looking for disposals, Their differences
were about timing of disposals. Sir Michael was
reluctant to sell off the profitable parts of the
business immediately because he felt this would
undermine the prospects of selling off, or finding a
collaborator for, the business as a whole. By contrast,
the group felt that any such disadvantages would be more
than balanced by the likelihood that, once sold off,
the more profitable entities would be more successful
and would cease to be dependent on government funding.

/ ii)
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B ) Sir Michael's latest letter offered a basis for
negotiation., In return for agreeing to fund the Plan
for 2 years, albeit subject to review at the end of
the first year, Ministers might be able to extract
a commitment from him to the disposals strategy.

It was most unlikely that a buyer would be found for
volume cars within two years. Yet closing volume cars
in two years - when unemployment would be higher, when
the LM10 project would be coming on stream and when
the election would be that much closer - would be even
more difficult. Ministers could not be asked to take
a decision now which would tie them to closure in two
years time.

On the other hand, the possibility of finding a buyer
should not be ruled out. For example, it was possible
that Ford might be interested in purchasing BL volume
cars when their own cash flow problems became easier.
Furthermore, from a political standpoint, closure in

1982 might not be as difficult as had been suggested.

The strategy of putting the business on the market,

and it being seen to fail, might make closure more
defensible; and so would the implementation of Quicksilver,
assuming it came off. And although there would certainly
be a major row if the business was closed, it would also
be welcomed by many people and by the vast majority of
small businessmen.

Summing up, the Prime Minister said that the group were
broadly agreed on the approach suggested by Mr, Ibbs. .But.since
it had yet to be endorsed by Cabinet colleagues, the meeting with
Edwardes later today should be exploratory; and as such, it should be
conducted by Sir Keith and the Chancellor. The objective should be
to spell out the Government's reservations about the Plan, persuade
him of the necessity of early disposals, and test his willingness
to accept this as a condition of support for the Plan. He should
be asked to consult his Board tomorrow, after which it might be
necessary for Ministers to see him again before taking the issue
to E Committee and Cabinet on Thursday morning.

I am sending copies of this letter to John Wiggins (HM Treasury),
David Wright (Cabinet Office) and Gerry Spence (CPRS).

Ian Ellison, Esq.,
Department of Industry.

K
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— ~ NOTE OF A MEETING HELD AT NO.11 DOWNING STREET AT 7:»30. P..M. ‘l
ON TUESDAY, JANUARY 20TH 1981

Present:

Chancellor'of the Exchequer
Secretary of State for Industry
Sir Michael Edwardes

Mr. R. Holmes

BRITISH LEYLAND

The Secretary of State for Industry said that despite Sir Michael

Edwardes' stalwart performance, and the progress he had made,
BL was still not viable; their plan was not a commercial plan
and would not get cnmmgpgial money . The Government faced two
clear possible courses of action:-

(=

(i) To back the BL plan, at horrific financial and
heavy political cost; and

(ii] To close the major part of the business - but this
had very substantial costs also.

He therefore wanted to explore the possibility of any way between
these two alternatives, and would like the advice of the BL's
Board. The Government and the Board had a common purpose, to
get BL viable and back into the private sector; would the

Board agree to seek to merge or sell the business within a
_specified timescale? He suggested a public commitment to this
course, and emphasised that it would not be a commitment to

eventual closure, although that could not be ruled out. He
—1_
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contemplated that some part of the cost of the BL plan might
perhaps be paid as a dowry to the eventual purchaser; his
objectiva was to get BL off the taxpayers' back, even at some

cost. -

‘2.  Sir Michael Edwardes began by describing the steps BL would

take if the Government agreed the two-year funding they had
requested. The delay on the.part of the Government was already
delaying the action BL wished to take. As .soon as the funding
had been agreed, Sir Michael Edwardes would approach WW and Honda

in that order. His idea was to persuade WW to take a stake in

the BL cars problem areasy he would offer a 30 per cent equity
share as a gift, and would undertake not to ask VW for cash for
three years - thus any cash provided by the Government during
this period would not dilute the VW equity. The intention was
to make the eventual profitability of the business more certain
by bringing in a much more powerful manufacturer. If after
three years there was a clear trend towards profitability, then
VW would have an option to take over control; but if little
progress had been made despite the best efforts of VW and BL
together, then VW would have an option to withdraw. But At

they stayed in, they would thereafter have to provide funding

in proportion to their stake. BL would also allow VW initially
to take a 40 to 50 per cent stake in Land ammrgﬂélthaugh they
would not concede control at this stage. This would have the
attraction for VW that they would be able to act as distributors
of LR in various parts of the world. Leyland Vehicles and
Unipart would not be part of the arrangements for the time being.

3. Whatever the response of VW, Sir Michael Edwardes would

then go on to open up the possibilities with Honda. He thought
there was perhaps a better chance with the latter, who already
wanted BL to assemble their cars. If one or both were willing
to accept the propositions, then BL would prepare a detailed plan.
This "general solution” was Sir Michael Edwardes’ preferred
‘approach; but on the whole the BL management would prefer a
more limited approach under which WW would be brought in on LR

-l
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and Jaguar, while Honda were brought in on BL cars (building

on the arrangéments already made for ‘the Bounty). If, however,
the Government were unwilling to grant the two year funding,
overseas manufacturers would not be willing to listen. There
would be no prospect of a deal if BL were to be seen to be going

back into the melting pot in eight months time.

4. The Secretary of State for Industry asked why, if BL
contemplated control passing in three years to a foreign manu-

facturer, they could not find a foreign manufacturer willing to

take control now. Sir Michael Edwardes said that no US

manufacturer would be willing or able to do so; Ford would be

in very severe financial difficulty unless Chrysler were to cease
to trade, / Japanese companies had so far shown themselves readier
to talk than act; and their general preference was for shipping
cars from Japan for as long as possible. (The proposed

Nissag‘gresn field operation (about which BL had learnt in great
confidence) would just about offset the impact of the Linwood
closure, which would be inevitable soon - and Sir Michael

Edwardes feared that Nissan might use the prospect of their deal
as a smokescreen for continuing vehicle exports from Japan.)
There was no prospect of Nissan directly helping BL, although

the prospect of their operation might help to persuade VW or

Honda to collaborate with BL, How were European manufacturers better placed
at present: Peugeot were expected to lose £140 million this year, while VW
profits had fallen by 60 per cent.

5 The Secretary of State thought Sir Michael Edwardes'
"general solution” much less attractive than outright sale of

the business. Sir Michael Edwardes thought outright sale

absolutely impossible in present market circumstances; they had
talked to practically all major car manufacturers throughout the
world over the last three years. If the Government wanted to
close BL, then the present Board would be willing to undertake
this task, but they would not be able to continue to run the
business if the Government in effect advertised it for sale. _ Some

kind of collaboration with a Strnnger foreign manufacturer wéZE?T‘”’
e |
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be essential for the longer term survival of the business, since
Ejthuut it BL would be unable ta fund a ne@_&gneratiun of engines.
But a statement now by the Government looking to a merger or sale =
of the business rather than collaboration with a foreign manu-
facturer would make his negotiating position extremely difficult.

If collaboration on acceptable terms were to be achieved, the

deals would need to be arranged privately, and time would have to

be allowed for them to mature. It would be important not to
announce in so many words at the outset that the ultimate objectivs

was the transfer of control. ! F

-

6. The Chancellor asked why - if Sir Michael Edwardes’ approach
was correct - more headway had not already been made. Sir Michael
Edwardes said he had spent eight months in negotiation with BNMW,
and had only very narrowly failed to achieve a deal with them on
the lines of those he now had in mind with BW and Honda - the
Chairman of BMW had been in favour of the arrangement, but had
been unable to carry his Board. Now that the Metro wes clearly
seen to be successful (although restriction of sales to the UK
market meant that it was not yet making sufficient profit)

the prospects of negotiating a successful collaboration arrange-

ment had greatly improved, and collaboration would also improve
the prospects of selling the Metro in overseas markets. '
Sir Michael had found VW and Honda reliable firms with which to
deal, and he would make clear to each that he was talking

simultaneously to the other.

7. The Secretary of State for Industry said that under

Sir Michael Edwardes' preferred solution the UK taxpayer remained
BL's only paymaster; could not BL make more of the assets they.
had - a strong dealer network, a substantial market and the
advantage a defensive alliance with them would afford in meeting
-Japanese competition? Sir Michael Edwardes said BL's objective
was to make the best use of the assets they had; they wished to
avoid doing anything which would Eat in the way of an "organic
recovery” of the business, while at the same time exploring all

S.E CiR.E o




possible avenues for collaboration and merger.

8. The Chancellor asked whether, in view of the fact that
collaboration might well fail, making total closure of the volume

car business unavoidable, it yould not be better to sell off now

any parts of the operation for which bidders could be attracted.

Sir Michael Edwardes said that if anyone had been willing to take

over certain parts of BL over the last two years, they would have
agreed. Thus they had failed to get any company to take

Seneffe off their hands - even Japanese manufacturers preferred
to ship cars rather than assemble them in Europe. Now they

were about to announce the closure of this plant. But they saw
no advantage in selling LR now for, say, £100 million, since

this would merely make it much more difficult to do anything
except close most of the rest of the business. The prospects

of selling Jaguar in present circumstances were less good,
although it was possible that an overseas manufacturer might buy
it despite its losses and need for new investment. However, the
sale of LR and Jaguar would be likely to lead to some erosion of
the dealer network, and would greatly worsen the prospects for
collaboration. The BL Board would be willing to sell LR and such

other parts of the business as they could, and close down the

yolume car business: but they were not willing ta sell LR if

they were still required to go on trving to salvage the volume

bnd their cars business, / The separation of the present business into the
position four parts would enable the management to concentrate more on the
problems of BL cars; but if LR and Unipart were no longer
available to supply products for the dealer network and as elements
in collaboration arrangements, then the management would conclude
‘that the rest of the enterprise was doomed. On the other hand,
if the plan went ahead but it nonetheless proved necessary in

due course to close BL-caPs, then Sir Michael Edwardes expecfed
LR and Jaguar to fetch much more in better economic circumstances
“than they would do at present. The division of the business
into the four parts had already begun with the splitting off of
Leyland Vehicles last week; BL had always intended to undertake

SR
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Ehis reorganisation in the cuurée ofllgﬁl, and they now expected

that LR and Unipart would be separated out by June. The process
would certainly help towards eventual disposal, although because
three of the four parts had hitherto been one bargaining unit,
there was still likely'to be trauhle with the trade unions.

g. The Chancellor asked about the prospects for industrial

relationsin BL; BL had on a number of occasions been pushed to
the brink before the management got their way - could they not
achieve their objectives in a more civilised way? Sir Michael
Edwardes thought this should be possible, although it would take
longer than people now hoped. The difficulties he had were
illustrated by a recent conversation with Moss Evans; Evans had
said about the recent difficulties at Longbridge that the
authority of the TGWU ' had been so far eroded that he had to

" support his members. Sir Michael Edwardes had pointed out that
either the plant would close, or the union would get another

e

bloody nose. But Moss Evans, although friendly, had been

——————— .

unwilling to change his position. Sir Michael Edwardes saw BL
as currently acting as a lightning conductor, so sparing other
businesses major difficulties on pay. He thought Ford would
have found it impossible to stick at 93 per cent had it not been
for the example of BL. Nor was the position in BL as bad as
-the media sometimes implied; the workforce were not sullen, and
they had last week produced 6,000 cars at Longbridge for the
first time in seven years. Moreover he had made clear to the
30 most senior shop stewards that equity shares would be sold

in substantial parts of the business, and they had accepted this.

10. The Secretary of State for Industry asked about arrangements

forresiewing and monitoring BL's performance if the Government were
to agree to their demand for two-year funding. Would BL be
willing to accept a review after, say, a year? Sir Michael

Edwardes offered the text of an understanding with the Government

on this point, which made it clear that continuing injections of

-5...
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'Funds under the, plan would depend on the regular measurement of progress
6ver the period (a copy Battached to this record of the meeting);

there was no question of the Government being asked to go on
providing money without any review,even if the plan could not be
achieved as the result of a further deepening of the recession or
a’further adverse movement in the exchange rate.

11. The Secretary of State for Industry asked how far BL and the
Government could get in drafting an agreed statement of the
objectives of collaboration and merger arrangements. He showed
Sir Michael Edwardes the draft statement attached to the speaking
notes provided by Mr. Ibbs for the Prime Minister on 18 January
(copy attached). Sir Michael Edwardes offered a draft public
statement on collaboration which had been prepared following full
discussion by the BL Board. He thought there was already a
substantial common ground between BL's approach and that of the
Government. He would be ready to accept most of the draft
offered by the Secretary of State, although he would prefer to
talk about encouraging the participation of private capital rather

than "returning the BL businesses to private ownership”, and he

would wish to avoid any explicit mention of a possible merger,
since this would result in the media constantly asking about
progress towards it and criticising BL for not having already
achieved it. He proposed therefore to conflate the two documants
" prepared by BL with that offered by the Secretary of State in a
way which would come as close as possible to the Gavernment's objectiv=s
‘as he understood them. Following a Board meeting on 21 January, BL
would report back to Department of Industry officials before

noon that day. He was anxious for an announcement of the
Government's decision on funding the BL plan as soon as possible;
if news of the proposed pnissan operation broke first, observers
round the world would assume that future funding o$ BL had been
put in question by this development.

w

A.J. WIGGINS : A
21 January 1981 SIELCURIELT
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Draft Statement

The Government has received the 1981 Corporate Plan from the
company's Board. Because it is our main objective to return

the BL businesses to'private ownership, the Government has

asked the Board to give particular attention to exploring ways in
which'this can be achieved.

.

For BL Cars, the Board is exploring a wide range of possible
forms of collaboration, and has written to the Government in the
following terms: '

"In the case of BL Cars, the Board sees collaboration

with other manufacturers as a central and integral part

of their strategy for recovery and for removing or reducing
dependence on Government support. This might take the

form of complementary collaborations on major components
or'particular pParts of the business; but the Board would
also welcome, and actively seeks, a relationship of a more
comprehensive kind - not excluding a merger - which might
well grow out of more limited collabofation.“




AIDE MEMOIRE MOE/MINISTERS

CRITERIA - PUBLIC STATEMENT ON COLLABORATION

. It should endorse the Board's clearly stated strateqgy

of pursuing wide ranging collaboration as an important

and integral part of the Plan. There could be involvement
of private equity capital in appropriate sectors of

the business. '

It should make it clear that the Government will support
this approach.

While it will welcome advantageous collaborations of

~ an extensive/comprehensive nature (where commercially
desirable) it must not set specific targets or raise
expectations; it is by no means certain that such
deals can be struck within specific time periods, or
indeed at all.

While it may emphasise the desirability of such deals
it should not suggest that in their absence BL Cars is
necessarily doomed. i

Any public indication that BL Cars needs a merger
to survive, or that Government is determined to detach
itself from BL Cars, will be counter-productive - it
| will frighten off potential collaborators and reduce
the price that could be achieved in any such
arrangement. %

20.1.81.




POSSIBLE FORMULA ON 2-YEAR FUNDING

" The Government has approved the Corporate Plan and BL's
request for £990m to cover the first two yedrs of the Plan
up to the end of the 1982/83 financial year. There will
be regular monitoring of progress under the Plan, and
injection of funds will depend on substantial achievement
of the Plan over the two year period, as stated in the
Chairman's letterof 17th December.

(This approach has the full support of the BL Board.)




Chief Secretary
Financial Secretary
Mr. J. Patterson

Mr. T.P. .Lankester (No.1l0)

PS/Secretary of State for
Industry

Sir Robert Armstrong (Cabinet
= 0ffice) i

b

Mr. J.R. Ibbs (CPRS) ki

Mr. Ryrie *

Mr. Lovell !
J.R. Steele ) Department

! ) of
Mr. R. Mountfield Industry
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PRIME MINISTER

BL

We have discussed this morning's meeting with Alan Walters. It
became clearer than ever today that our best opportunity for
starting the closure of BL is now. There are eight reasons for
this:

(a) Last year we gave them a fair chance; now they say they need
z eight ftimes as much public money, on assumptions that look
optimistic already.

The Board admit that further support would not be commercially
Jjustifiable. This can be published. They have offered to
preside over closure. No resignations are needed.

The Longbridge fiasco has shaken public confidence. We think

most voters would say that BL workers deserved no further
support.

also
The prospect of Nissan will damage confidence in BL; it could/

offset the gloom (but it's only a prospect so far).

BL's demise cannot worsen, and might improve, the prospects
for Vauxhall's and Talbot's more marginal operations - as
well as Ford's.

If there are buyers for parts of BL, they will come forward

now; resuscitation can begin.

BL's cost to the taxpayer is bound to mount further, but
closure in two years' time will be politically more difficult.

Closure would demonstrate the price of failure and show the
country that we really do mean business, and won't be
deflected. We would demonstrate that Conservative policy is
not to tax the small man and struggling private businesses to
support the giant unions and big business.

We think that colleagues could be persuaded by these arguments
given a firm lead from Keith, with your support. John Nott has
circulated a powerful case; John Biffen's minute helps. Although

SECRET
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the Opposition would howl, we could quote remorselessly their own
repeated statements that there would be no further funds once the
£1,000m recommended by Ryder was exhausted.

On the present course, closure could be initiated by the Board at
any moment. Colleagues live with this risk each day, so they
should not regard closure as unthinkable. We think Keith shouldibe
invited to put the case for closure that he made this morning, to
E. At the very least, you might be able to extract from them a
étated willingness to face up to closure in one year's time if the

cost mounts further.

If E could be persuaded to face up to closure, we still think the
best course might be to use this fo negotiate from strength with
Edwardes, asking him to have a really serious attempt at sale or
merger, first, during the next six months. If he was unwilling,
he could be asked to proceed with closure. But the attractions of
achieving a sale are so great that it must be worth attempting

before the axe falls.

Do you not think that Keith should put the case for closure to E?
We would, of course, be ready to help with drafting if required.

I am copying this minute to Geoffrey Howe, Keith Joseph and
Robin Ibbs.

&

\

JOHN HOSKYNS
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NOTE OF A MEETING HELD AT No. 10 AT 1100 HOURS ON FRIDAY,

16 JANUARY
Cc N“'!S'\S'*G

PRESENT

Prime Minister
Chancellor of the Exchequer
Secretary of State for Industry
Sir Robert Armstrong

Mr. Ibbs

Mr. Hoskyns

Mr. Wolfson

Mr. R. Mountfield, Department of Industry
Mr. Duguid

Mr, Whitmore

Mr. Lankester

Mr. Walters

* ok ok k ok ok k k ¥k %

The purpose of the meeting was to consider further the
Government's options in responding to BL's request for funding
of their corporate plan. The meeting had before it John Hoskyn's
note of 15 January and Robin Ibbs' note of 15 January. The
Prime Minister also referred in the course of the discussion
to the Secretary of State for Trade's minute of 18 January.

The Prime Minister began by repeating the view she had
expressed at the previous meeting that there must be a "middle
way", She could not accept that there was no alternative to
fully funding the plan other than closure of the business. There
had been an alternative a year ago - namely, that the Government
should get out of BL as soon as possible and that at least some
parts of the business should prosper on their own; but even
though this had been Ministers' aim at that time, nothing in
this direction had been achieved., She did not believe that
closure of the volume car business would be acceptable to Cabinet
at least in the short run: but she believed that conditions
should be attached to whatevertggrther financing the Government
provided so that closure became /eventual destination, The
Government's aim should be to get rid of the financial liability
of the volume car business in a way which was humane and politically
acceptable. At the same time, the possibility of finding a
buyer for BL volume cars should not altogether be discounted:
as the world economy came out of recession, the prospects
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should improve. It would be worth paying a "dowry'" rather

than have BL volume cars as a continuing liability on the
Government. If the more profitable parts of the business could
be sold off, she was sure that they would be more successful,

The Chancellor said that in reality there was no "middle
way'". The approach suggested by the Prime Minister would almost
certainly mean the demise of BL volume cars, An instruction
to BL to dispose of both the profitable and unprofitable parts
of the business (or to achieve mergers) would be simply another
route to closure of BL volume cars. However, it was possible
that this might be a cheaper method of bringing about closure
than simply withdrawing support. If, on the other hand, it
was decided to support the plan in full, the only hope of
success would be to introduce some measure of protection; but
this was incompatible with our EEC membership.

The Chancellor then quoted the conditions on which the
Chrysler funding package in the United States had been put
together - in particular, the condition that they should go
all out to dispose of assets and achieve mergers, or else
ligquidation would in due course follow. It would be possible
to offer BL money on this basis., But Ministers would have
to be quite clear that, in doing this, they were contemplating

closure of BL volume cars.

Mr. Ibbs said that, in his view, the prospects for BL
taken as a whole, were hopeless. The Government should tell
Sir Michael Edwardes to dispose of BL's assets as fast as
possible. It should be possible to find buyers for parts of
the business other than volume cars. The strategy for the
latter should be to look for a buyer; as it became increasingly
clear that none was likely, the prospects for that part of
the business would look increasingly bleak; and then it would
have to be closed. The Government should support the plan,
including providing finance for the new intermediate car = but
with a view to a quite different outcome from that envisaged
by BL.

/ Mr. Hoskyns
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Mr. Hoskyns said that the choice of alternatives was not
quite as stark . as had been suggested. Closure of BL volume
cars would not happen overnight, and the possibility of a
controlled run down should not be altogether ruled out. Nonetheless
there was a downside risk that the decline of volume cars would
"run away' as the dealer network lost confidence. If the Government
decided on the '"middle way" suggested by the Prime Minister, it
Should be made quite clear to Sir Michael Edwardes that if he
did not achieve sales or mergers within, say, a year, support
for those parts of the business would be withdrawn. To make
disposals and/or mergers possible, the business would first
have to be restructured into separate companies: the current
reorganisation of BL was one step in this direction.

Sir Keith Joseph said that Sir Michael Edwardes was very

opposed to the idea of a "dowry'" being paid to a potential
purchaser of volume cars: this would, in his view, undermine all
the discipline that he had built up. Mr. Walters pointed out
that this assumed that the purchaser would take on the existing
labour force, though to avoid this would no doubt require
receivership first. In response to a question about the impact
of the higher short run PSBR which might result from closure,
Mr. Walters said that the interest rate effect would be adverse;
but closure would have a positive effect on activity insofar as
it reduced real wages.

The question was then raised as to whether the Nissan project
could be expected to compensate for the closure of BL volume cars.
Mr. Mountfield said that, if implemented, the project would involve
200,000 units by 1986; but in his view, it was still very much
in doubt. He thought there was a slightly better than even chance
that they would - in the light of their planned feasibility study -
decide to go ahead with the proﬁect.

The question of whether Sir Michael Edwardes would be prepared
to stay on as Chairman if conditions on the lines proposed were
imposed was also raised. It was pointed out that, once the
Nissan proposal became public and also the hiving off of Prestcold,
the situation would have changed somewhat; and in these
circumstances, he might be williﬁg to stay.

SECRET
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Sir Keith Joseph said that perhaps the option of demanding

a cut in money wages should be considered further as a condition of
funding. It was generally agreed that this was not worth pursuing.

In conclusion, the Prime Minister said that the option of

supporting the plan but on condition that BL disposed of their
assets rapidly and/or arranged mergers seemed to her the best
‘available. But more work needed to be done on what precisely
should be said to Sir Michael Edwardes, and what specific decisions -
and when - had to be taken. The whole issue would have to be
brought before colleagues - and they would have to be told that

the implication of the proposed strategy was the likely closure

in due course of BL volume cars; but before doing this, she and

Sir Keith Joseph would see Sir Michael Edwardes. The CPRS, in
consultation with the Department of Industry and the No; 10

Policy Unit, should prepare a speaking note for such a meeting

and a note setting out the various decisions that would have to

be taken, taking into account various contingencies such as

Sir Michael's possible refusal to go along with the strategy. These
notes would have to be considered at a further meeting of the

group the following Tuesday, and a meeting with Sir Michael Edwardes
would be set up after that meeting, probably for the Wednesday.

it

Distribution: Robert Armstrong
Ibbs
Hoskyns
Walters
Wolfson
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PRIME MINISTER

BL
We have been thinking about the timetable leading up to
an announcement on BL following this morning's meeting.

The latest day for our announcement on BL would seem to
be Monday 26 January - which is just before the Nissan team arrive.
Worﬁzﬁg back from this, we ought to have an_E_geeting prior to
Cabinet on Thursday, and the conclusions would be reported
orally to Cabinet.

We have arranged a meeting for 1100 on Tuesday morning to

discuss what precisely you and Sir Keith should say to

Michael Edwardes. There will be a paper in your box on this

on Monday night, It so happens that BL have a Board meeting

on Tuesday afternoon, and we think it highly desirable that
Michael Edwards should know in Egneral terms before that meeting -
so that he can tell his Board he is seeing Ministers shortly —
that he is to be called in. In that way the Board meeting can

be a "holding opergtion". We suggest your and Sir Keith's

meeting with Edwardes should be on Tuesday evening - at uip.m. -
rather than on Wednesday - so that Edwardes can consult his Board
on Wednesday be;;;gnzﬁe matter is taken to E, We think we
shoum Sir Keith's office to tellem E;nday that he will

be invited to see Ministers in the next day-;;-%wo - they

need not specify the time until after the Tuesday morning meeting
nor the fact that you will see him.

Are you content that we should proceed on this basis?

lo puc

T

i’
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LETTER FROM SIR MICHAEL EDWARDES TO SIR'KEZf% JOSEPH, DATED 19.1.81

ol | : b

h v K- -
‘ . Typed Vosion (f mamcat
Dear Keith by l“ Lavo~

wa WA~ -n‘
Wien 1 meet you and your colleagues on the funding issue * °
I would like to enlarge on why we feel it important that funding [!
be agreed for at least two years ahead*. That case will have
3 —
the unanimous support of the BL board.

On a more personal note may I say how difficult it is
to manage BL when the decision on our funding drags on for three

solid months.

Can you imagine trying to maintain morale and seeking simple-
minded commitment to difficult (and often unpleasant) decisions,
while thg funding of the business - beyond a few weeks ahead - is
left in the balance. We have been in that position for a quarter of

a year!

) I T your'Wish is to continue to run the business, but funding is

to be restricted to one year, then in only eight months time we will

be back in the same unworkable hiatus.

I admire the thoroughness with which you and your colleagues
have examined our Plan, bﬁt we canﬁot fun a commercial enterbrise
when the Board, the dealers, the customers, the collaborators,
and the employeeé do not know whethe; we will be in business two weeks

hence. I avoid my banker friends, and competitors draw great comfort

-

from our predicament.

In all the circumstances I hope that you and your colleagues

will be ready to consider ways and means of avoiding this unacceptable




situation recurring in the future: unless of course you were to

ask us to close the business, in which case this plea becomes academic.

PR M Tk
e L ?
" g e

Yours

Michael

* The Board will not abdicate to the unions.




Qa 05224

To: PRIME MINISTER
From: J R IBBS

BL: Speaking Notes

b Attached are speaking notes for your meeting with
Sir Michael Edwardes on Tuesday.
——————

28 The notes have been compiled on the assumption that the
Government's objectives for BL will be:

(1) By early-1983, to have none of the BL Group of companies
. - I
left in Government ownership;

(2) By mid-1982, to have disposed of as much as possible as
going concerns (with injections of additional finance
where necessary), and to be prepared then to plan
for closure of any parts of the Group that seem

unlikely to be sold in this way;

(3) By end-1981, to know which bits are likely to be
e ——
saleable, to whom, and under what terms.

2. It is most important that Michael Edwardes should not gain
the impression that the Government regards BL's prospects as
hopeless, and that it is merely deferring closure as a matter of
political convenience. This would give him grounds for a
spectacular resignation.

4., Since this policy of systematic disposal seems more likely
to succeed WEEE Michael Edwardes than witEsEt him, the main
purpose of the meeting will be to secure his co-operation.
However, he should not be given the impression that he is

indispensible.

B He will expect, and I think he should receive, a frank

description of-;E;-Government's new objectives for BL. I consider
it most important, however, that he does‘ggﬁ_pome to interpret the
new policy as one of deferred closure. I doubt whether he would

willingly co-operate in such a policy.
/1
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6. As regards the possibility of his resignation, the concern
is that, if he were to resign on the grounds that he considered
that the Government had rejected his plan, this could damage the
Government's position and could perhaps set in train events that

would lead to the uncontrolled rundown of the Volume Cars business.
s I suggest the order of the meeting might be:

(1) To inform Michael Edwardes of the Government's new

policy on BL;
——————

(2) To invite Michael Edwardes (and his Board) to preside
= H
over the systematic disposal of BL;

(3) To explain how the Government would assist them in
this task;

(4) If he looks like accepting, to listen to his reservations
and suggestions;

(5) If he looks like refusing, to find out precisely why

and give him time to reconsider. (He should be
manoeuvred away from resigning at this meeting);

(6) If he asks for time, perhaps to carry his Board, to
say that we must know their views by Wednesday evening.

8. Handling notes are also attached.

0. I am sending a copy of these papers to the Chancellor of the
Exchequer, the Secretary of State for Industry, Sir Robert Armstrong,
John Hoskyns, David Wolfson, and Alan Walters.

/
{/?7
\/

19 January 1981 =
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SPEAKING NOTES (Prime Minister in the first person)

The Government's New Policy for the BL Group.

1 Until now, the Government's policy has been for the
BL Board to nurse the whole group back to viability, with

the ob;ective that the businesses would be returned to
prf?ﬁfg-ﬁﬁﬁership once they were again trading profitably.
We always recognised that this would take several years.

We are indeed indebted to you for all the progress you have

made so far, most particularly in labour relations and in

launching the Metro so successfully. But, on the Board's

own assessment, the costs have mounted and the timing of .
ATl L L — 17l : e s v

viability has receded. Because of the increased burden this

places on public expenditure, the Government has been forced to

think again.

2 I have consulted my colleagues and we now believe that we

must plan for the disposal of BL, either as a whole or in parts,

on a timescale that will not allow for the problem areas in
————— B et e et e

the Group such as Volume Cars to become profitable again before

they are sold. We realise, of course, that, for this policy

e e

to be successful, the Government may have to make substantial

e ——e
initial payments to the new owners of some of the businesses.
— —————— — %
But that way, we will limit our future financial commitments
without, we believe, taking away from these businesses their chance

of a healthy future.
3. Our intentions, therefore, are for the BL Board:

(1) To use the coming year primarily to find out under
—————————
what terms and to whom each of the BL businesses might
e — - -
be saleable, individually or in groups. Prior to sale
we would expect the Board to keep all the businesses on
the road to viability, by following closely the course

charted ino Their Plan, including the proposals on

reorganisation into separate trading companies;

| S—
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(2) Then during 1982, to complete the return of as much
M 3 . A -

of the Group as possible to private ownership, offering

the new owners financial support on a scale perhaps

similar to that required by your Plan.

4, We would want you to handle this task as you think best.

You may,if you wish, hold the Group intact for the rest of

this year if you judge that that wili_ﬁgfp you pull off a

more comprehensive deal in 1982. Ultimately, some closures

may be unavoidable. But our aim must be to keep closures to a minimum.
Your proposition to Michael Edwardes.

B In asking you to follow this policy, we want to do all

we can to assist you in the complicated task of managing the
businesses in the Group at the same time as you are negotiating
for their disposal.

6. First, because our policy is not one of deferred closure,
we realise we must sustain confidence in BL, particularly among
managers, dealers and customers. Therefore, we would:

—

(a) Accept your 1981 Corporate Plans for BL Cars, Land Rover,
and Unlpart and moat probably for the Leyland Group when
we have seen it in its revised form;

(b) Approve the LM10 project;

—

(¢) Give a firm public commitment to the finance requested

for the next two years, subject to a review at the end of
h P S

this year. We would, of course, still expect the Board

to alert us at any time if there were a significant

deterioration in the prospects of any of the Group's

businesses.

e Second, there is the question of public presentation of the
new policy. Since negotiations for sale are bound to leak, we
might all feel it best to forestall rumours by issuing a
carefully worded statement (see Annex) at the same time as

we announce approval for the Corporate Plan.

2
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8. Finally, I want to repeat that we will give you complete
freedom to handle the task in whatever way you think best to attain
O — :

our new objectives over the next two years. Obviously,

you will keep Keith Joseph informed of any major developments,

bt we have no intention of chasing you for early results.

We shall need to take stock by the end of the year of what

looks achievable and what remains to be done to return BL's

businesses to private ownership. In particular, we shall need
to know by then what terms would make the businesses saleable

and to whom.
e ——

)
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HANDLING NOTES

Handling Michael Edwardes' Response.

4l It is most unlikely that he will give an immediate firm
résponse. He may well want to consult his Board. Board members
have been asked to stand by for a meeting on Wednesday. He must
understand that you need to know his own views, and also those
of his Board, by Wednesday evening at the latest.

2 If he looks like accepting, let him express any reservations

or suggestions he may have, but it is probably best to leave
discussions on details to Keith Joseph and officials. You should
encourage him to carry his entire Board with him.

5. Once he has accepted,we envisage a private exchange of letters
confirming the new policy. As to public presentation, a letter
from Edwardes consistent with the Annex should be sufficient.

4, If he accepts the principle, but says that it will take more

than two years, explain that the Cabinet needs to have a firm
target date, though a specific proposal from him, which he believed
could be delivered given flexibility on timing, would certainly

be looked at on its merits.

B If he looks like refusing, establish as clearly as possible his

reasons. Avoid accepting a refusal at this stage by giving him

time to reconsider. If necessary, invite him to return on

Wednesday evening, by when all parties will have been able to
reassess their position.

6. If he proposes to resign, again establish the precise grounds
which bring him to this view. Tell him that such a reaction is

premature, and emphasise the exploratory nature of the meeting.

7L If he gives no indication but asks for time, explain that
the Cabinet needs to take a view on the BL Plan this Thursday.
For this timetable to hold,you must have his final decision
by Wednesday evening.
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Draft Statement

The Government has received the 1981 Corporate Plan from the
company's Board. Because it is our main objective to return

the BL businesses to private ownership, the Government has

asked the Board to give particular attention to exploring ways in
which this can be achieved.

For BL Cars, the Board is exploring a wide range of possible
forms of collaboration, and has written to the Government in the
following terms:

"In the case of BL Cars, the Board sees collaboration

with other manufacturers as a central and integral part

of their strategy for recovery and for removing or reducing
dependence on Government support. This might take the

form of complementary collaborations on major components

or particular parts of the business; but the Board would
also welcome, and actively seeks, a relationship of a more
comprehensive kind - not excluding a merger - which might
well grow out of more limited collaboration."

SECRET
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OBJECTIVE OF MEETING WITH B.L.

There are two diametrically opposed alternatives :

155 To get Edwardes to withdraw his plan, i.e. to state
publicaf#fly that B.L. is not viable. (If so, work
should be done to prepare colleagues and to prepare
our media approach to the announcement. Bearing in
mind that in the public eye, as the regional editors

confirm, Michael Edwardes is presently seen to have
done a good job in partially turning B.L. around).
Politically this alternative is not on at present, but
care must be taken that it does not become the outcome
by accident ! If you tell Edwardes that you have
no hope for the plan, and are giving him the money as
a welfare organisation, he might go.

To get Edwardes to :

1ES Stay on.

25 Take firm action to divide B.L. into
saleable parts and
Sell off Land Rover, Jaguar, etc., within
l - 2 years, with dowries if necessary, and
Find a partner for the volume car business
if outright sale is not possible.

How will this be achieved ?

G I would suggest by a meeting of Edwardes,
The Prime Minister, Sir' Keith Joseph and
Robin Ibbs. (Plus John Hoskyns).

Prime Minister to say that CPRS and Policy
Unit have been studying the plan with

Department of Industry officials and have
advised the Government on it. The Prime
Minister and Sir Keith would like Edwardes




to hear the Governments view and hope
that this discussion will lead to a
programme upon which they can agree.
Prime Minister to ask Robin Ibbs, who
is probably best prepared on detail, to
explain the Governments view.

Robin Ibbs to endeavour on commercial and
political grounds to get Michael Edwardes

to agree to 2.A. programme above. Must

point out that the benefits to the U.K.

economy of B.L'shrealism“are immense. Sale

of parts in itself one of the benefits and
Government is prepared to accept lower price
now in return for the example of privdtisation,
which might be encouraged thereby in British
Steel, Shipbuilders, etc.
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, THE PRIME MINISTER

FUTURE OF BL

I shall be in India when discussion is resumed in E Committee
on the future of BL. There are some points which I should like
to have made.

FPirst, I am struck by the optimism implicit in the arithmetic
of the Corporate plan on the public finance necessary to secure
an enterprise which, on Sir Michael Edwardes' own figures, will
barely begin to show a positive cash flow after five years'
support.

I recognise that officials do not challenge any of BL's
assumptions as unreasonable. But any of these could go wrong
and arithmetic depends on them all being about right. Thus, the
exchange rate has to stay roughly the same, even declining a
little; reasonable pay settlements are needed, continuing well
forward even after two satisfactory years of unprecedented
modesty already; labour disputes must be rare enough to justify
output assumptions; inflation has to be adequately reflected in
investment costs; and the investment programme itself has to be
adequate.

Is it realistic to suppose all these assumptions will be realised?
I doubt it. In fact, have BL asked for enough money to go
forward, let alone to be attractive to potential partners?

And have we thought enough about support which we might also

SECRET
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need to offer - for instance to the components industry - if
jthe economy more generally is to reap significant benefit from
keeping BL going?

Second, we have decided (I am sure rightly) to welcome Nissan
with its plans for the fleet market. But the central plank of
BL's planning is the ILM10 family. I am not convinced that we
have faced up adequately to the adverse impact on this from
Nissan's rivalry.

I!see that we are asking Nissan to think about two models instead
of one: but if Nissan are ready to consider this, the second

model will presumably still be chosen to fit their basic strategy -
the fleet market. I am aware that Edwardes' oral reaction has
been cautiously constructive. But BL's written warning in their
plan is that their calculations rest on no further Japanese
penetration of the European market.

If mandatory import controls were proposed (either as part of
the basic strategy or more particularly to dilute the impact of
Nissan's investment) we should, of course, need Community
approval - as we shall need their understanding on funding for
BL and the realisation of Nissan's inward investment plans.

It would be a tall order to ask for all three — even if we are
prepared to contemplate that controls could have far-reaching
and unpalatable consequences for British industry generally.

Third. The options are essentially two - to reject BL's request
(with grim consequences for unemployment and immediate public
expenditure flowing from ligquidation) or to find a sum which would
fund a corporate plan anchored on & new medium car range.

SECRET
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, But if we go for the latter, I believe we should do so only
after first deciding what are our real expectations and
intentions for BL's future; and, in that context, after
discovering what co-operation we can get from Edwardes and his
team.

Given the arithmetic and bearing in mind BL's very modest
position in the world manufacturing league, I do not think it

ig satisfactory simply to debate the cost of liquidation compared
with the suggested cost of the corporate plan. Edwardes
categorically admits that the latter is not a commercial
proposition and he implicitly recognises BL is not viable on

its own.

If we are to justify this order of expenditure then it must
surely be for @ more decisive objective, namely-to groom BL for
sale - either corporately and gquickly (whether to a consortium or
to a single buyer) or after the proposed break up into its
component parts as soon as possible thereafter to suitable
partners. Successful sale clearly depends on avoiding a public
split with Edwardes and preferably securing his active
co-operation: so we should disclose our objective to him and
invite him to discuss the alternate strategies for getting there.

PFinally, as I have already suggested, such an objective also
depends on adequate funding. If we are to avoid the costs of

rescue plus those of subsequent closure, we may have to be
ready to face higher initial costs.

SECRET
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I am copying this minute to other members of E Committee,
Robin Ibbs and Sir Robert Armstrong.

Nl 1R

Department of Trade
1l Victoria Street
London SW1H OET

|b January 1981
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Policy Unit
PRIME MINISTER

-

BACKGROUND

At your meeting on Monday, 12 January, you ruled out a refusal to
support the Plan which would lead to the early closure of BL.
However, you were reluctant to accept the Plan as it is, and asked
us and officials to look for a '"third way'".

We have discussed this with CPRS, Department of Industry and
Treasury officials. We have considered whether a third way exists

— e

along any of the following lines:

(a) Trimming BL's capital expenditure programme.

(b) Increasing pressure on Edwardes to pursue the 'sell or
merge' option. e

Our note of & January considered whether there should be any

special conditions placed upon Edwardes (eg a nominal wage cut)

and the scope for committing funds for a more limited period. We

have nothing further to say on these points.

CUTTING BL'S INVESTMENT PROGRAMME

Cancelling LM10/11/12 family

The largest single item in BL's capital investment programme is
the ILM10 family, due to cost £366m over the next 5 years (£37m in
L -

g, SRR Y
1981). This new medium car is so central to BL's present Plan
that to drop it would amount to rejecting that Plan. The Policy
Unit thinks it is just conceivable that the Board could find

another cheaper way of filling the medium car slot in their range -
eg importing and "badging' someone else's car - but this would
herald a large-scale contraction in BL's activities, quite probably
producing work force resistance. Dol believe the confidence of
dealers will also be affected, but we doubt whether they would
mind where the medium car came from - provided they knew one was
coming. But the present Board do not think this is a feasible
course of action.




We do not think the Government can say to the Board '"We don't

like your Plan, but we want you to do this Plan instead', because
Governments have no competence to draw up corporate plans. However,
the Board have said the Plan is not a normal commercial risk, and
that only Government can decide whether the investment is worth-
while from the national point of view. It is entirely open to
Government to ask the Board to manage a "slow closure" as slowly
as possible - disposing of as much as possible.

We understand the Board would be willing to preside over closure

if asked to do so. Closure would not happen overnight. The process
might be extended over a year - perhaps even longer - with the

bulk of the redundancies occurring as the next upturn begins. It
would become clear that some mix of closure and disposal was the
outcome and there would be a risk that the process got out of
control due to work force opposition. But once it was clear that
the "slow-close" decision had been taken, such resistance would soon
be seen as pointless - merely making things worse. Dealer
desertions would increase, but would be gradual for a number of
reasons: they have invested in stocks and servicing BL cars; many
would have no-one else to go to; when some deserted, this would
leave more business for others. Similarly, BL cars would not

become instantly unsaleable, just as Chrysler cars have not become
unsaleable in USA. With a huge stock of BL cars on the road,
component manufacturers would continue to supply spare parts. But,
while the process of decline might be slowed down, it would not

be reversible.

Closure apart, the only scenario on which cancellation of the LM10
family makes sense would be if cancellation followed a merger with
another company - who would supply the medium car for the combined
range. The Policy Unit believes this could still be the outcome,
but only if the right collaborative partner is found quickly

before the bulk of the LM10 investment takes place. Even then,
there would need to be a battle with the unions to push it through.

Deferring the LM10 family

We have also considered whether there is any point in deferring,
rather than cancelling, the LM10 programme. This could save a
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maximum of £37m of BL's planned expenditure in 1981. But BL's

need for a replacement medium car to replace their most uncom-
petitive models is universally recognised as overdue. News that
this pressing need was being delayed after so much management

effort to speed it up could only be interpreted by management,

work force and dealers as a clear signal that it was to be cancelled
later. The effect on confidence and lost market share would almost
certainly add at least £37m to BL's negative cash flow in 1981. We
see no merit in this idea at all.

EXTRA PRESSURE ON EDWARDES TO SELL OR MERGE

Our note of 9 January concluded that the best alternative to
closure lay in giving Edwardes new terms of reference. We proposed
that Edwardes should send a private letter to Keith indicating the
priority that the BL Board now attaches to finding a partner, and
explicitly not ruling out outright sale. We have suggested that
this change in his terms of reference should be put very clearly

by you to Edwardes when you meet him.

We now think that this pressure could be strengthened a little
further by making part of the proposed letter public. The
published version would read like this:

"In the case of BL Cars, the Board sees collaboration with
other manufacturers as a central and integral part of their
strategy for recovery and for removing or reducing
dependence on Government support. This might take the form
of complementary collaborations on major components or
particular parts of the business; but the Board would also
welcome, and actively seeks, a relationship of a more
comprehensive kind - not excluding a merger - which might
well grow out of more limited collaboration."

We are not suggesting that the public letter should refer to out-

right sale, because the Board will feel that it would undermine

confidence. But we still attach importance to a clear understanding
that the Board will look for an outright sale (to be recorded in’
a private letter).

We see three advantages in a public letter which refers to a
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merger:
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It would strengthen the pressure on Edwardes to pursue
this with vigour.

It would make it easier for Edwardes to talk to several
companies at the same time, with less secrecy and reticence
than hitherto. This could speed up the process.

It might introduce an element of competition among those
potentially interested in BL - or parts of it. Part of the
motivation for controlling BL's dealership network could be
to prevent a competitor from doing so.

We are not suggesting that finding an early buyer for BL will be
easy. Nor are we suggesting that it could save any of the £1.1bn
now being sought. We expect that a Government commitment to that
amount of money would be a necessary condition of any sale or
merger. But a merger might make it possible to limit Government
funding to this amount, whereas we believe the chances are that
BL will end up costing much more if it is not sold - or o Bl ey
supported and then has to be closed. The cost of supporting a
merger proposition would have to be considered by Government once
negotiations had started.

We do not know whether Edwardes would be willing to see a commit-
ment like this made public. You would need to explore this with
him. He might feel that the reference to a merger would undermine
confidence and management morale. If so, Dol and Treasury officials
do not feel that the gains from making it public would be crucial.

The Policy Unit, on the other hand, thinks that Edwardes' willing-
ness to make this public could be a touchstone of his seriousness
about it. As we argued in our earlier note, we see no case for
continued support for BL unless Edwardes is willing to make our
ownership strategy his number one priority.

NEXT STEPS

Once you, Geoffrey and Keith have considered the issues raised in
this note, we think you should see Edwardes, preferably privately
without other members of the Board. You could assess his commitment

CONEIDEITIA!
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to a serious attempt at eventually ending the Government's owner-
ship of the business. We see advantages in seeing him on Sunday
or Monday before E Committee: your negotiating position with him
will be strongest if no decision in principle has been taken; and
his responses may affect the choice you put to E Committee on
Tuesday.

I am copying this minute to those who received the previous note

of 8 January.

J

JOHN HOSKYNS

FANTINEY
- o uB i by
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Tois MR TER
From: J R IBBS

BL: A Middle Way

1e The Prime Minister has asked whether there is a
middle way. She has also asked for a second look at John
Nott's suggestion that much of BL could be salvaged if the

Government pulled out.

BL's Volume Car Business

UG?G‘:‘LQ. The CPRS view is that the Government's objective should
\IEf\:ﬁ: be to get out of BL as soon as it can. The difficulty is
e the Volume Cars business. At best, this would be extremely
hard to dispose of but it should be possible to sell most
of the rest of BL.

3 For reasons that have been clearly established, it is

not feasible to envisage closing down the Volume Cars business
within the next few years unless closure is brought about by
labour relations difficulties or a collapse of sales.
Furthermore, if Volume Cars is to be kept going it will

be necessary to approve the IM 10 family, even though finance
should not be committed irreveocably more than a year ahead.

4, The alternatives therefore for Volume Cars are either

to continue to run this business on the basis of the Plan,

at least for the time being or to find some way of making

it sufficiently attractive to entice another motor manufacturer
to take it on. It is just possible that this could be brought

about if the new owner were given financial assistance similar

to, but no greater than, the Government's committments

under the Plan. The chances of being able to dispose of

Volume Cars in this way might be much enhanced if the business

could be offered as part of a larger package containing some of
the more desirable parts of the Group.




BL's Other Business

Bia BL's businesses other than Volume Cars form more than half
the total BL Group (see Annex). Their disposal or closure is
nuch more straightforward. It should be possible to find

a buyer for most of the businesses, indeed, some are highly
saleable:

Land Rover is certainly saleable;

Jaguar should be saleable, though some element of
owry may be required. It may be possible to avoid

paying a dowry if Jaguar could be sold as part of

a wider package with say Land Rover;

Unipart is almost certainly saleable;

Teyland's Heavy Truck and Bus Divisions should be saleable;
Leyland's Light and Medium Truck Division may be unsaleable
5u¥ 1t 18 quife possible to envisage i1ts closure;

Alvis, Covent Climax, Aveling Barford, Prestcold and
other peripheral businesses are either saleable or

closeable.

6. The attractions of selling off all or as much as possible
of BL are that:

- the residual problem would be much smaller and more

e

manageable;

the Government's exposure to financial risk would be
reduced, since many parts of the business could become
additional cash absorbers, particularly if sterling
remains strong (however, there would probably be some
increase in expenditure in the first year, for example
from the early repayment of loans);

potentially viable parts of BL, such as Land Rover,
Jaguar, and Leyland Heavy Trucks are more likely to
thrive and to receive the management and other resources
they require if they become part of an already healthy
international motor group;

it would be consistent with the Government's disposal
programme for other state-owned industries.

2
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7 If a policy of systematic disposal were adopted, Sir Michael
Edwardes would have to be told that the Government was not
prepared to continue to support theBL Group as it stands.

It should be possible to persuade him to take on the task

of:a such disposal, on the grounds that this would give the

best chance of viability forthe various parts, including the
possibility of continued existence for Volume Cars. He could

be told the Government appreciates that such a ﬁgggramme would
require time, that certain safeguards would have to be negotiated
(for example, for dealers holding Jaguar and Land Rover franchises),
and that the Government would demonstrate sufficient support
prior to the various disposals to prevent desertion by managers
customers and dealers.

8. The above suggestion embraces a considerable part of what
John Nott envisaged. The main difference is a belief that,
the only way to dispose of Volume Cars would be to offer the
new owner a degree of financial support similar in scale to
that required under the Plam. This would, however, then be
the end of the Government's commitment. If, even on these
terms, Volume Cars cannot be sold, disposal of the rest of

BL will at least have simplified the residual problem.

The eventual outcome would probably be the closure of Volume
Cars when employment, industrial and political considerations

permit .

9. I am sending a copy of this minute to John Hoskyns and
Sir Robert Armstrong.

]

15 January 1981
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CONFIDENTTAT

DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE

W 123 VICTORIA STREET
G S AR LONDON SWIE 6RB

TELEPHONE DIRECT LINE o01-212 2207

SWITCHBOARD 01-212 7676
Sacretary of State for Industry

—_— (B -w o oud” 'L{_January 1981
Tim Lankester Esq o ,fh[ i S
Priyvate Secretary to thekh_! i F”“A'ﬁ
Prime Minister % ;n""\' ;S:"
10 Downing Street e Caah
London SW1 WJ} ¥
n. N

L;kwﬁﬂ’ 3 ey

Thank you for your letter of 1§/5anuary.

2 I understand that there was some discussion at the meeting
on BL chaired by the Prime Minister on 12 January on whether

Sir Michael Edwardes had given the Government an opportunity

last summer to decide to run down the company. IMy Secretary

of State has asked me to write to you about this.

% (Clive Whitmore has told me that the Prime Minister was
quoting from a letter from Sir Michael Edwardes to the
Secreary of State dated 15 May to show that Sir Michael

had only given his views about whether BL could still achieve
the objective of long-term viability in response to a letter
from the Secretary of State. The Prime Minister was, of course,
absolutely correct in saying this. However, it is also true
(and this is the point which my Secretary of State was making
at the meeting on 12 January) that later in the summer the
BL Board volunteered two letters on this subject, as I hope
will be shown by what follows.

4 T attach two copies of letters sent to Sir Keith by the BL
Chairman on 10 and 15 July 1980. The letter of 15 July says:
"I am sure you will wish to view my letter of 10 July in the
context of the BL Board's attitude to the 1980 Plan as set out
in my letter of 19 December 1979 ... The BL Board must there-
fore draw your attention to the fact that, even if we do not
call on you for further funds in 1980, some of the key objectives
of our 1980 5-year Plan cannot now be achieved." However, Sir
Michael expressed the view later on in the letter that the only
practical course of action would be to continue to fund the
business while BL prepared the 1981 Plan for consideration by
the Board and then by the Government.

5 My Secretary of State sent copies of Sir Michael's letters
to the Prime Minister and other colleagues on 2% July under cover
of a minute in which he said he was confident that the right

/course ...
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course of action was to await BL's 1981 Corporate Plan due

in the autumn, and to consider that together with the funding
implications and the options for alternative courses of action
on which the CFRS had some work in hand.

6 The Chancellor supported this line in a minute to the Prime
Minister dated 31 July, and Mr Robin Ibbs concurred in his
minute to you of 1 August. :

7 I hope that this provides the explanation of the sequence
of events which the Prime Minister is seeking.

%W% o

Private Secretary

CONFIDENTIAT
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I am sure that you will wish to view my letter of 10th July
in the context of the BL RPoard's attitude to the 198Q Plan -
as set out in my leiter of 19th Dacember 1279. Although we
believe that we can fund BL at least until December 1980,
without seeking Government funding bcyond the figure agrecd
for this year, ihe fact is that there will be a alganICLJL
shortfall in cauhflow zgainst the Plan, for the reasons given
in wy Jetter of 10th July. This shortfall, Funded frcia
wvhatever source, will incvitably Jmpact on future. .years.

The BL Board must therefore draw to your zttention the fict
that, even if we éo not call on you for further funds in

1980, some of tle key objectives of our 1980 5-year Plan comnot
now be achieved. ' o ;
Koiwithstanding this, we have had scme success in meeting

a nusbexr of our Plan objectives, ndtably the 1979/80 pay

obals, yeductions in manpower, which are ahead of schedule,

&nd the successful product lamches of the T45 truck and

the Morris Jtel, {logether with the iotro which is on

programemz, and shovld be Jaunched on time in mid-October.

The BL Board considers that the only practical course of
action would be to continuve 1o fund the business while we
prepare the 1981 Plan for considération by the Bl Board
ané ihen by you &nd your colleauues. G




The Rt.Hon. Sir Keith Joseph, Bt, MP.,"
Secretary of State for Industry.

15th July 1980

I1f the 1981 Plan cannot demonstxate the prospect of
conmexrcial viability, then we believe that specific
contingency action should be taken - but not until then.

In the meanvhile, we are doing everything possible to
remain within the agreed Government funding for the
current yecar, and we value the co-operation of your
officiale who Have worked closely with us on the
financing problen,
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The Rt Hon Sir Keith Joseph, P
Secretary of State for Industry
2shdown House ;
123 Victoria Street .
" LONDON  sw1 ' 10 July 4980

that the NEB take

the end of July 1¢

Understanding covering the operaticn of the Credit Line
Facility. 1In doing so, the Board feels it is necessary
for you to be aware of our assessment of BL's present cash
position and immediate outlook,

Attachked is a Paper containing schedules which show BL's
current and forecast financing Position, ‘together with an
explanation as to the basis upon which the forecast has been
PrXepared. I would particularly draw ryour attention to the
comparison of this forecast with that made at the time of our
' unds on 15 May 1980. This comparison shows the
deterioration we have experienced in May and June which

leads to a poorer profit expectation for the year. 1n swunary,
this deterioration arises largely from the deepening recession
.in the UK anqg overseas, and from the Worsening in our
competitive position. Furthexmore, our existing product

range has not proved‘strong‘enongh to hold market share.

This is reducing both sales ang inargins in the horie’ market
and in export markets.




The Rt Bon Sir Keith Joseph, mp 10 July 1980

The economic assurptions agreed with Government in late
1979 as the basis for the 1980 Plan have proved to be
incorrect., 1he S in economic circumstances have hag
a trowmatic ef : -Ncss.  The rate of inflation
within the UK, 7 -he strength of sterling,

have hag a sign se impact on our Profit and
cash position, These effects include not only

- Wargin and volumes of business outside the UK but logs of
UX sales to importers whose competitive position is greatly
strengthened by Sterling, together with a reduced margin
48 a result of aggresSive‘marketing actions to achieve

our UX sales.

The attached schedules show that BL requires this further

£50m of equity in July in order to satisfy the covenanted
ratios on our FMediunm Term Loan. Given this additional funding,
our prescent forecast ipgi 3 safety margin of £84m

at the end of July and £80m at the end of rugust. These levels
are below the £100m margin recommended in the Memorandum

of Understanéing, but the Board does not feel justificd

in requesting a further £25m as this would take the safety
margin well in excess of £100m. I should emphasise that
additional equity has a highly geareq effect upon

- For example, a £25m funding in ]

and rejected by the BL Boarg - would reduce the £84m margin

to only £16m. " 7The forecast shcuws that BL will need to call
down the remaining £25nq funding Provided for under the

Credit Line Facility in September. Even then, the margin

in September is forecast to be £64m and it i

certain that the ratios will be brea

quarter (October - December 1980),




The Rt Hon Sir Keith Joseph, MP 10 July 1980

-~

that we should try to avoid a crisis cor any major loss of
confidance in the coming months, so that we have time

to complete the fundamental review which the 1981 Plan
requires.

I hope this letter gives a fair current view of the problems

that are with us now and lie immediately ahead in advance

of our submitting our 1981 Plan documcnt. In the meanwhile
. I would confirm that we are taking every possible action

to conserve cash, while endeavouring to avoid actions which

might demage our prospects of longer term viability.
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10 DOWNING STREET

From'the Private Secretary 13 January 1981

As you know, the Prime Minister held a meeting yesterday
afternoon to discuss the Government's approach to BL's request
for funding of their corporate plan. The following were.
present in addition to your Secretary of State: The Chancellor
of the Exchequer, Mr, Tebbit, Sir Robert Armstrong, Mr., Ibbs,
Mr. Hoskyns and Mr. Wolfson. They had before them John Hoskyns'
note of 8 January, as well as the various papers which had
earlier been circulated to E Committee.

Sir Keith said that, in commercial terms, it would be right
to refuse any further funding of BL. At best, their prospective
rate of return on a CCA basis was 1% by the late 1980s - which
might just be enough to finance new models at that stage. The
much more likely outcome was that BL would have to continue to
depend on Government financing and guarantees for their investment
~in new models. It was true that BL's forecasts were now more
conservatively based than they had been in the past and Sir Michael
Edwardes had done a great deal to improve the internal performance
of the company; but the chances of success were still very slim,
On the other hand, Ministers had to consider the wider implications
of withdrawing support. The component industry would be badly hit
in the short term, and there would be massive PSBR costs (though
he understood that the Chancellor no longer felt that these
" constituted a decisive argument against early closure). There was
also the political aspect. If the Government refused to provide
further support, this might be good for its overall credibility and
.in many quarters would be popular; on the other hand, it might
also be deeply resented insofar as, to many people, it appeared
that BL's management and workforce had begun to perform better.
From a political standpoint, he was marginally in favour of
withdrawing support. But if Ministers collectively took the
opposite view, there seemed no real alternative to supporting the
plan in full, Annual funding would still be subject to perfor-
mance checks, but he did not feel it would be possible to "drip feed"
the company, or for example to omit the financing of the LCI10:
either of these courses would immediately undermine the confidence
of the dealer network and BL's volume sales would collapse.




The Chancellor said that his preliminary view was that,
taking into account the wider aspects, the Government should continue
to support BL. He did not think that the economy would adjust rapidly
enough to take up the slack caused by early closure to make the latter
a viable option. Nor did he think it would be acceptable for only
about a quarter of UK car sales to be provided from domestic sources,
Also, in the short run, financing the plan would involve no greater
cost to the PSBR than closure. But further work needed to be done on
the size and type of car industry that the UK needed. And if it was
decided ,to fund BL's plan, the essential aim should be to put the
Company into a better position for a'merger with another company and/or
to enable it to dispose of some of its operations.

In discussion, it was suggested that the prospect of BL returning
to profitability was virtually zero. Although Sir Michael Edwardes
and his management team had brought about some improvements, the
Company had nonetheless signally failed to meet its targets. Moreover,
whereas Sir Michael had indicated a year ago that he would withdraw
the plan if the Company failed to meet its targets, he had done no such
thing. It was unlikely that he would do so in the future. If the
Government was going to fund the plan, it would be as if the Government
were providing finance for political reasons to a welfare organisation.
At the very least, the Government should insist on BL disposing of the
more profitable parts of its business such as BL vehicles and landrover.
Sir Michael Edwardes had been asked to pursue this course last year, but
had failed to deliver. This must not be allowed to happen again. Moreover,
it was essential to avoid anything like a full commitment to the plan.
It was too easy simply to accept Sir Michael's view that there either
had to be a commitment of over £1 billion or else BL would collapse. The
possibility of a '"middle way" should be explored, including the possibility
of not funding the LC10.

Against this, it was argued that a partial commitment would
involve even greater expense than supporting the plan in full. In that
case, BL would without any doubt whatever collapse before long and in the
meantime more money would have been spent. Moreover, the criticisms of BEL
management were not fully justified. They had not withdrawn the previous
year's plan because BL had been thrown off course largely by external,
rather than internal, factors. If the new plan were invalidated by failure
to meet internal performance criteria, there were reasonable grounds for
believing that the plan would be withdrawn. Despite all the problems at
BL there was an economic case for continuing to support them: the immediate
unemployment consequences and the ripple effect on other industries of not
doing.so would be too great. Even if there were a case in principle for
withdrawing support, closures in the steel and shipbuilding industries
should have higher priority; and it was not politically possible to
achieve all at once.

In conclusion, the Prime Minister said that more work needed to be
done on refining the options., In particular, the possibility of a
"middle way' - including not funding the LC10 - should be urgently
examined. This further work should be done by the No. 10 Policy Unit,
the CPRS, your Department and the Treasury and a report brought back to
Ministers as soon as possible. If it was eventually decided to provide
further support to BL in some form or other, she would wish to see
Sir Michael Edwardes to impress upon him the Government's objectives.

/ I am sending
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I am sending a copy of this letter to John Wiggins (HM Treasury),
Gerry Spence (CPRS) and David Wright (Cabinet Office).

-

Ian Ellison, Esq.,
Department of Industry.




SECRET

Ref. A03819

PRIME MINISTER

British Levyland's Corporate Plan
(E(80) 141, 145, 150 and 151)

BACKGROUND

The Secretary of State for Industry's recommendations for dealing with
BL's corporate plan are in E(80) 145 which includes an;Anﬁx summarising the
figures for the proposals and the options. E(80) 141 covers a detailed report by

—

Department of Industry officials following interdepartmental discussion and, at

Annex A, a report by a group under the Treasury on the consequences for the

economy of the closure of BL cars. In E(80)150 the CPRS broadly endorse the

proposals by the Secretary of State for Industry, subject to the important
reservation that the BL Board should be pressed to sell Jaguar. Their note,

] h .
E(80) 151, summarises the record as BL's escalating requests for Government

equity.

2. The argument centres on the future of the volume car business. In

paragraph 2 of E(80) 145 the Secretaryrof. State for Industry summarises three
options: =
(a) To approve the plan on the grounds that there is a chance that it will work
and that the alternatives of closure are far worse.
(b) To approve the plan now but to tell BL to prepare for early dissolution if
———
the prospects do not improve substantially during 1981.
(c) To pull out now.
35 The Secretary of State dismisses (b) as impracticable. He recommends
(a) despite the risks (NB in particular the claim in paragraph 4 that an exchange

rate of 10 per cent higher or lower than assumed would make a difference of

£1 billion in the sums required over the period of the plan). He is persuaded

against (c) by the PSBR costs and the social and employment consequences of
withdrawal now., He points to the political difficulties of withdrawing support
from Sir Michael Edwardes at this stage. Approval of the corporate plan in
principle now, together with the LMI0 mid-car programme, means a firm funding
commitment in 1981-82 of £620 million followed by £370 million in 1982-83 and
possibly £100 million in 1983 -84.

SECRET




4, In his paragraph 7 the Secretary of State for Industry makes three

important subsidiary recommendations:-

—

(i) Against pressing for the sale of Landrover before 1982.

(ii) Against the disposal of Jaguar - contrary to the CPRS's view.

———
-

(iii) For making approval of the plan subject to a letter which
Sir Michael Edwardes would send expressing the Board's intention to

review the plan if there were a major strike or any other change in
circumstances which made its major objectives unachievable - for a draft
of this see Annex B of the paper by officials, E(80) 141,

His other main recommendations are:-

To welcome BL's proposals to split their operations into four separate
businesses - BL cars, Leyland Group (commercial vehicles), Landrover
and Unipart,

(ii) To transfer from the NEB to himself the shares of BL,

6. The Secretary of State is silent on the timing of the decisions. He will be
looking for a relatively early announcement in the interests of allaying fears about
the future of the business. If this were before Christmas it would be welcome to
him, but I understand that he is assuming that the Committee will wish to have a
further discussion at an early meeting in the New Year. (The timing of the
Nissan announcement may be relevant here - see paragraph 8 below. )

7 The CPRS in E(80) 150 support the Secretary of State's line in general: not

e
in any mood of optimism but in recognition of the difficulties of the alternative of

withdrawal, They point however to the need to avoid being locked into the com-
pany for many years and they make the specific suggestion that BL should be asked
to find a purchaser for Jaguar, and to do so before they come to Ministers for |
approval in the spring for £75 million on their new model, the XJ40. The
Secretary of State for Industry's counter-argument, in paragraph 7ii) of his paper,

is that failure to sell Jaguar could precipitate a collapse of confidence in the

company and would be contrary to the firmly held view of Sir Michael Edwardes,
HANDLING
8. When the Secretary of State for Industry introduces his paper he will also

wish to inform the Committee of the possibilities for investment by Nissan which

he discussed with you last week, and to invite E's approval (Mr. Lankester's
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letter of 11th. December to the Department. of Industry). As you will recall the

conclusion of your meeting on this was that the Nissan decision should be

announced as soon as possible but not before the announcement of the

Government's decision on BL. Given the sensitivity of the subject you will wish

s to record any discussion on Nissan in a separate uncirculated Annex - and you
S

u
e ———— e o 7 i
( will also want to stress to collea:gue‘s/’the imperative need to avoid leaks.

©): You might then invite Mr. Ibbs to introduce the CPRS notes and the

Chancellor of the Exchequer to comment on the financial implications of the

alternatives, with particular reference to the Treasury's report on the PSBR
and other economic consequences of closure of BL cars. He may also wish to

comment on the implications for the Contingency Reserve of allocating from it

the large sums now proposed for BL. Of the other members of the Committee

the Secretaries of State for Employment and Trade and Mr. Fletcher, who is

representing the Secretary of State for Scotland, who will be in the House, will
particularly wish to comment.

10. The first general question is whether the Committee accepts the
Secretary of State for Industry's judgment that of the three options summarised
in paragraph 2 of his paper E(80) 145 the right course is to accept the plan, and
to rule out withdrawal either now or later on in 198l.

11. If the Committee is not persuaded of this then it may well be necessary to

look further at the practical consequences of the alternatives.

12. If they are persuaded that broad acceptance of the plan is necessary you
will then want to go through the main points which are summarised in
paragraph 14 of E(80) 145:

(2) The conditions on acceptance and, in particular, the proposed letter from

Edwardes. e

(b) Against early disposal of the Leyland Group, Landrover and Jaguar.

In kooking at Jaguar you will wish to pick up the CPRS's arguments for
its disposal and consider whether the Committee wants further
discussions on this with the BL Board, rather than accepting that it

should be ruled out because Edwardes is against it. i o ol
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The transfer of the shareholding from the NEB to the Secretary of State =

non-controversial since it only recognises the realities of the present
relationship and system of control.

Approving BL's proposed reorganisation into four separate businesses -

sensible since it facilitates later sales.
(e) Leaving detailed questions on private financing to be settled between the
Secretary of State and the Chancellor of the Exchequer.
1 In the light of the discussion you will first wish to record whether the

( 2 )Committee supports the approach in paragraph 2a) of E(80) 145 - that is,

&

approving the plan - or the alternatives for withdrawal in 2b) and c) -
conditional approval or pull-out.

14, If 2b) and c) are not ruled out you will probably want to commission
further work on their detailed implications ready for discussion in early
January.

15, If 2a) is endorsed you will then wish to record conclusions with reference

to the five points listed in paragraph 14 of E(80) 145, and in paragraph 12 above.
—_— ——
16. In the event of total agreement you could authorise a statement as soon as
: . e
possible. Since the draft would have to be cleared, this in practice would
probably mean as soon as Parliament reassembles after Christmas. If, as is
more likely, the Committee wished to reflect further on these proposals you will
wish to call a meeting early in January, with the exact timing depending on
whether the Secretary of State for Industry is asked to bring forward any further
papers for discussion,

17, You will also wish to record separately any conclusions on the Nissan

g

ROBERT ARMSTRONG

16th December, 1980 (W‘{ fy S}r 4
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BL Corporate Plan

1. The Prime Minister may find it helpful to see the
attached note which sets out some of the factors which
influence BL's requirement for Government funding. On

some key figures the note gives comparisons drawn from

sucgé%?f?e BL Corporate Plans and it also provides some
observations on what is needed if the latest Plan is in
the event to be fulfilled.

2408 I am sending a copy of this to Sir Robert Armstrong.

12 December 1980
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BL's ESCALATING REQUESTS FOR GOVERNMENT EQUITY.

Te Last y2ar's Corporate Plan foresaw & need for about £130 million of new

Government equity in the period 1981 and beyond. In this year's Plan, thet sum

has grown by £1 billion. This paper looks at some of the reasons why.
e e T

e ———

New Government Equity &million 1981 1982 1983 1984 1985 | Aggregate

[T 1579 Gorporate Plan 75 5 & 5 il 5
1980 Corporate Plan 93 13 21 - - 133
1981 Corporate Plan 520 420 150 50 - 1140

2. The escalating requests for Government funding are predominantly due to the
poorer outlook for profits.

—_—

PBIT £million ‘ 1981 1982 1983 1984 1985 | Aggregate

1979 Corporate Plan 215 269 328 386 418 | 1676 |
1980 Corporate Plan 115 217 286 370 424 | 1412

1981 Corporate Plan | C151) 95(19) wa3a & 217 330i

3e The key question is has BL gone far enough in reducing their profit forecasts?
The main risks to profitability are a continuation of the high exchange rate, failure
to achieve UK market share, failure to export in sufficient volume for total production
t0 reach economic levels, inability to price vehicles at profitable levels given that
BL is a high cost producer, and failure to reduce production costs.

be The Exchange Rate. The Plan assumes an effective exchange rate of T4 next year,
falling steadily to 65 by 1985. Recently the rate has been around 77 = 78, and was
over 80 earlier in November. BL have themselves now suggested & higher sterling profile
a8 an alternative. They calculate that the higher profile would add &£ billion to
their request for Government funding over the Plan periode.

Se Failure to Hold UK Market Share. BL's share of the UK car market has been in
long-term decline. As recently as the mid-1970's, it was well above 30%. This year
it will be well below 20%. Successive plans have taken gloomier views of BL's ability

to recover this lost ground. s
el e Lot i i, o AT P e e

UK Car Market Shares % 1980 1981 1982 1983 1984 | 1985
1979 Corporate Plan | 25,3 26,3 24.5 246 nfa | n/a
1980 Corporate Plan 20,5 21.8. 20.8 21.1 23.9 | 24.6
1981 Corporate Plan 18:3 18,5 1942 20,0 2047 | 21.0

1
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6. Until the Metro, BL's share of the market was being rapidly eroded through a
combination of uncompetitive models, low levels of customer satisfaction (mainly
because of poor quality and reliability), a declining dealer network, and action by
BL's competitorse.

= Uncompetitive models, The Metro and the Bounty will help, though neither spells
much in the way of fits for either BL or their dealers. The new mid cars
are a LONg Way away — Over two years to the natohback (LM 10) and over three
_years to the saloon (LM 11).

Quality and Reliability. This is probably BL's main weakness. Every Corporate

Plan has said so. But relaftive to the rest of the industry, there has been
little, if any, improvement.

Dealer network. BL lost over 200 dealers in 1978 and another 200 in 1979.
They now have under 1800. The decline has been halted by a combination of the
Metro's sucoess and the fact that few other franchises are recruitinge.

To  Each one percentage point shortfall against Plan in their UK market share would
acocording to BL add about £100 million to BL Cars' funding needs over:the Plan period.

8. Failure to Eixport. BL Cars ocannot achieve economic levels of production unless
they export in sufficient volume. Europe is their main market.

BEuropean Car Sales (Austin Morris ) '000s | 1980 1981 1982 1983 1984 1985

1980 Corporate Plan 94 140 120 168 184 201
1981 Corporate Plan 56 70 104 109 132 148

9. BL Cars now have h the sales they had in“ Europe five years ago. They are

hall
losing dealers. They also have one of the w in Burope for quality and
rdliability. Earlier this year, for example, the West German Technic nation
(theIr MOT) ranked the bottom five cars (after examining 7 million cars for faults) as:

19 BL Allegro

80 Chrysler Simca

81 Autobianchi A 112

82 Skoda

83 BL Mini

84 Alfa Romeo Giulia GT 1300

10. The West German ADAC (their AA) published statistios on breakdowns per 1000
ragia‘_sra.t:i.ons, the final part of whioh read:

Alfa Romeo 57 per 1000
Lada 63 per 1000
BL 68 per 1000

11« Against this background, BL are planning to double their sales in Burope over
the next three to four years.

2
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12, Inability to Price at an Fconomic Level. BL Cars are a high cost producer of
volume cars. This year their average loss -('PBI'I') per car produced will be nearl
g@ For comparison, Japanese importers are thought to be enjoying profit Tit margins
well in excess of £600 a vehicle.

e T i —
13, BL's competitors are reacting to the Metro launch with a price war, which they
can afford but BL cannot. Both Fiat and Ford have recently chopped around £300 off
the price of their Metro~equivalent. MNMore worrying in the long-term would be
aggressive marketing by the Japanese. At present, Japanese car sales are up against
their VRA limits so there is no need for discounting. Looal Japanese assembly plants
or a collapse of the VRA would change that and undermine any prospect of high-cost
producers being able to sell at a profit.

14 Bach £100 shortfall (almost 23% of average ex=works price) in estimating future
levels of market price would add about £250 million to BL's funding requirement over the
Plan period.

15, Economic Levels of Production. It is a rule of thumb in the motor industry

that volume cars such as the Metro need annual production runs of at least 200,000 =
g§0! 000 to be cost competitive. DMuch larger manufacturers such as Volksw mlt,
Ford, General Motors, Nissan and Toyota have little difficulty in exceeding this
level across their entire range . of volume cars. oy

16. For Metro, the BL Plan forecasts annual production runs of around 180,000 units
at peak. To achieve sales of that level, the Plan assumes that 40 = 45 per cent of
Metro's output can be exported, largely to Europe.

17« There are perhaps better prospects that the new mid-car family will achieve
economic production levels. The Plan forecasts joint production (ie LM 10/11/12) of
around 300,000 units a year. About one-quarter of the output is assumed to be exported,
again mainly to Europe.

18, Financing Risks. The 1981 Plan assumes that BL can raise £400 million in term
loans from the private sector. Hill Samuel believe this should be possible provided
that the Government are prepared to give essurances stronger than exis der the

v Marsh ements, If either (a) the assurafices are not strengthened, or
(b) BL's trading position deteriorates, or (c) Hill Samuel have overestimated the

ceiling of lending capacity for BL, the requirement for new Government equity would
inorease correspondingly.

3
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1 I attach a copy of the report by the Chairman of the
Interdepartmental Group on the British Leyland Corporate Plan
for the consideration of the Committee. Although it is a
bulky document you will find the essence of the issues to be
decided in the first twenty two paragraphs.

2 I will shortly be circulating a separate paper setting out
my recommendations.
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-
PRIME MINISTER Eglicy. Unit

BL

BACKGROUND

On 30 December you accepted Keith's proposal that the Policy Unit -
and perhaps outsiders - should talk to officials about BL's future,
to try to obtain a fresh view of our options.

We held a meeting with Robin Ibbs and officials from the Department
of Industry and Treasury on 7 January. This note endeavours to

B T——
represent their views fairly, but we take full responsibility for
its contents. The whole of our discussion was confined to BL
Cars.

We asked ourselves the following questions:

(a) What are BL's prospects?

>

Have the costs of closure been realistically assessed? Would
a further exercise involving outsiders be worthwhile?

Is there any special condition we could place upon BL

(through their management) like a nominal wage cut, which
would help them to succeed?

If BL receives further support, what is the best future
ownership strategy? What pressures should be put on Michael

Edwardes to achieve it? &

If BL receives furthéer support, for what period should there
be a commitment?

BL's PROSPECTS

The BL Board admits there there is no commercial case for

supporting the cars plan. We all agreed that, at the very best,

BL is likely to be still dependent on Government guarantees in five
years' time. We and the CPRS are confident that BL will also need
c;;;-during the second half of the 1980s for new model development,
for which it will be unable to find risk-takers. We think the only

1




source for these funds will be further cash support from Govern-

ment throughout the rest of the decade. In other words, CPRS

and ourselves are convinced that BL are and will remain permanent
e ——
state pensioners. Treasury and Dol think there is a chance -

— PUAAAA AT P e
less than 50% - that this will not be so.

THE CLOSURE OPTION

Against this background, should the Plan be supported? On
commercial grounds, there is a unanimous view that it should not.
But there are several wider considerations, none of which is over-
whelming, which add up to a strong case against closure now:

(a) BL's contribution to maintaining the component industry
infrastructure that could support future Japanese

investments and the expansion of Ford UK (this factor will

diminish as the new investments arrive and if BL declines
further).

The massive PSBR costs of closure. (These will not
diminish much if we withdrew support at a later stage.
We understand Geoffrey Howe does not think these costs
constitute a sufficient reason for supporting the Plan.)

The political unpopularity of withdrawing support. (It
seems likely that this will be a growing obstacle as the
next Election approaches. We elaborate on it at Section
3.2 below. The arguments are not all one way.)

The addition to unemployment, (The cost of this is subsumed
in (b) above; the politics are subsumed in (c). It is
not really a separate point.)

The Political Judgment

The proposition that refusing to support BL further would be
politically unpopular deserves more critical examination. Edwardes
stands for improved industrial discipline and is able to show

some results for his efforts to achieve it. The Metro is widely
seen as a new and successful UK product. Withdrawing support for
both would no doubt be heavily criticised by some sections of

the population for these reasons. On the other hand, how many

(:,.
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people resent paying taxes to continue support for BL? Do most

people feel that Edwardes has succeeded on the industrial
relations front, or do they still regard BL as synonymous with
bad industrial relations, petty attitudes and economic unrealism?
Some quick opinion research on this could be helpful. It could
easily be that for every voter who would criticise us for
refusing further support, there are at least two or three who

would applaud it. Even in the West Midlands, where there are

a number of marginal seats, many taxpayers must resent the
subsidy they have paid over the last five years to BL workers.

Although the news of a further closure has an obviousnegative
aspect, there is also a positive one: refusing further support

for BL would send a shock wave through British industry. It
would reinforce - far more than speeches ever can - our commit-
ment to economic realism and to companies and individuals paying
their way. It would signal the end of the message for which BL
acts as a beacon: that if it is big enough - and politically
embarrassing enough - a company can count on support from
Government regardless of its performance. That message is wholly
damaging to our efforts to instil a sense of economic realism.

Of course the political judgment also depends on many other
factors, including our intentions towards the possible liquidation
of BSC - to whose strategy the early closure of BL would deliver

a severe blow.

COSTS OF LIQUIDATION

The estimates of closure costs are imperfect. But even if they

could be refined - and there is no avoiding a large measure of
uncertainty - they would not provide the answer to the closure
question. In very broad terms, the cost of maintaining BL if
it does badly is likely to be in the same league as the cost of
closure. But the judgment rests on the wider political and
economic factors.

Dol officials think that the balance of argument for closure
could change over the next few years. For example, if the
pound stayed high, Government might decide on closure in 12
months' time. CPRS thinks that once the Japanese are safely
committed to the UK, the component industry will feel less
(:gﬁ'y'!*ufﬁ,p.ﬁff??ﬁggn
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dependent on BL. The Policy Unit feels that the political anxiety

about closure will probably increase as the Election gets nearer:
B e ]

if we are unwilling to close now, we are unlikely to close before

the next Election.

Of course a further massive deterioration would in theory oblige
the BL Board to close the business. But the Policy Unit is

sceptical. We note that the deterioration in BL's prospects which
took place last year - leading to the eight-fold increase in the
request for Government finance (a twelve-fold increase on the high

pound assumption) - did not cause the BL Board to abandon hope.
Already the pound is higher than the top end of BL's contingency
allowance; the BMW prospect, on which much hope was pinned, has

gone: and nexfﬁyear's financial target looks unachievable to us.

Nevertheless, we all agreed that it was important for Edwardes to
write an improved version of last year's public letter about the
Board's intention to withdraw the Plan if things go badly.

Neither we nor Departments felt there was the case for further out-
side guesses about the cost of closure. The currently available
estimates are summarised at Annex A. The most expensive outfcome
would be to support the Plan and then find that - either on the
Board's or the Government's initiative - it had to be closed in a

year's time.

FRESH CONDITIONS

We discussed the idea that a fresh condition like a nominal wage

cut should be required. We found this had nothing to commend it

it was applied to BL alone, even if the management could be per-
suaded to impose the condition themselves. BL have been able to
bring off some of the lowest increases in basic wage rates in the
public sector during the last two rounds - in both cases involviﬁg
substantial real cuts. Attempts at further cuts are likely to be
counter-productive; they would make a very small contribution to
solving BL's real problems. If the workers agreed to them, it would
make it more difficult to close BL later. If they refused, it would

appear that we have provoked the closure.

Productivity is much more important than reducing wages. But
improving productivity is already a central feature of the BL
Plan. We see no way in which a condition could reinforce the
Board's existing commitment to it.

E'% '
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It is for consideration whether some broader approach to
limiting or even eliminating basic wage increases in loss-making
nationalised industries or Government-supported funds would be
possible. We suggest the CPRS are asked to think about this
further, but see no case for singling out BL.

FUTURE OWNERSHIP

If Ministers decide to support the Plan, the best chance of
success lies in getting as much foreign involvement as possible
in BL's activities. 1Ideally, BL would enter a comprehensive
relationship with another company leading eventually to a take-
over. The advantages of this happening quickly are so great that
we should be prepared to support Edwardes in almost any way if he
sees a chance of achieving it (eg threatening import controls,
offering firm commitments to the support of collaborative
projects, etc). More realistically, we should strongly encourage
Edwardes to seek collaborative arrangements with other companies
that have the potential to develop into a more comprehensive
relationship. We understand that he himself now recognises the
importance of this. This is welcome news, but should be
incorporated in agreed, revised terms of reference. Edwardes is
apparently willing to send us a letter (privately) stressing the
priority he now attaches to finding a partner. A draft of the
kind of letter we have in mind is at Annex B.

We have discussed whether it would be better to oblige Edwardes
to dispose of Landrover or Jaguar at an early stage. On Land-
rover, there is a unanimous view - endorsed by Hill Samuel - that
it would be premature to attempt disposal now. A much better
price could probably be obtained in a year or two. On Jaguar,
the case for early disposal is that Jaguar's performance could
start improving once free from BL. This view is strongly
contested by Dol and BL itself, because it could weaken the

prospects for collaboration and damage BL management morale.

On balance, we agreed that the Jaguar issue is marginal to the
main issue of the future of BL"'"s volume cars. It is therefore
probably not worth a confrontation with the BL Board over the
early disposal of Jaguar when its benefits are questionable,

no buyer is in prospect, and there are much more important issues

Cl
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at stake. Nevertheless, Edwardes could be told that we would
need proof of the benefits of keeping Jaguar in 12 months' time.

COMMITMENT OF FURTHER FUNDS

If Ministers do decide to fund BL, we agreed with officials that
andrip feed approach wouldoweaken BL's attractiveness for
collaborative projects. What is needed is a proviso which allows
us to withdraw in extremis - preferably through the management
taking the initiative - but gives fairly strong commitment for
one year. The commitment to year two should be subject to review
after 12 months.

NEXT STEPS

We think the next step is for Ministers to decide whether they
are willing in principle to support BL further or whether they
would prefer to face the consequences of withdrawal of support
now. In the Policy Unit's view, an equally clear opportunity
for ending support is unlikely to recur until after the next
Election, though others disagree about this. A defensible
public case could be made for this now based on: statements last
year that they were being given one more chance;, the massive
increase in their public funding requirements; the limited
progress in industrial relations; and the Board's own admission
that there is not a commercial case for further support. We
therefore think it should be given very serious consideration
now, before massive further injections of money are made.

If Ministers are willing to face these consequences, they could
decide to proceed with a refusal now. Alternatively, they could
decide to negotiate with Edwardes from a position of consideréble
strength, asking him to have one more chance at finding a partner
for the business over the next 6 months (or 12 months). Since

this outcome would save a great deal of money and give at least
part of BL a chance in the future, we think it is worth trying.
But if Edwardes is unwilling to pursue it wholeheartedly, then
we think Government should refuse further support and take the

consequences.

If, on the other hand, Ministers are unwilling to face closure

now, our negotiating position with Edwardes is obviously far

"
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weaker. We still think it worth getting the best commitment we
can from him to finding a partner - because this course offers
the best prospect of limiting BL's further call on Government
resources and maximising the chance that some of it might
succeed.

The next step is for Ministers to decide whether they are willing
to face the possibility of withdrawing support or not. Then we
recommend that you should see Edwardes on his own and explore

his willingness to accept new terms of reference. His

objectives need to be brought closer into line with ours - which
are to minimise the future call on public funds.

I am copying this note to Geoffrey Howe, Keith Joseph, Robin
Ibbs, Sir Robert Armstrong, and those officials who attended our

meeting.

/)
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PSBR COSTS OF ALTERNATIVES FOR BL

¢M CURRENT PRICES TOTAL
1981/2 1982/3 1983/4 1984/5 1985/6 1981-6

1. SUPPORT PLAN

(a) As proposed by BL 620 370 100 1,140

(b) Possible Variances

i. Optimistic 1 B0 — AB s 745

ii. Pessimistic & 710 445 215 180 1,640

The Policy Unit and CPRS believe the cost of continued support could be

very substantially higher over this period and continue into the late
1980s.

LIQUIDATICN OF BL CARS

(a) Central estimates, as in 3
Treasury sub-group report 5 885 730 2,805

Possible variances
i. Optimistic & 900 030 440 160 2,195

ii. Pessimistic 2 1,600 1,045 440 -— 3,085

This table pulls together the estimated PSBR costs of alternative courses
on a comparable basis. Line 1(a) is what BL seeks approval for. Line 2(a)
is the Treasury sub-group estimate of the cost of closing BL Cars
(including Jaguar) in early 1981, together with keeping Leyland Group going
until a buyer is found and selling Land Rover. The other figures are
illustrations of possible ranges around these central estimates, and as
regards liquidation, summarise work done on the detailed effects of
alternative assumptions. The variances on the cost of supporting the Plan
are the arithmetical effects of alternative exchange rate assumptions, as
proxy for changes of various kinds: but if things went significantly

worse than BL's figures, they could in fact be expected to withdraw the
Plan. The Policy Unit is sceptical, believing the Board might ask for

more if they needed it.

NOTES

a5 Assuming effective exchange rate in 1981 7% lower than Plan as proxy
for "favourable' effects.

Assuming effective exchange rate in 1981 5% higher than Plan as proxy
for "unfavourable'" effects.

Assuming buyer for Leyland Vehicles can be found during 1982.

Assuming LVL, LR, Jaguar and parts of volume cars disposed of, and
debt repayment spread over 5 years (ie to maturity of debt). No
allowance made for keeping LVL going until sale.

Assuming LR disposed of for £75m, part of LVL fails to find a buyer
and has to be closed, and BL debt has to be repaid in 2 years
(assuming Bank of England could use influence to prevent immediate
settlement of all debts).

Department of Industry P’P'F‘\r‘; B
8 January 1981 sl iy hijTlAL




ANNEX B
CONFIDENTIAL

DRAFT SECTION OF A LETTER FROM BL TO THE GOVERNMENT ON
COLLABORATION AND DISPOSAL

We appreciate the time you and your colleagues gave to us

on 18 December, and we welcomed the frank and constructive

nature of your questions. I trust that the discussion will
have helped you to indentify the realistic options and to be

reassured about the Board's objectivity in viewing these options.,

The Board's strategy in the 1981 Corporate Plan is designed to
restore the main businesses within BL to a sufficient degree of
viability to enable their dependence on Government support to be
removed progressively. This can be achieved more gquickly and
with greater certainty in the case of the profitable Iand Rover

and Unipart businesses than for BL Cars and the leyland Group.

In the case of BL Cars, the Board sees collaboration with other
manufacturers as a central and integral part of their strategy
for recovery and for removing or reducing dependence on Government
support. This might take the form of complementary collaborations
on major components or particular parts of the business; but

the Board would also welcome, and actively seeks, a relationship
of a more comprehensive kind which might well grow out of more
limited collaboration of the kind referred to. The Board would

by no means exclude outright sale of the whole BL Cars business

if a commercially sensible opportunity arose, though they think
that most unlikely in the near future. The achievement of a wider

relationship could involve the sale of equity stakes in the Land

Rover and Unipart groups if appropriate, as part of an arrangement

/bovering
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covering also the volume cars business of BL Cars, The search for
such comprehensive relationships, or major collaboration which

holds out a reasonable prospect of going into a comprehensive

relationship, will be a principal priority for BL over the

next 12 months.

Similar considerations apply in the case of the Leyland Group,
As for land Rover, the Board regards the introduction of
private equity into the business in the next two or three years
as a distinct possibility; but the first priority is to see
whether Land Rover can be used as part of a wider arrangement
holding out prospect of eventual reduction of the Government

involvement on the volume cars side.

There would obviously be constraints on how much of this could
prudently be said publicly in conjunction with any approval

of the Plan. But we would certainly be prepared to say that we
would seek to inject private capital into appropriate sectors
of the business as part of our total strategy, and we would
accelerate announcement of some aspects of our reorganisation

into four main businesses if this were helpful.

Department of Industry
9 January 1981
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SECRET Fromthe Secretaryof State
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PRIME MINISTER

T shall be abroad when E Commitiee resumes its discussion on
the BL Plan; I should like therefore to elaborate on the views
e

which I expressed when we discussed the matter before Christmas.
————————y
e

Whatever decision we take, we are in trouble.

—

If we refuse to fund the plan there will be a deluge of praise
for Michael Edwardes and his achievement. It will be said that
in spite of his splendid efforts the Government has pulled out
the plug at the most inappropriate political and economic moment.
We will be charged with the grossest insensitivity to jobs and

activity.

If we agree to fund the plan, any lingering belief in the
determination o}_¥his Government to support the wealth-creating
private sector - and in particular the growth industries of
tomorrow = will be hopelessly undermined. The financial and
popular press will, I suspect, come to know at least the broad
outline of the BL plan and they will tear it to pieces. Even at
the end of the fi*e.year period, and on the heroic assumptions
made within it, the group will only be showing a positive cash
flow of £28 million following a further investment of over
EI'EEEEEEZT'?E??%E}efore involves tying up £1 billion and more
than 100,000 skilled and semi-skilled men in an enterprise which
we know has no longer term future. In my view we would be
ridiculed, and rightly so, since such an investment will be

seen to be wholly contrary to the industrial and economic
philosophy which we have been promoting for the past five

years,

SECRET




From the Secretaryof State

So, is there a compromise arrangement? Something which saves us from
the worst features of either course. According to Michael

Edwardes; there is.EE_sensible compromise. He was absolutely

clear about it when he talked to us. He told us that the

choice was either a full funding or a liquidation. If the

better parts of the group are sold off, leaving purely the

rump of BL cars, the management, he said, will disintegrate

and the dealer network will collapse,

It is true that towards the end of the meeting he began to
retreat from the stark choice of liquidation or full funding.

He once again suggested that if we agreed to the plan he would,
of course, make it his priority to go for collaborative projects
as soon as p0551b1e. This is what he said a year ago., And
where has it got us? We know of offers made to BL (for several
of its partgyjﬁﬁ?almost without exceptlon they have been
rejected as being inadequate. Yet over ~ the past yeer the
Situation of the group has continued to deteriorate and not a
single one of BL's plants have been sold off to alleviate the
caé; drain. And central to the plan is the funding of the LC1O0.
This i what the government will be agreeing to. Iook at the
figures; they don't begin to make sense.

At some point in time the Government is going to have to grasp
the nettle of BL and take a gamble. Are we not better to take
it three years before an election rather than be landed with
the‘iroblem in say two years' time? And what are the grounds
for believing that the maximum degree of profitable employment
will be preserved in a situation where BL remains as one group
under Michael Edwardes, rather than a collection of some
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separate plants in different ownership? And what is likely to
¢+ bring about the optimum result, effective receivership or a
centrally directed break up under ultimate political and Dol
direction?

Is the reality of a liquidation quite as bleak as suggested?

If there was a clear decision by the Government not to fund

the plan, but it was equally clear that the Government had
accepted the responsibility to meet all the liabilities of BL,

I think it is highly probable, contrary to what Michael
Edwardes said, that there would be entrepreneurs - perhaps not
yet in the motor car industry - seeking to pick up the pieces.
Why should they not do so? They would acquire large assets for
a nominal sum, and, apart from the investment of new working
capital, they would be on a gamble with a limited downside risk,
without responsibility for the accumulated debts. Is it

really suggested that some businessmen will not come forward to
run the newest and most modern assembly line in the world at
Longbridge in which more than £200 million has been invested?
Is it suggested that someone will not invest some working capital
in Leyland Vehicles, whose fixed assets must be worth a considerable
sum, taking the risk of whether they can turn it around? We
know that John Brown has already made such an offer. We know
that there have been several offers for Coventry Climax.

We heard last week that Abell, the Managing Director of Leyland
Vehicles, will himself tEEE-Bver Prestcold. We know that BUW
is a possible for Landrover. We know that Ford are interested
in selling Jaguar through their distributorships. We know that
Honda is already involved in Cowley. With a moderate
expenditure of working capital, and release from accumulated
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debt, their downside risk would be limited.

Michael Edwardes agreed that it would be possible to negotiate

what he called "management contracts" but in practice they would
be much different to that, so far as the Government was concerned.
The "managers" would have the power of closure; they would
subscribe working capital; they would have to decide for themselves
whether to invest capital in new models or not; it might be

hoped that they would acquire responsibility for liquidating
outstanding creditors and debtors.

What of the liquidation costs?

In effect whether we fund the plan or allow the group to go
into liquidation we are left holding the bills. If a strike
oE'E'EEEE’EE the pound forces liquldation 1n two years time we
would be subject to two sets of costs instead of one. I
understand that of the total liquidation costs approximately
£400 million relate to net trade creditors. It seems to me that
a proportion of these debts might reasonably be passed to those
who would pick up the separate pieces in receivership. If not
these debts are a cost to the Government. Another part of the
liquidation cost (£930 million over three years) is said to be
the impact on the PSBR of lower revenue as a result of closures
but, as I have said above, I believe that much of this lost
;;venue might be avoided - as indeed might be the social costs -

through people coming in to acquire the separate plants. Another
major cost is the balance of present debt outstanding (about

£900 million). In practice this debt would not necessarily

5333 to be repaid but might be rolled over in the form of
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government stock in return. This would be & PSBR cost and

» might add marginally to interest rates; but the impact on the
gilt market of a "no" to the BL plan might be far more
favourable than any adverse consequences from an extra £900
million of gilts.

Much of the £3 billion estimated cost therefore is not a public
expenditure cost but a PSBR cost and if many parts were picked
up in receivership, a substantial proportion of this so-called
"cost" would be saved. In the last resort everything depends on
the preservation of the maximum amount of profitable employment.
Nowhere is it clear that an agreement to fund the plan will
preserve a single extra job in the medium term that liquidation

may not itself pregerve.

Finally, there is the question of the attitude of the Board.

If we say "no money" and that immediately leads to the
resignation of the Board, we are of course in deep trouble, but
Michael Edwardes came close to saying that this would not be

the position of the Board. I believe that he hinted that the
Board would see it as their duty to remain and start the process
of an orderly liguidation.

So the question is this. Will we preserve more political
credibility and save more jobs by funding the BL plan, or by
letting events run their course. 65viously the correct
commercial decision is to say "no". There is no future for BL
as presently constituted; the Esard do not pretend it. The
funding of the LCl0 is a damage limitation exercise, not a
commercial project. The claim that it is less "expensive" to
keep it going than to ligquidate, seems to me to be based on a
whole series of questionable assertions. Much of the estimated
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PSBR cost is lost revenue from less activity — but this is a
‘rather new way of assessing economic costs. It is a reason for
keeping every downbeat business in being, and who is to say
that the redundant will not find jobs? Who is to say that they
will not lose their jobs, even if we fund the plan? Who is to
say that the "cost" of committing all these resources in men
and money in a wholly uncommercial activity is not greater

than freeing £1 billion for more profitable activity elsewhere.
It is a classic "crowding out" scenaqig. So it comes down to
the simplé problem, can the government take the political risk
of saying "no"? I think we can., Until someone shows that BL,
as presently constituted, can survive and prosper (and the
Board is suggesting no such thing in the BL Plan) we would be
better to let events take their natural course - and save as
much profitable employment as possible in receivership.

N

Department of Trade
Jexuary 1981
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30 December, 1980

The Prime Minister has seen your Secretary
of State's minute of 23 December about BL.
She agrees, if he wishes, that your officials
should get together with John Hoskyns to discuss
the consequences of not funding the BL plan.

The Prime Minister has also agreed to meet

Sir Keith to discuss the outcome of this further
work, and we have arranged this for 12 January.

T.P. LANKESTER

I Ellison, Esq
Department of Industry

CONFIDENTIAL
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I still think that, in order to enable us to consider fully ]]_

BL

the options in connection with BL, civil servants here would 13]
e P

be helped by the cooperation of John Hoskyns - and any people

he wished to bring in - in assessing some of the difficult
intangibles that should be taken into account if we do not

provide the funds requested.

If you agree, perhaps your office would let my office know
so that the officials here could get in touch with John
Hoskyns.

K/

K J
2 3 December 1980

Department of Industry
Ashdown House

12% Victoria Street
London SW1
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10 DOWNING STREET

From the Private Secretary - ; 22 December 1980

Prr~ a3

At the meeting on nationalised industries this afternoon,
Sir Keith raised briefly the question of British Leyland. He
suggested that his officials should get together with Robin
Ibbs and John Hoskyns to look in detail at the employment and
PSBR implications of the liquidation option proposed by the
Secretary of State for Trade. The Prime Minister said that
she did not see this option as a starter, and therefore she
did not believe such a meeting would be worth while. She
was, however, most concerned to ensure that Sir Michael Edwardes
carried out the Government's chosen strategy for BL including,
in particular, the need to look for potential purchasers of
different parts of the business as vigorously as possible;
she might well wish to see Sir Michael personally to bring
home this point. '

I am sending copies of this letter to John Wiggins (HM Treasury)
and David Wright (Cabinet Office).

Ian Ellison, Esq.,
Department of Industry.

SECRET




PS/ Secretary of State for Industry

Tim Lankester E=sq

Private Secretary to the
Prime Minister

10 Downing Street

London SWA

;20'/‘ 77»“'\

BL CORPORATE PLAN

I enclose as requested a

( :r’l/‘r

,lyfﬁﬂ--.}«h

(_,Mr Y)m’w} (]
2 C

tolder .

A
CONFIDENTIAL
DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE o01-212 2507
SWITCHBOARD 01-212 7676

&9\ December 1980

copy of the BL Corporate Plan

(copy No 16), including the summary and the six

individual volumes.

\10{/ 5 eanes”
cottorut - 2
CATHERINE BELL
Private Becretary




e gl L 7
LONFPENTI im [nd) ¢
F P&
DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 330

PS/ SWITCHBOARD 01-212 7676
Secretary of State for Industry

/éDecember 1980

-

Tim Lankester Esq }
Private Secretary to the 2

Prime Minister
10 Downing Street |

LONDON
- cALSC

L attach a note on the projected profit-
ability of BL's two model ranges in the
period covered by the Corporate Plan.

%-\..m Ly

Private Secretary
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BL CARS' PROFITABILITY

le During the period covered by the new BL Plan, BL
intend to reduce the number of their car models to two -
a small car family (Mini and Metro) and a medium car
family (the LC10 range due to be introduced in Spring
1983). Other models will be phased out.

2.Mini and Metro combined are expected to generate profits
of £0m (at 1980 prices) over the period 1981-88.

3.The IC10 hatchback (first model in the LC10 range) is

expected to generate profits of £30m (at 1980 prices)
over the period 1983=91.

Vehicle Division
Department of Industry
16 December 1980




16 December 1980 ;33
Policy Unit

.PRIME MINISTER coch [NV Yo DPE o1 Y w8y
o L

BL

We.do not’believe the BL Plan is at all likely to succeed without an
eventual merger wifh a stronger company. BL is too small to achieve
the necessary economies of scale in production; engineering and design;
and marketing and distribution. It is too weak to do it by piecemeal
collaboration with different partners. On 7 December 1979, Sir Kenneth
Berrill minuted you as follows:

"It is our view that BL is already well into a vicious circle of
decline and will not become viable as an independent volume car
producer. Any solution to relieve Governments from large and
open-ended financial commitments will have to be far more radical
than the proposals in the Edwardes Plan. Longer term, BL wiil
either have to be broken up and sold piecemeal, or sold complete
as a package if a buyer can be found. Sale complete is much the
better alternative, but as time goes on, the number of possible

purchasers will diminish."

If BL was in private hands it would, of courée, have been liquidated

iong ago. Some parts would probably have survived and by now become
more profitable. This is still the only commercial solution. But we
do not think it is politically feasible to liquidate BL now,

If you accept this analysis, it must follow that the sooner BL can
find a strong partner, the better. We do not think it is at all
feasible to plan, as paragraph 2(a) of Keith's paper suggests, on the
basis that BL will be restored to sufficient health for this to happen
in the mid-1980s. By then, the few remaining manufacturers will have
found other partners and better means of entry to the UK market. And
if BL has declined even further, it will be a still less attractive
parfner. There is a high probability that the Plan's cost will
escalate.

Everything points to funding the Plan but telling Edwardes privately
that as owners, we want him to give top briority to finding a strong

partner - with at least the potential to become a substantial share-
holder in BL - during the next twelve mcnths. There are signs that
Edwardes himself has now recognised the importance of this. (He has

2oy, T Lsn
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Just turned down limited collaboration with one company because they
‘would not help sell Metro in Europe.) But he has not been consistent

about it. What amounts to a change in his terms of reference should be

recorded through an exchange of letters or a meeting with him, leaving

him plenty of discretion about how to achieve a merger. It may need

to be step-by-step. It should be made explicit that he should not

rulé out an outright sale if that could be achieved. (At various times
during the past twelve months, Ministers have appeared to recognise
this as the right solution. But although Keith himself said at your
mee%ing on 20 February that an outright sale would be the best outcome,

this never seems to have been made explicit to Edwardes.) The
- exchange of letters should also make it clear that we are willing to
help achieve this - including threatening import controls if Edwardes
thinks this would help to land a Japanese partner. Acceptance of
those terms of reference should be a condition of further support.
His standing and personality make him uniquely suited to this task,
provided he accepts it. '

Ideally, this new partner would be found in time to modify the plan
for a largely go-it-alone medium car. This may be only a remote
possibility. In any event, a strong partner is unlikely to mean that
supporting BL will cost less than the latest Plan. But it would
improve the chances that BL's cost to the taxpayer will not continue
to escalate - and that at least something viable emerges at the end.

If we are really serious about pursuing the merger option, then we
think it would be premature to force disposal of Landrover or Jaguar
on BL now. Either could be useful "bait" in finding a partner. But
Edwardes should be warned that we shall favour partial disposal if he
has not succeeded in finding a partner within twelve months.

I am copying this minute to Geofifirey Howe, Keith Jeseph, Jim Prior,
John Nott, Robin Ibbs and Sir Robert Armstrong.

A

JOHN HOSKYNS
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1L I support the Secretary of State for Industry's proposal im HI§ .

Qa 05138

From:

minute of 22 September asking the Prime Minister to agree to two points:
R n

(i) that he should tell Michael Edwardes that it is acceptable

b -
Cars, Land Rover, Commercial Vehicles, and Parts; and in addition

that he should provide a covering paper drawing these Plans together;

’ for BL to prepare suitable Corporate Plans for the four businesses: /

(ii) that no decision on the IM10 programme should be taken until

the four Corporate Plans and overview paper have been considered

and not within the next three weeks as proposed by Michael Edwardes.

—y

2. I also support the Secretary of State's suggestion that, in her
e ——

speech to the SMMT Dinner, the Prime Minister should avoid giving any
T —

commitment whatsoever in relation to the IM10 programme.

3 I am sending a copy of this minute to Sir Robert Armstrong.

g

26 September 1980

CONFIDENTTAL
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i Policy Unit
. PRIME MINISTER ) N

BL
We agree with Keith's proposals to accept the next BL Plan in four
parts, and not to approve the new medium car programme until they

arrive. We have only two comments:

(a): As we have always expected, the Plan will present us with a
difficult choice between the massive cost of further funding
and the even more massive cost of break-up. We are concerned
that BL - and the Dol - will be reluctant to explore ways out
of this box which would submerge them within a larger foreign-
owned group. We know that it would be very difficult to find
a partner at the moment. We think that the key may be to
threaten the Japanese companies with import controls unless

they were prepared to establish themselves in the UK on a _
ﬁﬁ;ﬂﬂgzggez scale. It might even be necessary to impose the
import controls first. This would require very determined
action by Government, but it might avert pouring another £1bn,
£2bn or even £3bn down the throat of a doomed company in the
pursuit of "viability", and getting very little in return. We
think DoI should be told to seriously consider whecher there

is any prospect of striking a deal with the Japanese.

The demands of BSC and BS losses threaten to absorb far too

much of the funds available for profitable investment in the

Nationalised Industries. If we ar2 to avoid this, we are going
to have to take very tough decisions on BSC and BS in the next.
few months - involving large closures. Our attitude to BL will
have to be seen against that bqgggrodhd. This orly strengthens
the case for showing that we are prepa}ed to take bold steps to

give BL a real future - in partnership with others.

e ———————

JOHN HOSKYNS
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE o01-212 22071
SWITCHBOARD 01-212 7676
PS/ Sacratary of State for Industry

223 September 1980

Tim ‘Lankester, Esq

Private Secretary to the
Prime Minister

10 Downing Street

LONDON

SW1

Devaim/

BL CORPORATE DEVELOPMENT

My Secretary of State minuted the Prime Minister on the above subject
on 22 September 1980.

2. I regret that one line of type was omitted from the first
page of my Secretary of State's minute and accordingly I attach a
corrected version. 1 should be grateful if youvvould substitute this
for the first page of the original. ;%VML—f

.4-Q$D
S I am copying this to the Private Secretary to the Chancellor
of the Exchequer, the Secretary of State for Employment and Sir
Robert Armstrong and to John Hoskins and Robin Ibbs.

Youwvs ever,
Pete, .

PETER STREDDER
Private Secretary

CONFIDENTIAL
COMMERCIAT, IN CONFIDENCE
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BL CORPORATE DEVELOPMENT

In wy minute to you of 6 August about BL, I said that I would
write to you again when BL had been able to provide me with
further details, including costings, of their proposal to divide
their present business into four major companies. I attach a
letter sent to me by Michael Edwardes on 17 September. This
raises major issues of Government funding, and has implications

for the whole future of BL volume car production over the coming

years. I do not think that Michael Edwardes would expect me

e

to comment substantively on these issues before he has presented
—

the BL Corporate Plan for 1981 in October.

2. You will see that the figures involved in supporting BL Cars
and BL Commercial Vehicles beyond the @urrent financial year are

potentially very large - a total of £800 million over the next four

years. Michael Edwardes foresees n;iragvernment equity of £300

million for Cars and £50 million for Commercial Vehicles in 1981,
£200 million for Cars and £50 million for Commercial Vehicles in
1982, and £100 million in each of the next two years for Cars.

We must consider the options very carefully before we decide
whether we are prepared to fund BL Cars next year and beyond. If
we decide to support the Corporate Plan we shall face funding

next year of at least an a%ditional £275 million (this is the BL

figure of £350 million less the £75 million which was included

N e A
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in our public expenditure White Paper (Cmnd 7841) - say £250 million
at 1980 Survey prices). But, as the work of officials
demgnstrated, in the short term at least a more drastic rundown

at BL Cars could well add still lérgeér’ suits: to public expenditure and
the PSBR. Clearly, before we come to a decision on these very
complex issues we need to clarify the options and their financial
and other consequences so that we can act speedily when we get

the Corporate Plan. I am arranging for the Interdepartmental

Group of Officials which has previously examined BL's affairs

to look into the options as a matter of urgency.

) There are,however, two points on which we must form at least

an initial view in advance of the Corporate Plan. The first is

the proposition that BL should submit four separate Corporate Plans

instead of one, in recognition of the fact that BL Cars, BL
Commercial ;;;icles, Land Rover and Unipart, although reporting

to the BL Board, would have a separate managerial and financial
identity. In my view this would in no way prejudice our decisions

on the future of BL, and would have a desirable effect on the

prospects for privatising the more saleable parts of BL (Land

Rover and Unipart). If you and Geoffrey Howe agree, I propose
to tell Michael Edwardes of my provisional agreement that his
Board should plan on the basis of four businesses, but that we
shall not take a final decision until we have seen the Corporate
Plans and can assess the consequences, and in particular the
potential effect on Government funding, of separating BL in this
way. I also propose to tell him that it would be helpful if
BL were to submit with the Plans a covering paper pulling them

IDENTIAL Jall
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all together, so that the implications for the BL Group as a
whole were plain. I think it would be best, particdarly in
view of the likely impact of any publicity on BL's forthcoming
pay round and on their collaboration prospects, if both we

and BL were to maintain confidentiality about this, as Michael

Edwardes suggests.

4 The main development in BL's thinking, which has been
influenced by their financial advisers, since my talk with
Michael Edwardes before the recess, is that a majority of shares

in Land Rover and Unipart would probably be floated in 1982
—— e § =73 —
instead of 1981. As you will recall, Michael Edwardes' earlier

view was that some £200 million might be generated from the

floating of Land Rover and Unipart. However, it now seems that

it would involve disposing of shares at a discount and the

repayment of loan stocks at par, with consequent refinancing of

debt at higher interest rates. TWe must obviously ask BL for
their latest estimate of the proceeds of a flotation. However,
I think that this idea has great intrinsic merit, although it
seems likely that it would make a smaller net contribution to

the easing of public sector financing problems than I had hoped.

5 The other point on which we need to form an initial view in
advanee of the Corporate Plan concerns the LC10 (BL's project for

a new medium-sized car). TFunds to keep this project going pending

a firm decision to proceed were authorized last July. As foresiadowed

in his letter, Michael Edwardes has now written to me pressing

for an early Government decision on Phase 1 of the LC10 programme

O e
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4

- now redesignated IM10 - (costing £108 million) which BL have

S ——.,
Jjust submitted to this Department. A copy of his letter of

ey 12 September is attached. He suggests that you might announce

\jﬁ’ Government approval of the project during your speech at the

"”’-SMMT Dinner in Birmingham on 16 October. The IM10 programme is,
of course, the cornerstone of BL's recovery plans for the Cars
Division, and substantial further investment in the IM10 family
of cars would be required in due course. I do not see how we
could consider it in isolation from and in advance of BL's 1981
Corporate Flan which we shall not receive until next month. I
therefore propose to tell Michael Edwardes that I shall not be

D
able to agree to the timing he proposes. However, I take his

point that 1t could be positively demaging to BL's dealership
network if you did not say something in your speech about the
IM10. This could be on the lines that the Government had
received the IM10 programme which had recently been approved

by the BL Board. The Government fully understood how critical
this was to BL's recovery plans. Funds had been provided

to keep the project Boing, so that no time was being lost while
the Government examined the funding implications. A decision
woﬁid be reached as soon as possible in the context of the
Government's consideration of BL's 1981 Corporate Plan, of which

IM10 was a part.

6 I should welcome your comments and those of Geoffrey Howe at

this stage on this and on the four Corporate Plans issue.

A
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5

7 I am copying this minute to Geoffrey Howe, Jim Prior,

John Hoskyns, Robin Ibbs and to Sir Robert Armstrong.

U

K J

A2 September 1980

Department of Industry
Ashdown House
12% Victoria Street
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The Nt Hon Sir Keith Joscph, Bt
Secretary of State for Industry
Ashdown House

123 Victoria Streect

LONDON SWi

R e

LC10 PROGRANMME

(R A

As you know, the Board approved Phase 1 of the LC10
Programme at its 9 September meeting, and the Programnme

is being forwarded to your Department and the NEB through
the usual channels for approval. . I am taking the
additional step of sending you a copy of the full

Programme and writing to you direct because the Board

is determined that you should be fully aware of the valuec
of early Government approval for this Programme, Seemesimssuss

e

The LC10 family will provide considerably higher profit
margins for BL Cars than will Metro; this is inevitable
when the market as a whole traditionally permits higher
margins to be earned on medium cars than on small cars,

In addition, .we have felt -the effect of an out-dated
product range more severely in the medium car sector than
on small cars because the Mini has held on to its market
base more effectively than have the Allegro and Marina,
Consequently, there is no doubt that, if we were starting
again at the time of the Ryder Report, we would have
decided to proceed with LC10 before Metro. It follows
that we must await the impact of LC10 launch-besore we can
really judge the fundamental viability of BL Cars; and we
cannot afford any avoidable delay’ in proceeding towards
ithat launch.

|
é.
]
1
i
i
|
]

PR A VT Rk 8 M R




The Rt Hon Sir Keith Joseph, Bt 12 Sep 1980

For the same reasons LC10 is vitally important to our
dealers. The squeeze on volumes and margins this year
ig almost certainly causing most of our dealers to operate
at a substantial trading loss. Aunouncement of our
half~year results today will certainly cause nervousness
throughout the whole dealer network and may cause many
of them to consider whether loyalty to BL Cars is now
too great a commercial risk, Fortunately, the launch
of Metro will tend to offset this, by giving their
morale a major boost, but it will not solve their
margin problem, It will also prompt the raising of
further questions about whether LC10 is really peing

to happen.

SESCL T TGS, Oy O Far . B4

As a company, we are doing all we can to prevent further
erosion of our dealer network, In addition, therefore,
to announcing today that the Board has approved the first
phase of the Programme and is submitting it to the
Government, we see an overriding need to make a positive
statement about LC10 in mid-October, when the launch

of the Metro and the Motor Show will combine to focus

the spotlight on our product development plans, If we
were compelled to duck questions about LC10 at that time,
the Metro launch could be undermined in a way which would
be irreparable even by the strongest statements of
support a month later,
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An additional complication is the Prime Minister's visit
to the Motor Show and her major speech at the SMNT Dinner
on 16 October. In our view, this presents both a great
risk and a2 great opportunity. It would be an enormous
boost to confidence, and thus market share and cash flow,
not only amongst our dealers but in our key suppliers,

our managers, our bankers and our polential collaborators,
if she were able to announce Government approval of LC10
on that occasion. But if the PM declines to answer the
major question as to whether LC10 is to go ahead, this
would be especially damaging to us. Frankly, if the latter
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The Rt Hon Sir Keith Joseph, Bt . 12 Sep 1980

approach were inevitable, we would advise Strongly
that she should reconsider her visit. There is a
great deal at stake and especially so for the Midlands
which is to be the venue for the SMMT Dinner.

It will, of course, be argued that approval of the LC10
Programme implies approval of the BL Cars Plan as a whole,
or at least of the principle that further funding for BL
Cars will be provided, In submitting the LC10 Programme
for approval in advance of the Corporate Plans, the

BL Board itself has not subscribed to this view, for the
following main reasons. First, the investment of £108m
required for LC10 accounts for only a small proportion
of the total funds requested. Secondly, it is the

norm rather than the exception to approve investment
programmes between the annual Corporate Plans rather than
simultaneously, Thirdly, an immediate start must be
made on the major product and facility developments
required to keep LC10 launch on schedule, and it would be
less than honest to continue solely on the basis of long-
lead funds when we are moving into the main part of the
Programme,

For all these reasons the Board urges you to press ahead
with early consideration of the LC10 Programme, in the
hope that you will announce the Government's decision

in the first week of the Motor Show - indeed, if the Prime
Minister were prepared to do so at the SMMT Dinner, this
would do more to secure the future of the motor industry
than anything else I can think of in the short term.

L}
# GRATD g"‘:yst,&f‘ﬁf’
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The Rt., Hon. Sir Keith Joseph, Bt.MP.,
Secretary of State for Industry,
Ashdown llouse,
123 Victoria Street, o gt
11 September 1980

BL CORPORATE DEVELOPMENT

At our meeting on the 31lst July, I outlined a proposal to
divide our present business into four major companies which,
although reporting to the BL Board, would have separate
managerial and finanecial identities. Subjecl to your agreement
we would then submit four separate Corporate Plans in place

of one. I explained that, although the proposal would provide
the option to release funds by enabling two of the four companies
(Land Rover and Unipart) to:'be floated, it would also have the
effect of highlighting the heavy funding requirements of the
remainder of BL Cars. You therefore asked me for a broad
indication of what these requirements were likely to be. to

help you to understand fully the implications of our approach.

We agreed that we would provide this broad indication in the
context of financial and manpower profiles of the four new
companies which would approximate as closely as possible (at
this early stage in our Plan development) to the four Plans
which we expect to submit to you in October. These profiles
have been considered by the BL Board which believes that they
indicate the likely general shape of the four businesscs,

and I therefore enclose the profiles, together with summary
sheets drawing out the implications for funding and manpower.
These tables largely speak for themselves, but the Board wishes
to draw the following points to the Government's attention -
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Status of Profiles

The Board is not yet due to consider, let alone approve,
the detailed Corporate Plans for the four companies.
Although the profiles represent our best estimate of

the overall shape of these plans at the present time,
the Board could well make substantial changes following
their review of the Corporate Plans., In particular, the
Board would want to review the whole future of BL Cars
if (contrary to our firm expectations) the Metro launch
were a failure or if there were a major disruption of
production in the course of BL Cars' forthcoming round
of pay negotiations. The Board also has reservations
about the profile for Leyland Commercial Vehicles,
particularly with regard to the adequacy of the rate

of return envisaged for the medium term, but will have
resolved these issues before the plan is submitted.

Timing of Decisions

Nevertheless the profiles will provide useful background
to enable the Government to prepare for the taking of
early decisions on the four Corporate Plans when they are
formally submitted, thus avoiding too long a period of
confidence~-sapping uncertainty. I am writing to you
separately about the particular need for an early decision
on Phase 1 of the LC10O Programme which has now been
approved by the Board.

Economic Assumptions

The profiles assume a major task for the Government - to
provide a climate in which the rapid deterioration in

the UK's economic competitiveness (which has been so
damaging to our manufacturing industry over the last year)
can be arrested. In our discussions with your officials,
there has been no substantial disagreement with our
economic assumptions. But if in the event these are
not borne out, or if there is no effective restraint of
foreign competition exploiting unfair trading advantages,
the Board will see little prospect of success in holding
the UK motor industry together.
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Internal Objectives

The external climate is one matter; what we have to
achieve internally is another. Our internal task

is formidable, particularly for BL Cars. We need to
attain a cost structure fully competitive with our
Furopean rivals within the next five years despite our
relatively smaller scale of production. This requires
ruthless switches of component sourcing where suppliers
will not keep their costs (particularly wage costs )
down; a further 40% reduction in BL Cars fixed costs
(at constant prices) made up principally of severe staff
reductions; further reductions in manpower bringing

BL Cars manpower, by the end of 1984, to only 50% of

its level when the present Board took over at the end

of 1977; holding pay increases to single figures for
the third successive year (we have decided to limit

wage increases in both BL Cars and Leyland Vehicles to

a figpure of the order of 7% in the next round); and
further rationalisation of product programmes and
facilities, inecluding for example, examination of such
possibilities as the ultimate disposal (or use for contract
assembly) of the Rover plant at Solihull and the closure
of major facilities in Leyland Vehicles.

There are two major risks that we shall not achieve our
internal objectives, Firstly, the business may not be
able to stand the required degree of further "surgery";
and secondly, Metro, LC10, Bounty and other products may
not be successful. But the Board's view is that we have
no alternative but to take these risks; to attempt less
would mean perpetuating a cash drain which would make the
even greater upheaval of total closure inevitable.

Contingency Planning

We have deliberately not waited for Government decisions
on the 1981 Plans before taking many of the actions
envisaged in the profiles, such as the staff cuts in BL
Cars, the further work on product and facility rational-
isation and the preparatory work for the division into
four companies. This is not because the Board seeks to
pre-empt any Government decisions; nor is it to avoid
cash calls on Government beyond the £300 million agreed
this year, though we still hope to do so, despite the
fact that these measures will increase our cash outflow
in the short term because of redundancy and closure costs.
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Rather it is that these actions are consistent with the
contingency planning envisaged in the Grenside Report

and will be beneficial whatevér the ultimate fate of

BL Cars. They are essential to give the business a
prospect, however uncertain, of ultimate viability.
Equally, they will contribute to alleviating the pain

of any subsequent decision to close the business. Tor
example, redundancies and plant closures would have to
happen anyway if BL Cars were to disappear; continuing
investment programmes give a chance of setting up some
parts of the business, such as Metro, for sale; and the
four-company division helps to insulate the other three
businesses from the fate of BL Cars. We considered the
additional possibility of extracting Jaguar as a separate
company from BL Cars, already having separated it organ-
isationally as far as is practicable, But this would have
endangered the survival of our dealer network, and Jaguar
is in any case a loss-maker at present, with a largely
new management team. Given time, the managerial separation
of Jaguar which we have now effected should provide the
basis for a return to viability, thus making it possible
for Jaguar ultimately to stand alone if circumstances
require this. :

Flotation of Land Rover and Unipart

You will see from the profiles that these two businesses

can be free-standing financially (with Land Rover being

able to meet its modest initial cash needs through external
borrowings on commercial terms). Our initial feasibility
studies indicate that flotation of shares in the two
companies should be feasible, provided that a number of
technical problems can be overcome. 1982 appears to be

a more practical objective for flotation than 1981, because
this would provide the time to solve these technical problems.
In particular, it is necessary to ensure that no needless

tax liabilities are incurred and that financial data suitable
for Stock Exchange purposes can be prepared. The Board

must make it clear that flotation has serious commercial
disadvantages. It would involve disposing of shares at

a substantial discount off asset values (compared with
selling control to a single bidder), and conversely it

would almost certainly require the repayment of BL's
existing loan stocks at par (because of the conditions
attached to the relevant Trust Deeds) compared with the
substantial discount at which they stand in the market today.
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We would need to be sure that we could re-finance our
long—-term debt from the private sector, and the re-
financing would in all probability be at higher interest
rates than are presently paid on the loans which would
fall to be redeemed. But on this basis, Tlotation of
60% of Land Rover and 60% of Unipart is a major option,
if the priority is to reduce our cash requirements.

We have of course considered whether we could float the
entirety of Land Rover and Unipart. As regards Unipart,
its close and complex relationship with the Cars business
requires continuation of management control for the
foreseeable future, and a 40% BL shareholding is the
minimum needed to ensure this. For Land Rover, retention
of management control for the time being would he desirable
for similar reasons, but even more important is the need
for more time to strengthen Land Rover organisation and
complete its expansion programme before leaving the company
to stand entirely on its own feet. Moreover it features
importantly in our collaborative discussions with our
German partners. However, the possibility of floating

the remainder of Land Rover would be reviewed regularly

in the light of progress on these matters.

Leyland Commercial Vehicles

The attached profile of this business is included as
background information at this stage, recognising that

we still have major decisions to take on our Commercial
Vehicle strategy before we submit the Plan for this business
to you in October. The Board considers that we must either
find a partner for Leyland Vehicles in a major collaborative
agreement or reduce the business to a size at which it can
stand alone on a commercially viable basis. The 1981 Plan
will reflect the conclusions which we expect to reach at

our October Board on this strategic choice. However,
irrespective of this decision, it is clear that Alvis and
Coventry Climax are not essential elements of the business
and should in any event be sold. The current profile
assumes that we are successful in finding buyers over the
next two to three years.

BL Cars

Despite the drastic actions we are already taking, the
combination of. recession, inflation and the high pound means
that we cannot bring this business back into trading profit
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before 1983. Given the performance of most other car
manufacturers around the world outside Japan and the
financial assistance being made available by Governments
in the United States and Europe, Lhe Board believes Lhese
results are the best that can reasonably be expected.

On the basis of a competitive cost structure, BL Cars
will then have the prospect of earning a modest profit
and securing a positive cash flow in the longer term.

In the Board's view, there will inevitably be a substantial
risk of not achieving these objectives. An unsuccessful
launch of Metro would in particular undermine the dealer
network which is already under severe strain. In that
event there would be no point in investing further funds.
The funding implications of supporting BL Cars are
substantial - £300m in 1981, £200m in 1982 and £100m in
each of 1983 and 1984.

Clearly, as the Board said to you when you were considering
the 1980 Plan, BL Cars is not a commercial proposition,

and the Board would not recommend an ordinary shareholder
to invest in it. But the Board believes that the Government
will wish to view this issue in a broader context; and the
Board wishes to draw the Covernment's attention to the fact
that the profile for BL Cars indicates the possibility of

a viable business in five years' time and thus the chance
of saving employment within BL and its suppliers. At this
particular time we have the opportunity to build on such
possible developments as the improvement in our industrial
relations, the reforms of working practices in BL, the

new facilities at Longbridge and, above all, the launch of
the Metro. Moreover, to close BL Cars now would jeopardise
the chances of successfully detaching the other three
businesses as we now propose. We recognise nevertheless
that this is essentially a decision for the Government to
take. .

Longer-term Assurances for BL Cars

I1f the Government decides to support BL Cars, that support
must be clear and unambiguous. To limit agreement to short-
term funding could be counter-productive because it would
simply fuel speculation about.BL Cars' future and drive away
dealers and customers as well as key senior managers within
the company. This has been the pattern of recent years.

The division into four companies will make it all the more
necessary to ensure that there is no doubt about our intention
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to see BL Cars through the recession, by which time further
big investment programmes, such as LC10 and the lightweight
Jaguar, will be coming to fruition. The Board consicder it
essential that funding for BL Cars should be accompanied

by an assurance that the Government intend to fund the
first three years of the Plan, provided that the Metro

is a success and that cash flow targets are met each year,
In addition, BL Cars will need sufficient assurance of

the Government's willingness to stand behind its obligations
in order to raise substantial further borrowings from the
private sector; this will of course contribute to limiting
the direct call on Government funding.

I should emphasise that the advantage of our proposed
division into four companies is that the three-year

funding assurance, and perhaps also any specific guarantees,
can be confined to BL Cars; but a three-year funding
assurance cannot be avoided if we are to give BL Cars a
fair chance of long-term survival by bolstering confidence
amongst its managers and employees, dealers, customers,
bankers, components' suppliers and potential collaborators.
It may be argued that a three-year funding commitment will,
by the same token, appear to guarantee the jobs of the
workforce and thus release the discipline we have successfully
applied in that quarter. We do not believe this to be so0. -
We can meet this problem by pointing to the proviso that we
must achieve our Plan, which assumes a 50% increase in
productivity and reasonable continuity of production.
Moreover, the essential difference between our present
position and that prevailing in the years immediately
following the Ryder Report is thal our credibility with
trade unions and workforce is high - they are in no doubt
that we are prepared to go through with major closures and
redundancies and if necessary with the total closure of

the Cars business.

Collaboration

The profiles prudently refrain from making specific

assumptions about collaborative deals. However, collaboration
will be necessary in certain cases to achieve sales volumes

or provide engineering resources which we would have difficult
in achieving or providing on our own. Beyond this, collabor-
ation provides an opportunity to perform better than our
current projections. But it would be misleading to suggest
that it can necessarily offer major investment savings.
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I shall of course be ready to discuss with you the

present status of our various negotiations with othexr
manufacturers either before or after the formal submission
of our Corporate Plans. In particular our talks with

our German partners are going well.

Net Overall TFunding Requirements

The Board recognises that the requirement for further
funds will be unwelcome but trusts that the Government
will consider BL's problems in the wider context both of
the motor industry recession throughout the Western world
and of the financial assistance which is being, or has
been, developed by several Governments to see their motor
manufacturers through similar difficulties.

The development of four separate Corporate Plans will of
course involve many staff within the Company, and the risk
of leaks will increase as we proceed. We hope that we can
maintain confidentiality until you are ready to make an
announcement in Parliament, particularly as a premature
release could damage our collaboration prospects. But for

this reason it is important that we should not be caught out,
and it would be helpful if we could agree at staff level on
our response to any leaks.

We shall of course be ready to elaborate on the issues raised
in this letter, both in our Corporate Plan documents and in
the ensuing discussions.

lfﬂ sl f hsni e .
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At tachment 2
BLCV "PROTILE"™ 1980-1987 5

1680 1981 1982 1983 1984 1985 1086 1987

£ Mils ¢ MIs & Mils ¢ Mils € Mils £ Mis t_"'.‘\iii:: ¢ Mils

PBIT 12 4 20 : ) 7o
" Working Capital (3) (15) ; (20)

Operating Cashflow 9 _ 15 5}
Net Capital Cashflow (45) 5 5 (25)

Total Trading Cashflow (36) ? 5 (10)

Ixtraordi nary and
Ixceptional Items (&) 25

Interest (20) (20)
Tax and Minorities (2) (5)

Total Cashflow (63) (10)

Assets Employed 486 055

Fguity - Existing 305 305
- New 100

~ Movement in
Reserves : 7¢ e 32 14

Total Fquity ; 419
Debt. ., ) 246

Total Funding 630 665 700

Debt: Equity : 2 : ; 41:59 41:59 37:63 31:69

Revenue 900 ° 1130 1240 1350 1510

Volume (000) Wy 183 57 69 74 85 °
Manpower (000) 37 .. 37 33 34 37

Return on Sales
Revenue - % : 1l 2 4

Return on Assets
imployed - % 3 1 3 5 8

Asset Turn (Times) 1.7 1.7 1.7 1.7 1.9 2.0
PBT (¢ Mils) (8) (16) (5) 10 22 32

Note: The funding effects of the Ashok Phase ITI Expansion have not been
fully reflected in the above. Actual cash requirements will tend to
be higher than those shown in the early years but these will be
funded by interest free loans in India.
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/ Attachment 3
ROVER HOLDINGS "PROFILE" 1980-1987

1980 1981 1982 1983 1984 1985 1086 1987
g Mils £ Mils £ Mils ¢ Miis £ Mils € Mils £ Mils ' £ Mils

PBIT 33 35 45 50 60 80 85 95
Working Capital (15) (20) (25)  \.(30) (25) (30) (25) (40)

Operating Cashflow 18 15 20 + 20 35 50 GO 28
Net Capital Cashflow (25) (25) (25) (15) (15) (5) (= 5

Total Trading Cashflow (7) (10) (5) 5 20 45
Interest : (6) (8) (8) (9) (11) (11)

Tax and Dividend
Payments (2) (5) (5) (12) (16)

Total Cashflow (15) (23) (18) 18

Assets Tinployed 220 270 319

Equity - Existing 160 160 160
~ Reserve Changes 27 58

Total - Equity
Debt

Total Funding

Debt :Equity

PBT 49 69
Tax (7) (13)

Associate Companies’
increase in net worth 5 5

Net Earnings 47 61
Dividend

*a

Transfer to Reserves

Revenue

Volume (000) °
Hanpower (000)

Return on Sales
Revenue = %

RBeturn on Assets
Enployed - %

Asset Turn (Times)
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Attachment

FUNDING ASSUMPTIONS

1982 1983

1985 1986

B

Cash (Outflow)/Inflow

BL Cars

BLCV

Land Rover
Unipart

Otr.ior Companies

Consolidation/
Head Office

Yunded by:

Borrowings
Equity

Memo

Cumulative Cash
Requirement

Cunulative
Borrowings Change

Cumulative Equity
Requirement

s

(167)
(10)
(15)

g
(1)

(1)

(115)  (30)
(13) 11
18 25
- 1

P —

(1)

(185)

(111)

(505)  (903) (1088)
155 303 388
350 600 700
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10 DOWNING STREET

From the Private Secretary 3 November. 1980
2

British Leyland: Threatened Strike

This is just to confirm that the Prime Minister was content
with the line your officials proposed to take with Sir Michael
Edwardes - as set out in your letter of 31 October. But she did
comment, as I think you know, that you should make it clear that
the Government is not committed in.any way to finding the funds
for the new Corporate Plan.

I am sending copies of this letter to John Wiggins (HM Treasury),
Andrew Hardman (Department of Employment), Robin Ibbs (CPRS) and
David Wright (Cabinet Office). :

A TED
\_},L—r\

T. B LANGE

Ian Ellison, Esq
Department of Industry




10 DOWNING STREET

PRIME MINISTER

British Leyland

Two points in Treasury letter:

1. The Department of Industry
don't like it: they say the
important thing from the point
of view of the BL's negotiating
tactics is government funding
rather than government funding
plus bank funds. I suggest

we tell DOI to ignore Treasury
on this point.

2.1 DOLyacecept.

ol

31 October 1980
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000
31 October 1980

I. Ellison, Esq.,
Private Secretary,
Department of Industry

Dear lam
BY-FINAL PAY OFFER

The Chancellor has seen the letter which Sir Michael
Edwardes sent to your Secretary of State earlier today.

The Chancellor takes the view that we must leave Sir Michael
Edwardes to deal in his own way with the strike threat,

and to ensure that it is called off or fails quickly for
lack of support. But since we have been given the
opportunity to express any misgivings the Chancellor has
asked me to put two points to you which concerin Government
funding.

The first is about Sir Michael Edwardes' judgement that he
must be quite specific about the funds required for BL
cars during 1981 and 1982. The Chancellor hopes that

Sir Michael Edwardes Will concentrate on the total
requirement from private as well as public sources of
funds, rather than emphasising any particular Government
component assumed within it. This would of course be put
forward as BL's assessment, not the Government's, and there
is no Government commitment to any figure.

The second point comes up on the assertion that 'the Board
will seek no further funds from Government for BL cars ...'
I note that you are taking steps to clarify this, since
even if the Plan for BL cars is withdrawn there will be an
unavoidable requirement to fund the rundown.

The Chancellor hopes that in spelling out the implications
of withdrawing the Plan for BL cars Sir Michael Edwardes
will stress the consequences for the funding of new models
like the LC10 contained in the Plan.

I am sending copies of this letter to Tim Lankester and
the other recipients of your letter.

P.S. JENKINS
CONFIDENTIAL

COMMERCIAL IN CONFIDENCE
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 220
SWITCHBOARD 01-212 7676
PS/ Secretary of State for Industry

%1 October 1980

Tim Lankester Esq
Private Secretary to the Prime Minister
10 Downing Street

LONDON SWA1

bthp‘\1¥bxvn
Dan Ton, N\t
BL: THREATENED STRIKE A’\‘M &_\"'—"

1 We spoke about the attached letter which Sir Michael Edwardes
has sent to my Secretary of State. Sir Michael has asked that,

if the Government has any misgivings about his proposed course

of action, he should be told before the BL Board meeting at his
home at 11 am on Saturday 1 November.

2 Following yesterday's mass meetings which produced an

inconclusive result, a meeting of national union officials and
senior shop stewards on Monday % November will decide whether or
not to call for a strike. Sir Michael thinks that, unless BL
takes "more than conventional" action before then, that meeting
may well call for a strike. He therefore proposes two major
steps:

a) to tell national union officials over the weekend
of the key features of the BL Corporate Plan just
submitted, and the funding requirements, at least for
BL Cars, for 1981 and 1982, which involve a request for
Just short of &£1BN of new Government equity up to March
1983 for BL as a whole, much the greater part being for
BL Cars (including for this purpose ILand Rover and
Jaguar); and

to tell union officials on Sunday 2 November and to
announce to shop stewards on Monday % November (before
their meeting) that, if they call a strike and a significant
part of the workforce obey, the BL Board will "seek no
further funds from the Government for BL Cars by
withdrawing the Plan". Sir Michael considers that, if
the strike took place after such a statement, there
would almost certainly be a loss of confidence by banks,
trade creditors etc. to such an extent tht the Cars'
business, and perhaps BL as a whole, would rapidly be
forced to cease trading. This would result in "the
massive closure costs of a liquidation scenario".

(D
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%) It is possible that the disclosure of the Corporate Plan
funding figures might cause embarassment for the Government, but this
is far outweighed Ey the importance or trying to avoid the strike.
Disclosure of the figures might (if the strike were then avoided)
inetrease the Eressure on Ministers to approve the Plan in full

but this cou e Y ninisters using a suitable opportunity

later on to emphasise that they retained full dbcretion as to
whether, and to what extent, to approve the an.,

4 The fprm of words which Sir Michael proposes to use in (b)

is slightly ambiguous and may therefore be less effective than

it should be. Officials have therefore discussed with BL top
management an alternative formulation on the lines that "the

Board would withdraw the Plan and would therefore seek no further
funds from the Government for BL Cars to implement the Plan". If,
despite this statement, the strike went ahead and the predicted
consequences followed, the potential calls on the Government to
honour its undertakings to creditors under the so called Varley-
Marshall assurances could well run to many hundreds of millions

of pounds. On the other hand, the damage to the Government's
broader policies from conceding any further increase at this stage
would be even more serious.

5 As you know, my Secretary of State is out of the country but
before he left he made it clear that, in his view, the handling
of the strike threat is a matter for Sir Michael Edwardes in which
the Government should not attempt to intervene. If Sir Michael
considers it necessary to withdraw the Corporate Plan, the
Government can be confident that there is no other course but to
accept his advice. The public expenditure consequences of closure
or liquidation would be severe, as would the industrial and
unemployment consequences. But the alternative, of interveping

to persuade Sir Michael to increase his pay offer, would have an
ever more serious impact on the credibility of the Government's
policies; it would mean increasing public expenditure (and
possibly taxation) to raise the pay of a group of workers who have
already received disproportionate public money at a time when
many, more worthy, groups of workers are facing large scale
redundancies.

6 Provided the Prime Minister sees no objection, officials here
propose to tell Sir Michael that the Government supports the line
he intends to take. They will, however, remind him of the need

to avoid (so far as is possible without compromising the
effectiveness of the threat) any statement which would preclude
some recovery of the situation should the strike go ahead but
collapse within a short period. They also propose to suggest that

/Sir Michael ...

CONFIDENTIAL
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Sir Michael should emphasise that the funding requirements are
BL's recommendations to the Government which Ministers have not

yet considered.

7 ‘T am sending copies of this letter to John Wiggins (Treasury),
Andrew Hardman (Employment), Robin Ibbs and David Wright (Cabinet

Office).

Jons ey
lan $0ige

I K C ELLISON
Private Secretary

CONFIDENT TAL
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Following the mass meetings of BL Cars' hourly-paid workforce
on Thursday, national union officials and senior shop

stewards meet on Monday, 3 November, to consider their response
to our final 6.8% pay offer and may well be inclined to

decide - justifiably or not - that they have a sufficient
mandate for strike action across the whole of BL Cars.

The Board is meeting on Saturday to consider whether in the
event of a significant strike it could continue to say that
there was a chance of recovering the BL Cars business to
viability. However, in my judgement, if there were a
widespread walk-out across BL Cars and no response to the
setting of a very early deadline for a return to work, the
twin effects of a strike on market share and cash flow would
be such as to make it impossible to deliver the 1981 Plan,
submitted to you only a week ago,

It is therefore vital that we pull out all the stops to
persuade the stewards on Monday to refrain from calling a
strike, and failing that to persuade our employees not to obey
a strike call (5 days' notice of a strike being required, under
agreed procedures). Although the stewards are entitled, by

aners
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I shall ask the Board to authorise me to announce

on Monday that, in the event of the stewards deciding

to call for strike action and a significant part of

the Cars workforce taking such action, the Board will
seek no further funds from Government for BL Cars

by withdrawing the Plan recently submitted to Government.
The impact of such a statement depends of course on

the preceding explanation of the Plan, which will
demonstrate our dependence on Government funds, I
intend to supplement this statement by commenting that,
in my judgement, in the event of a strike it is

unlikely we could put together a Plan offering a prospect
of viability for BL Cars and that in the short term the
lack of an approved and funded Plan would be likely to
leave us without the cash to pay our wage bill beyond
December, These statements do not in themselves

trigger our Loan Stock Trust Deed, under which an
authoritative statement of intent to close a substantial
part of the business would precipitate immediate
repayment of loans totalling £250m, But you should

be aware that, if a strike did take place after these
statements had been made, there would almost certainly

be such a loss of confidence by banks, trade creditors,
dealers and BL Cars management that the Cars business,
and perhaps BL as a whole, would be rapidly forced to
cease trading. Indeed, a financial crisis would

rapidly develop affecting the whole of BL, since even under
our forecasts for normal trading conditions we need
additional facilities from the banks to sustain the
business from November until the first tranche of
Government funding is available under an approved 1981
Plan. This would result in the massive closure costs

of a liquidation scenario, even though we would of course
do our best to save those parts of the business which
could be insulated from the areas affected by strike action.

T
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My Board colleagues appreciate the grave consequences of
such an outcome, But our priority must be to take all possible
steps to prevent a strike, and in my Jjudgement the above
tactics are necessary to offer a real prospect of achieving
this, Moreover, we would in any case see no purpose in
trying to soldier on with the business in the event of a
major strike. Although in theory an alternative strategy
would be to avoid cataclysmic statements and simply secek
Government funds (or specific guarantees) sufficient to see
us through a long strike, the effect of such a strike on our
dealer network and on customer confidence generally would

be to destroy any commercial basis for the business, even if
the Government were prepared to provide this support.
Consequently, I consider that to bring the crisis to a head
immediately is our only hope.

I am afraid that the pressure of events requires me to ask that,
if the Government has any misgivings about our approach, you
should let me know within the next 24 hours.
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Tim Lankester Esq
Private Secretary to the
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London SW1
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BL CARS' DISPUTE

v,

As promised in my letter of 27 October, I am writing to give you
further news on this dispute.

2 Up to the time of the mass meetings which are being called at
all BL Cars plants in the course of 30 October, the management

will be appealing directly to each of the 000 workers involved
not to take industrial action at a time when the Metro has just
been successfully launched, and when BL's market share, in response
to this, has risen to 2% per cent.

3 If, as BL think is not unlikely, a sufficient number of plants
give support to strike action, they will put every possible pressure
on the unions to draw back from the brink, up to and including the
time of the union meeting on % November which will assess the
response made at the mass meetings. Sir Michael Edwardes is
currently seeking his Board's approval of a statement by him on or
before 3 November to the effect that if a substantial part of the
workforce takes strike action, the Board will withdraw the recently
submitted Corporate Plan and will seek no further funds from the
Government for BL Cars.

4 T am copying this letter to the Private Secretaries to the
Chancelleor of the Exchequer and the Secretary of State for Employment.

Private Secretary

CONFIDENTIATL
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PSS / Secratary of State for Industry

2) October 1980
Tim Lankester Esq @

Private Secretary to the ST
Prime Minister pmh Hmubr
10 Downing Street

London SW1l

T im
BL LABOUR TROUBLES

There has been an important development today in BL's dispute
with its manual workers over pay which my Secretary of State has
asked me to bring to your attention.

2 This morning the trade unions involved decided overwhelmingly
to reject BL's offer of a pay increase of 8.8% and to recommend at
mass Weetings which are to take place on 3 ctober that industrial
action should take place at all BL's car plants. o TR
5 The company will decide tomorrow how best to respond to this;
one possibility, if #ime alldWs, 18 direct communication with each
individual worker at his home.

4  Bir Michael Edwardes asked earlier this evening whether he
could make public straightaway the fact that the Government had
received the 1981 Corporate Plan (he sent a of it to my
Secretary of State late on o4 October) and that was asking for
"hundreds of wmillions" of additional funding from the Government.
He thought that this might influence events in the BL management's

favour. My Secretary of State has agreed that Sir Michael
should be told that there would be no objection to this.

5 BL have promised to keep the Department in close touch with
events, and I shall let you know of any important developments.

6 I am copying this letter to the Private Secretaries to the
Chancellor of the Exchequer and the Secretary of State for Employment.

VD‘”S e/

Cff:;;:f1latuwe ’15&14
CATHERINE BELL
Private Secretary
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TELEPHONE DIRECT LINE 01-212 9501

PS/ SWITCHBOARD 01-212 7676
Secretary of State for Industry

|3 october 1980

Tim Lankester Esq
Private BSecretary to

Prime Minister
10 Downing Street n"’ H‘D“’#{V"i
London SW1 (/‘_,
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Thank you for your letter of 29 September conveying the Prime
Minister's views on my Secretary of State's minute of 22
September about BL.

2 The possibility of establishing a greater Japanese involvement
in the company was considered during the Bullock Group's review
of BL's 1980 Corporate Plan, and my Secretary of State has asked
that this aspect should be fully covered in the Group's work on
the 1981 Plans. In the present depressed state of the world
motor industry we cannot be certain that another company would
be prepared to take & tinancial stake in BL. However, it is
undoubtedly the fear of iwport controls which has aroused
Japanese companies' interest in the idea of investing in Europe,
and this is a factor which we can use when appropriate in
negotiating with them.

3 T am sendin% copies of this letter to John Wiggins (Treasury) ,
D

Richard Dykes (Department of Employment), Gerry Spence (Central
Policy Review Staff) and David Wright (Cabinet Office).

70u-4 ey

CATHERINE BELL
Private Secretary

CONFIDENTTIAT
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BL CORPORATE DEVELOPMENT

Keith Joseph in his minute of 22 September to you asked
for my comments on the BL ideas for restructuring into
four separate companies and for the IM10 medium car
project.

2 I entirely agree with Keith Joseph that we should
take no final decisions on any aspect of the BL problem
until we have been able to study carefully the 1981
Corporate Plan and the implications for Government support.

Bia Meanwhile I am convinced that the division into four
separate companies is a desirable development on any view
of the future of BL. I think that it is particularly
desirable to make it easier to privatise Land Rover and

Unipart as soon as the market is right.

4. On the LM10 medium car I recognise Michael Edwardes'
dilemma, particularly in relation to his dealer network.
But we must avoid piecemeal commitments in advance of our
decisions on the next CorpormTeE~PIaZN. So I strongly
support the non-committal line Keith Joseph suggests

that you should take at your your SMMT Dinner.

5. I am copying this minute to Keith Joseph, Jim Prior,
John Hoskyns, Robin Ibbs and Sir Robert Armstrong.

P.s\lM‘-'n' .
R '
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10 DOWNING STREET

From the Private Secretary ' 29 September 1980

The Prime Minister has considered your Secretary of State's
minute of 22 September about British Leyland. Subject to the
Chancellor of the Exchequer's views, she agrees with his two
main proposals: first, that BL should prepare corporate plans
for the four separate parts of the business, and second, that
no decision on the LM10 programme should be taken until the
four corporate plans have been considered.

Against the probability that BL will be asking for very
substantial additional funds from the Government, the Prime
Minister has asked if your Department would seriously consider
the possibility of establishing a greater Japanese involvement
in the Company. She wonders whether one possible approach might
be to threaten the Japanese companies with import controls unless
they were prepared to establish themselves in the UK on a much
bigger scale.

The Prime Minister would be grateful if your Secretary of
State could report back on this point when your officials and
he have had time to consider -it.,

I am sending copies of this letter to John Wiggins
(HM Treasury), Richard Dykes (Department of Employment),
Gerry Spence (Central Policy Review Staff) and David Wright
(Cabinet Office).

T. P. LANKESTER

CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
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Department of Industry.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 550/'

SWITCHBOARD 01-212 7676
Secretary of State for Industry

20 November 1980

Nick Sanders Esq
Private Secretary to the

Prime Minister ‘/
10 Downing Street

London SW1 f' o5 O@u MS
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We spoke and I promised to send you a COpy
of the proposed arranged PQ on BL which I
now enclose.

\10 Vs e

Coatroras Tl

CATHERINE BELL
Private Secretary




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 3301

SWITCHBOARD 01-212 7676
Secretary of State for Industry

[4 November 1980

Robin Birch Esq
Private Secretary to the

Chancellor of the Duchy

of Lancaster
Privy Council Office
Whitehall
London  SW1

Pear Kebun

PROPOSED ARRANGED PQ ON BL

Further to Catherine Bell's letter of today's

* date I attach a revised version of the Question
to be put down for reply in the terms indicated
on 21 November.

I am sending copies of this letter to Murdo
Maclean and to Michael Pownall.

E | %]
h“*JCszliﬁ?

MIKE KENNY

Private Secretary

~




ARRANGED QUESTION

Question

To ask the Secretary of State whether the proposed legislation
to amend the NEB's financial arrangements will include provision
to increase the Board's financial limit in respect of BL, and
by what amount.

Answer

Clause 1(1) of the Industry Bill which received its First
Reading today provides for an increase in the NEB's statutory
financial limit to cover the external financing requirements
of BL Ltd. Whatever decisions are taken on BL's Corporate
Plan an increase in the financial limit of the NEB in respect
of BL will be necessary. However, until the Government has
taken decisions on the Corporate Plan no firm estimate of
this can be made. The increase for which the Bill provides
is, therefore, a token one of £1 million. A firm figure

for the new financial limit will be announced as soon as
possible and an appropriate amendment will then be tabled.
The House will then have a full opportunity to debate the
matter.

CONFIDENTIAL
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3301

SWITCHBOARD 01-212 7676
Seacretary of Srate for industry

ElC)November 1980
T Lankester Esq

‘Private Secretary F%““ dﬁc{:]:f“

Prime Minister
10 Downing Street
London SWA Nf
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BL: ENDING OF PAY DISPUTE !

As you will know, representatives of BL Cars' manual workers
finally decided on 18 November to accept the company's 1980/81
pay offer of 6.8 per cent. r

My Secretary of State has received a letter from Sir Michael
Edwardes informing him that, following the settlement of

the dispute, BL no longer requires the Government guarantees
of its current borrowings requested in his letter of 5
November. n ese circumstances, Sir Keith has decided,
witl the agreement of the Treasury, that the last %25 million
of Government funding due to BL in 1980-81 should be paild in
the form of equity capital on 19 Novémber. RBL had earlier
requested thiE"ﬁﬁiﬁﬁﬁ%‘ﬁﬁ'Tﬂ'NE?EﬁBEEﬁ but an improved cash
flow in the first half of the month (resulting partly from a
better than expected market share) has meant that the company

could afford to wait until 19 November before receiving the
money. '

I am copying this letter to the Private Secretaries to the
Chancellor of the Exchequer, the Secretaries of State for
Employment and Trade, Robin Ibbs and to Sir Robert Armstrong.

L -
oUrS, ey
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CATHERINE BELL
Private Secretary
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From the Private Secretary 14 November 1980

Industry Bill: Financial Limit for British Leyland

The Prime Minister has seen the Lord Chancellor's _
minute of 11 November and the minute from the Secretary of
State for Industry of 12 November, together with the
minutes of the meeting of Legislation Committee held on
11 November.

She has concluded that the right course to follow
would be that proposed by the Secretary of State for

Industry, namely to include a nominal figure in the Industry
Bill and to revise it at a later date. In her view, it

would be wrong to pre-empt the eventual decision in the
legislation at this stage. She hopes that arrangements
can now proceed for the early introduction of the Bill.

I am copying this letter to the Private Secretaries
to the Members of E and L Committees and to David Wright
(Cabinet Office).

N. J. SANDERS

M. H. Collon, ESq.,
Lord Chancellor's Office.




Oﬁur..'

VALY
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From the Private Secretary 14 November 1980

INDUSTRY BILL:
FINANCIAL LIMIT FOR BRITISH LEYLAND

The Prime Minister has seen the Lord Chancelldf's minute
of 11 November and the minute from the Secretar?IOf State for
Industry of 12 November, together with the;mfnutes of the
meeting of Legislation Committee held oq;fi November.

She has concluded that the righ% course to follow would be
that proposed by the Secretary of'State for Industry, namely
to include a nominal figure in the Industry Bill and to revise
it at a later date. In her_view, it&go%iggbe wrong to pre-empt
the eventual decision in the legislation She hape tlar armct; ca
rew e fa- e ead intrdiaon o Hhe €V}

I am copying this letter to the Private Secretaries to
the Members of E an@fﬁ Committees and to David Wright (Cabinet

Office).

M.H. Collon, Esq.,
Lord Chancellor's Office.

CONFIDENTIAL




PRIME MINISTER

INDUSTRY BILL:
FINANCIAL LIMIT FOR BRITISH LEYLAND

I reported to you some time ago that Legislation Committee
had run into difficulties over the handling of the Industry
IBill, which is to increase the NEB's financial limits to
cater for BL among other things.

Since I last mentioned this difficulty to you, there has
been another meeting - and a very bad tempered meeting it was -

of Legislation Committee. The result is the minute to you
from the Lord Chancellor at Flag A, which sets out the facts

very clearly. The minutes of the L meeting are at Flag B.
Keith Joseph has also commented (Flag C).

I have consulted the Departments principally involved
in all of this, and would strongly recommend that you need
not call a meeting of colleagues, since it would only go

over the same ground again. The choice is quite simply

between the views of the policy Ministers (the Secretary of

State for Industry and the Chancellor) on the one hand and

the business managers on the other. My own view, which I

think would be accepted by the business managers without too

much fuss, is that you should say that you have looked at

the arguments on both sides and have concluded the Bill should be in

the form suggested by the Secretary of State for Industry, on

the clear understanding that he recognises problems may arise

in the House.
e ——

Are you content to rule in this way?

ﬂg/‘& LJ,{}I; QQ._ "'2 LGt @'73/\ S
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13 November 1980
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PRIME MINISTER

INDUSTRY BILL: FINANCIAL LIMIT FOR BRITISH LEYLAND

I have seen a copy of the Lord Chancellor's minute to you of

11 November about the disagreement at yesterday's Legislation

Committee over the provision for BL in the Industry Bill. I
welcome his proposal for a meeting to resolve this. Since the
Bill will need to go to print by the end of this week, if it is
to be introduced at the beginning of the new session, you may
feel it would be best if we met immediately after Cabinet

tomorrow.

2 The Lord Chancellor's minute sets out the opposing views very
clearly. I recognise the force of the Business lManagers'
objection to the inclusion of a purely notional figure of &1
million in the Bill. However it is public knowledge that the
BL Corporate Plan has only just been received by the Government
and that the level of funding which its implementation would
require is very substantial. I do not believe that we could
justify attempting a realistic guess of an increased financial
limit for BL at this stage without encouraging the belief that
the Government had no serious intention of exercising effective
control over the company's future. This would suggest to the
Unions that further funding could be taken for granted. All
this would be dangerous in the present uncertain climate of

industrial relations.

3 I therefore remain of the opinion that the only sensible

course is to include the notional provision of £ million for BL

CONFIDENTIAL /in ...
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in the draft Bill for subsequent amendment and to be quite open
with the House about our reasons for doing so and about our
intention of giving the House a full opportunity for a debate on

BL at Report Stage. In my letter to the Lord Chancellor of

56 October which I copied to you I proposed doing this in an

arranged Parliamentary Question on the day the Bill was published.

4 However I recognise the arguments of the business managers and
if their view were to prevail I think we should irc lude a round
figure which would relate to the BL Corporate Plan as it stands
and which would enable us to deal with BL's requirements over the
next 5 years. Such a figure would be £2000 million. This

would take the financial limit for the NEB to £%250 million

(which could of course be reached by stages) and would take the
aggregate limit for the NEB and the Secretary of State from

£3000 million to £6250 million. You will recognise that these
huge figures include not only Government investment in the company

but private sector borrowing.

5 The Lord Chancellor's minute also refers to Adam Butler's
agreement yesterday to amend some of the provisions of clause 6

of the Bill in order for it to be certified as a Money Bill. I
had not recommended that course of action in my Memorandum to
Legislation Committee since I did not feel the time constraints,
though severe, justified treating the Lords in this way. However,
in view of the strong feelings of the Lord Chancellor and the

Lord President I can confirm that I am prepared to modify the

Bill so that it can be certified as a Money Bill. I would however

/draw ...
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draw your attention to the fact that this could arouse criticism

from the Public Accounts Committee, as the Lord Chancellor has

indjcated in this minute.

6 I am sending copies of this minute to the lMembers of E and

L Committees and to Sir Robert Armstrong.

K J

(Approved by the
Secretary of State
and signed in his
absence)

I2. November 1980

Department of Industry
Ashdown House
123 Victoria Street
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Prime Minister I[N N'ovembcr' 1980

Industry Bill:
Financial Limit for British Leyland

I I am sorry to report a disagreement between the Commons
Managers on one side and the Department of Industry and the
Treasury on the other at this morning's session of the
Legislation Committee in their discussion of the Industry Bill.

The disagreement related to those provisions in section 1 of the
Bill which are designed to increase the statutory financial limit
for the National Enterprise Board. In reality the increase relates
solely to the provisions for British Leyland.

2. The arguments for the two respective viewpoints are nicely
balanced, and do not permit of compromise. It is necessary to
introduce the Bill into the House of Commons at the start of the
new session if its provisions are to become law before the
present financial limit is exceeded. In practice this means next
March. The trouble arises from the fact that the Government is
i6t yet in a position to decide on a final figure, and will not be
able to do so until Ministers have taken a view on BL's corporate
plan. This means about the turn of the year. In the meantime,
some figure has to be included in clause 1(1) on introduction. In
the nature of things any figure must be unreal, and will have to
be altered at earliest in Committee more probably at Report. The
disagreement is whether the figure to be inserted on introduction
is a token (e.g.d £1 millio?ﬁ or a genuine estimate but at the lower
end of the range of possibility.

3. The Minister of State, Department of Industry, and the
Financial Secretary, Treasury, argued for the proposal in the
memorandum by the Secretary of State for Industry (L(80)63). This
was to include in the Bill only a_token figure of £1 million. If
this suggestion were adopted the House oI Commons Woura be told
that the Government would seek to amend the Bill by substituting a
higher figure probably during the Report Stage. TIn their view to
insert anything other than a nominal figure at the onset would
prejudice the Government's eventual decision about the finance and
future of BL and might make the task of dealing with the present
industrial relations there more difficult.

4' The business managers did not think this course would be
acceptable to the House. It would be particularly strongly
criticised by those who have been pressing the House to exercise

a more effective financial control and asking for the establishment
of the proposed new Procedure Committee on Supply. At the minimum,
the Government would have to find time for a separate debate on

the floor of the House about the finance of BL, and the passage of
the Industry Bill might well be delayed. 1In thedr view the right

the Managers’
1
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course was for the Government to decide on, and include in the
Bill, a figure that would appear to the House to be realistic,
even though it might have to be amended later. It would be for
the Ministers concerned to suggest what the figure might be, but
to have a manifestly unreal figure would not only highlight the
Government's uncertainty, but give rise to the criticism that the
House was being asked to give a second reading to something they
knew to be completely undecided.

S Since this division of opinion concerns the principle of the
most important provision in the Bill, it was not possible to find
a compromise. In the circumstances, rather than bring the matter
to the full Cabinet, you might think it best to discuss the matter
with colleagues most directly concerned: the Chancellor of the
Exchequer, the Secretary of State for Industry and the Commons
business managers. The various Ministers who attended Legislation
Committee held briefs which did not admit of compromise. The
majority of members were unable to express a worthwhile opinion
in the face of views so manifestly divergent which did not affect
their departments.

‘, I should add that the Minister of State, Department of Industry,
expressed his willingness to drop from the draft Bill certain
provisions in clause 6 giving statutory cover for the payment of
grants for such matters as the improvement of links between Education
and Industry, following up the Finniston Report. He warned the
Committee that there might be criticism from the Public Accounts
Committee if these grants continued to be paid through the
Appropriation Acts. The omission will, however, make it likely
that the Bill will be certified as a Money Bill, thus shortening
its passage through the House of Lords. %51§ is important, not only
because oI the deadrline Tor obtaining Royal Assent for this Bill,
but also because of the general pressures on next session's
legislative programme that are becoming increasingly apparent to
the business managers in both Houses. The change will save according
to the Lord President of the Council two weeks of Parliamentary time
in the Lords, and I was extremely grateful to the Minister of State

for making this concession.
——

I am sending copies of this minute to the Members of E and L
Committees and to Sir Robert Armstrong.

hg$i

Lord Chancellor's Department,
House of Lords.

2
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From the Private Secretary 7 November 1980

Poos

BL Guarantees

The Prime Minister has read your Secretary of State's
minute of 6 November. She agrees that the necessary
guarantees should be issued to British Leyland if they
withdraw the 1981 Corporate plan for BL Cars Limited. As
regards the 5 ent equity which BL have
requested an i i m this financial year,
the Prime Mini this additional
money can be issued in a non-equity h is indeed
what Sir Keith is trying to ensure.

The Prime Minister has noted that Sir Keith proposes
to tell Sir Michael Edwardes that Ministers will need
24 hours in which to consider a decision to close BL Cars

i t into operation: she agrees that such a

delay is necessary and she would like Sir Keith, the
Chancellor of the Exchequer, the gecretary of State for
Trade and the Secretary of State for Employment to be
ready to meet with her if this situation arises.

I am sending a CcOpPY of this letter to the Private
Secretaries to the Chancellor of the Exchequer, the
Secretaries of State for Employment and Trade, Robin Ibbs
and to Sir Robert Armstrong.

Sl

”
”

g

I.K.C. El¥ison Esqg
Depart nt of Industry.
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1 I attach a copy of a letter of 5 November which I have ‘—

received from Sir Michael Edwardes in which he advises me that his'
Board consider that a successful strike could cause manufacturing
activities in BL Cars to cease in whole or in part, and that in
such circumstances his Board will abandon the BL Cars Ltd
Corporate Plan. The letter also sets out the Board's view that,

in the above circumstances, guarantees would be necessary in

order to allow an orderly rundown to take place as foreseen

in the contingency planning which took place earlier this year.

2 You may remember our earlier correspondence of 14 and 19
February 1980 in which we discussed whether we could issue guarantees
to BL if they withdrew their Plan. My conclusion then, with which
you and the Chancellor concurred, was that the issue of guarantees
would be necessary to prevent a run on BL and to allow the Board

to remain in charge for the rundown of the business, and that a
compulsory creditors' ligquidation was not an acceptable alternative.
I am still of this opinion now, and in particular still consider

that the alternative of not taking any action and of allowing a

compulsory creditors' liquidation would not only precipitate a

/completely ...
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completely uncontrolled reaction by creditors of BL but could also
result in an even higher and earlier cost to the PSBR than if we or
the BL Board were able to control events. I therefore regard the
issue of guarantees as action to minimise the losses we shall be
faced with rather than one that would increase the costs. The

Government is already liable for the whole of BL's debts and

obligations under the terms of the Varley-lMarshall assurance, and
e s S T,

these guarantees, so far from increasing our exposure, would be

aimed at reducing the immediate calls under it.

) Our correspondence of February and my eventual letter to
Michael Edwardes of 22 April (of which a copy is attached) were

all concerned with a situation in which the BL Board withdrew

their 1980 Corporate Plan. The current letter from BL is couched

in terms of the absndonment of the BL Cars Ltd Corporate Plan (ie
for 1981); however I do not in practice consider that the
circumstances differ materially from those we were envisaging
earlier this year, and should be grateful for your confirmation

of this.

Nt As I said at the beginning of this letter, Michael
Edwardes' letter gives us advance notice of a possible need for
guarantees. I understand that, if the need arises, he will write
to me again, at the time when his Board consider they are ready
to determine their reaction to the strike. I shall then have

to give him, at very short notice, a formal reply, but would

/like -
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like to send him a brief acknowledgement to his current letter now
so that his planning can proceed. Meanwhile officials in this
Dgpartment have already discussed this matter with Treasury
officials and are maintaining close contact with them on the

technical aspects of the procedure for issuing guarantees.

5 I propose to see Michael Edwardes early next week and

to tell him that, once his Board reaches a decigion to close

the Cars bugsiness in whole or in part, we shall need 24 hours

in which to consider that decision before it is put into
operation. We shall clearly need to keep in close touch with the
situation next week, since there are several ways in which it
could develop. I expect the critical point to be reached towards
the end of next week (if the strike starts). You might wish to

consider whether a small group of Ministers should be on call to

meet for this purpose and to consider any final decision

during the 24 hours' notice I propose to require.

6 There is a concurrent problem over a request which BL
have made for the issue of the last £25 million of Government
equity which is due to them in 1980-81. Despite the presentational
difficulties that would be involved in the Government taking

a new equity stake at the start of a strike, BL are insisting

that they need the money on 11 November and that they must have it,

in equity form. I am intending to tell Michael Edwardes in

¥ e R
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the near future that we are urgently exploring the alternative

of making a short-term NLF loan of £25 million available to BL

through the NEB, and I hope that he will accept this.

'

7 I am copyim this minute to the Chancellor, Jim Prior,
John Nott, Robin Ibbs and to Sir Robert Armstrong.

\2.

e
b November 1980

(Approved by the Secretary of State
and signed in his absence

Department of Industry
Ashdown House

123 Victoria Street
London SW1
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Today the Board has considered the situation facing the
Company in view of the decision reached by BL Cars

Shop Stewards on Monday 3 November, to call a strike on
Tuesday 11 November,

The Company's first line of action is to make every effort
to persuade employees in BL Cars to reject the strike call
and to work normally.

To the extent that we are unsuccessful in achieving this,

we shall advise all employees who are on strike that they
are in breach of their contracts of employment. At an early
date following strike action they will be deemed to have
terminated their employment.

It is not possible, at this time, to predict accurately the
outcome of this sequence of events. Nevertheless, if the
strike is successful, it will cause manufacturing and,
subsequently, trading activities in BL Cars Limited to cease,
in whole or in part, according to the degree of disruption
which will have occurred.

el




The Rt Hon Sir Keith Joseph, Bt, MP 5 November 1980

In such circumstances the Board today confirmed that it would
seek no further Government funds to be invested in BL Cars
Limited and that the BL Cars Limited Corporate Plan be
abandoned.

As 1 indicated to you in my letter of 31 October, it

would then be necessary for the BL Board to be in a position
immediately to implement contingency plans. The first and
vital step would be the provision of Government guarantees
in accordance with your letter to.me of 22 April and

Mr Bell's letter to Mr Andrews dated 28 April. These
letters provide that the BL Board should give you advance
warning that it may require to withdraw the plan and request
and receive in turn Government guarantees in the circumstances
that the BL Board now face. This letter gives you such
advance warning.

Our examination of the situation indicates that, if strike
action is taken, the Board could formally advise you of
its decision abandon the BL Cars Plan as earl

Tuesday 11 November, ernactively, it may be necessary
to defer judgement on this matter to Monday 17 November,
but no later than that.

On the assumption that Government wishes the BL Board:-

(a) to continue to manage the affairs of the Company, ;nd

(b) to avoid the risk of the appointment of a liquidator,

the Board needs your confirmation of the guarantees before
formal notice of withdrawa e an 1s conveyed to you.
Such guarantees are necessary to protect the directors against

any liabilities arising under Section 332 of the
Companies Act 1948 and for any other liability in law.

nd. .LJVA- :
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Sir Michael Edwardes
BL ILtd

35-38 Portman Square
London W1H OHQ

f);¢,\_ ﬂd&&‘;ul

In your letter of 18 March you reported your Board's wish to
formalise with the Government the procedure to be followed
in the event that it is necessary or desirable to request
guarantees to secure the company's borrowing facilities.

The position is that, in the event of the BL board deciding to
withdraw the 1980 Corporate Plan in the circumstances set out
in your present letter and that of 19 December 1979, I would be
ready, subject to changes in present circumstances, to direct
the NEB to issue guarantees. This would cover such loans and
facilities which are authorised by the Department and the NEB.
It would clearly be desirable that as much informal notice of
any request for guarantees is given. I am not able to give

you now a commitment that in other circumstances the Government
will also be prepared to issue guarantees, but we shall of course
be prepared to consider any case you put to us on its merits.

As you suggested, officials from this Department and the Treasury
together with the NEB and your staff have been identifying the
actions which would be required if it became necessary to issue
guarantees, and I understand that Mr Graham Bell of this Department
will now he writing to Mr David Andrews about this. While this

is a useful piece of contingency planning I think we all recognise
that we cannot foresee all the circumstances that may in practice
arise.

I am copying this letter to Sir Arthur Enight.
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Parliamentary Affairs

There is nothing special about next week's business, but
we thought that this might be an appropriate moment to invite
tHe Secretary of State for Industry to report to his colleagues
on the situation at BL. If things should go very badly, there
is the complication that decisions would probably be taken
between the date of prorogation and the date of the state opening.

The likely timetable, as far as we understand it at the moment,
would lead to some sort of announcement on the day before the
state opening (Wednesday 19 November) or later that week. This
N i e s Y -—-—

is because the BL Board would meet on Friday 14 November or

Saturday 15 November and there would then have to be negotiations
with the NEB and the Government before any announcement could be
made. Given the delicacy of the timing of all this against the
Parliamentary timetable, it would seem sensible to alert colleagues
to the possibilities at this meeting of the Cabinet.

h\})Q

5 November 1980
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3 November 1980

Tim Lenkester Esq G
Privete Secretary to the ‘-
\

Prime Minister
10 Downing Street L\;\&M wa
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You will have heard by now that the BL shop stewards and Joint

Negotiating Committee, meeting tqgether, this afternoon voted by
a majority for an all-out strike starting early next week. The
reasons for this décision are as yet UNCICore

2a The events leading up to this decision have been as
follows. Following the letter from Sir Michael Edwardes of

%1 October circulated that evening, the Prime Minister's response
was telephoned to BL in time for the Board meeting on 1 November.
The Board determined that they would tell the General Secretaries
of the unions representing BL's hourly paid employees of the total
funding requirement of BL and within that of the funding required
from Government - gpecifically that £300m was required from
Government for BL Cars for the years 1931 and 1982. The Board
also determined that if, in their opinion, K any strike were proving
damaging, then they would tell the Government that they sought

no further funds for investment in BL Cars. The form in which
these two statements were approved met broadly the points we made
to BL on presentation, and I understand that reference was made

to the fact that there was no Government commitment to the funding
requested.

5 These two statements were made by BL senior management
to both the General Secretaries (on Sundsy 2 November) and to the
Joint Negotiating Committee (this morning). The JNC were given
permission to repeat the statements when they subsequently met
the shop stewards. The meeting between the JNC and the shop
stewards lasted over six hours, with the result noted above.

S e e K
4, BL are at present thinking about their immediate response
to this situation, and will consider sending a letter to all BL
Cars employees later in the week; I shall of course keep you
fully informed. However, of far more importance is the decision
teken by the BL Board on 41 November which was not communicated
to the unions, namely that they would, if any strike did not

/collapse...
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collapse within g few days, decide to cease tradings at BL Cars.
I understand that if the strike does continue, the Board are —
likely to meet to take this decision on 14 or 15 November.

5e The situation will of course be very serious if the strike
¢all is fully supported by the employees - though BL will be
exerting every effort during the intervening five working days

to prevent this happening. Moreover, since the reorganisation

outlined in the new Corporate Plan has not yet take lace, those
involved include not only Austin MoTris en %E?ees but also Land
Rover and the Parts Operation people, and The decision to cease
Trading would, O The Tace of if, apply to these companies also.
Officials here, in consultation with O%Eer Deparfmen%s, Will De
studying over the next few dgys what contingency work might be
possible to allow minimisation of the effects on Land Rover and

the Parts business, and consequently on PES and PSBR, if the strike
takes place.

6. I am sending copies of this letter to John Wiggins (Treasury),
Andrew)Hardman (Employment), Robin Ibbs and David Wright (Cabinet
Office).

\1Qu7: CArl s

CotAhonwa S

CATHERTNE BEILL
Private Secretary




Attachment 6
MANPOWER  ASSUMITTIONS

BL Cars - BILV Land Rover. Unipart Others Total

(000) (000) (000) (000) (000)

Decermber 1119 44 ‘ 11 194.
Decenber 1 97 40 10

Mid . 86 39 ; 10

- Decenber 77 38
Decenber 68 37
Decenber 65 37
Decenber 62 32
December GO 33
Decenber 58 34
Decerber 98

December 59

The figures shown above are based on assessments of what both

the historical and actual breakdown of manpower would have been
between the Companies. The future projections (beyond 1981)

are based on very preliminary forecasts and will be subject

to revision following completion of detailed Corporate Plans.

In addition, the timing of the assumed disposal of those Companies
which will not be included in the four main ones, is also subject
to review,

‘CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
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@ BL Briefing

Corporate Communicctions

12th September 1980

Speaking at the announcement of BL's preliminary half-year
results to 28th June 1980, the Chairman, Sir Michael Edwardes,
made the following comments

In reporting a half year trading loss of £94m and a
pre-tax loss of £155m I would like to make some observations.

1 At the trading level BL Commercial Vehicles, Land
Rover and Unipart recorded profits, so that the whole of
the trading loss has occurred in the rest of the Car business,

2. I will therefore concentrate the following comments on
Austin Morris, Jaguar and Rover Triumph, all of which have
been unprofitable at the half year. The idea that Jaguar,
Rover and Triumph are profitable is a well established myth.

3. It is true that the Western World's car business is in
some disarray, that following the recent energy crisis which
has affected sales of larger cars, we have entered a sharp
and deepening recession, and that competition from Japan
affected car sales and profit margins not only in Europe and
North America, but worldwide. While monetary value of
exports has held up well (£450 million first half 1980 versus
435 million first half 1979) one should be aware that volume
fell and margins were reduced. Some of the leading
international motor manufacturers have also recorded very
substantial losses. This is not surprising, as demand for
vehicles has dropped dramatically.

4, Nevertheless I must make the point that the recession,
the energy situation and Japan have affected only the quantum
of loss in our Cars business - even without these factors our
Cars business is not currently viable, and without the major
product and streamlining programme started under the last
Government and continued under this Government, our Cars
business could not possibly survive., It is of interest to
note that other Governments in Europe and North America are
now giving overt help to their motor industries. It is
difficult to calculate the amount of financial support being
given indirectly in other countries, but it is certain that
overt national assistance given or promised in the United
States and Italy in recent months amounts to some 3 billion
dollars. This is more in one year than BL has received in
five, Re-structuring and streamlining industries which have
not kept pace with international competition is a very
expensive business! Metro, for example, is not only a new
product but is being manufactured in a totally new factory
with new technology. To build factories and develop products
takes time and money. Also, de-manning and factory closures
cost money and will contribute heavily to our losses this year.
Abnormal product development costs will continue until 1983,

Issued by the Corporate Communications Dept., 429
35/38 Portman Square, London W1H OHQ. Tel: 01-486 6000. Telex: 263654
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when the first stage of the updating of the model range
will have been completed.

a5 Those who support what BL is trying to accomplish

have suggested that the recession could not have come at

a worse time; that in two years time with Metro well launched
and other new products coming through, we would have been
better placed to stand the trauma of a serious drop in Europe
and the USA demand. There is much validity in this, but what
if the recession had come three years earlier!

5.1 Three years ago we were carrying 30,000 people more in
BL as a whole, we were carrying more surplus production
capacity than now, we were three years from the launch of
Metro (and two from the launch of the first of the T45 truck
range).

5.2 We were suffering from alarming disruptions in production
due to industrial action, and inflation. Our wage bargaining
arrangements were chaotic. In all these respects we are better
off now.

5.3 1In fact disputes in our overall business have dropped

by 40% compared with the same period of last year, so that
despite short time working and reduced volumes output per

man has been maintained by a workforce 20,000 lower in July
than it was when we announced the Recovery Plan last September.

5.4 No one can say that our employees have not made a major
contribution to BL's survival this year. And although they
have accepted very low wage increases for two years running,
most plants have been earning productivity incentives. This
is in no small part due to the removal of long-standing
restrictive practices with resultant flexibility of working.

5.5 In the month of July our car factories achieved the
highest level of productivity they have achieved for many
years., This is encouraging and necessary because both we and
the components makers must contain and reduce unit costs if
we are to stay in business. Our wage settlements will need
to reflect this fact of life,.

6. Clearly had the recession and the strong £ hit us three
years ago we would have had little chance of survival,
Nevertheless on top of an artificially strong pound, and
tough interest rates, the recession has hit us in the very
middle of the Recovery Plan., Vehicle sales at the half-year
are down by 30%. How will we cope with the next recession?
Y e
With lower levels, higher output per man, fewer
production facilities and the lower fixed expense structure,
all of which are being implemented as part of the Recovery
Plan, we will be much better able to cope. Even now BL Cars
would be at a break-even at the trading profit level had sales
held. Add to that the Metro family, the LC10 family (and of
course in LVL the T45 family) and BL will be able to meet the
next downturn with confidence.

Boels
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Vi We cannot possibly run the business at a profit in the
short term, and our priority this year has been to manage

cash as tightly as possible even where this has prejudiced

our profit and loss account. We have paid even greater
attention to working capital since the year started. At the
half-year this policy contributed to the funding of the business
and while it remains our objective to avoid extra calls on
Government, pressures on cash which major industries are
suffering throughout the Western World show no signs of
lessening.

We will therefore continue to treat cash as the top priority
except that the de-manning and factory closures programme

and the product development work must not be allowed to
suffer; for without a slimmer operation with more up to date
products, neither our Cars nor our Commercial Vehicles
business will ever become self-sufficient. The fact that the
streamlining exercise has gone so smoothly is a tribute to
all concerned.

8. Metro: Despite internal restructuring and external
pressures the Metro programme - the biggest of its kind in
the UK motor industry - is right on target.

Metro will be launched in a month's time - October 14 - at
the Motor Show.

It points to the way ahead for BL, for a product-led recovery.

The success of the project in terms of the revolution it has
caused in changed attitudes; in new technology in an all-
round commitment by shopfloor and management alike is
unprecedented in BL, if not in British industry,

The car itself is truly remarkable. I can think of no major
criterion on which it does not have an edge on competitors,
This applies not least to petrol consumption - as the Daily
Mirror's cartoonist said yesterday, '"to go on holiday you had
better stick a whole gallon in",

9. LC-10: The Metro programme demonstrates that with the
proper investment in technology and facilities, the UK car
worker can compete on equal terms with any foreign car worker.

This fact has largely influenced the BL Board to go ahead

with LC-10, the first stage of the LC-10 family: our own
designed developed and engineered mid-range car, The Board
decision was made on Tuesday, and the LC-10 programme is being
forwarded to Government in the usual way.

10. Non-EEC Competitors: We recognise the very real efforts made
by the Society of Motor Manufacturers and Traders (SMMT)
delegation to reduce Japanese inroads in the UK market. We

note the outcome of the Tokyo talks. However, we do not only
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sell in Britain - we sell throughout Europe. Every Ford
and Renault and Fiat sale the Japanese replace in Germany
means that these companies need to look for new outlets,
Competition in all European countries intensifies as the
Japanese increase their market share in any one. It follows
that the Japanese can do major damage to British Motor
Manufacturers by doubling their market share in Germany,

as they have done in the past year, or by taking 28% of the
Dutch market, as they now do,

Therefore our comment on the Tokyo talks is - we note the
outcome, and we will closely monitor Japanese sales in the
UK over the next months. 8So far as the EEC is concerned, we
will work through the Committee of Common Market Automobile
Constructors (CCMC) to bring about an orderly relationship
between the Japanese and the EEC motor industry.

There is therefore a need to arrive at a broad approach at
EEC level with the Japanese Government.

I believe that the Spanish situation is different. Here we
have an absolutely blatant trading situation where we in the
UK are virtually prohibited from exporting to Spain, while
cars made in Spain flood into the British market. No less
than 67,000 Spanish built cars in the Metro category were
sold in Britain in the last 12 months and we have brought this
to the attention of the Department of Trade again and again.
To make the point once more, we are prepared to play our part
to make the British car industry more competitive but we do
expect the Government to provide a climate in which we can
operate.

We should not have to pay crippling duties to sell our
products in Spain while Spanish cars enter Britain at highly
favourable rates.

Please Mr Nott let us have action rather than words and let
us have it now. You owe it to thousands of employees in

this industry - who have been playing a most responsible role
for many months now - to act against Spanish imports.

11. Outlook: It would be foolish to forecast the out turn for
1980, but with Metro on sale for less than a quarter of 1980
and with the recession likely to continue well into 1981, we
see no hope of an early improvement in trading results.
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In Roger Holmes' absence on holiday I am sending you a
copy of the statement the Chairman will make this atter=

noon following the outcome of the SMMT/JAMA talks. This

will form part of the speech he will make at the press

—

conference on our half year statement, He will read out
only those passages marked in the left hand margin, but
we thought you might care to have sight of the whole
document, It is of course embargoed until 3.00 p.m.

today.

Also enclosed is an advance copy of our half year statement,

This is also embargoed until 3.00 p.m. today.

Yours sincerely,

Shecla (Jees

Sheila Witts
Assistant to the Chairman

Registered Offica:
35-38 Portman Square, London W1H OHQ.

' Directors: D. R. G. Andrews, Sir Austin Bide, Sir Robart Clark,
Registered in England No. 1213133,

Sir Michael Edwardes, A. E. Frost, lan MacGregor.




NON-EEC COMPETITORS

Japan has gone from 10 million vehicles in 1979 to

a likely 11.5 million in this 1980 recession year.

I therefore make no aﬁology for concentratiﬁg in

some detail on the Japanese situation. Look at

their success in the USA market where one in four cars
sold in the USA is now imported from Japan. What the
USA propose to do about it is up to them. For our
part, as members'of theIEEEE we are playing an active
part in working with the EEC Commission to review

the whole trading relationship with Japan for the

motor industry.

So far as the UK is concerned: the Japanese contend

that their prudence in the UK has merely led to increased

imports from other EEC countries. Can we get the

facts of life onto the table - the EEC is one
trading bloc. The Japanese‘state that we should limit

trading within the EEC when it is one market. The

Japanese contention is like arguing that their 40%
of the Californian market isn't so bad when 50% of

cars are being imported from Detroit. We must look

at the Common-Market as a whole for we interchange
", R e —

vehicle and component sales through Europe. For

—————T.,
example, cars made in Britain have German components

and cars made in Germany have British components.
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The issue at the end of the day is the EEC's
relationship with external trading partners.
The plain fact is that the French, the Germans and

the Italians are all members of the EEC in one

market, and the Japanese are not.

We recognise the very real efforts made by the

SMMT delegation kg reduce Japanese inroads in the
UK market. We note the outcome of the Tokyo talks.
However, we do not only sell in Britain - we sell '

throughout Europe. Every Ford and Renault and Fiat

sale the Japanese replace in Germany means that these
companies need to look for new outlets. Competition
in all European countries intensifies as the

Japanese increase their market share in any one.

It follows that the Japanese can do major damage

to British Motor Manufacturers by doubling their

—

market share in Germany, as they have done in the

past year, or by taking 28% of the Dutch market, as

—

they now do.

P Al

Therefore our comments on the Tokyo talks is - we
note the outcome, and we will closely monitor

Japanese sales in the UK over the next months. So

far as the EEC is concerned, we will work through the

CCMC to bring about an orderly relationship between
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the Japanese and the EEC motor industry.

Competition from Japan.is not normal competition
from individual motor manufacturers. 1t concerns
interest rates, the value of the yen, the

——ETE — ey
investment policies of banks - in short it is

D= -
Japan Inc. versus Detroit in the USA and

Japan Ltd versus BL, Ford, GM, Fiat, Renault,
Péugeot, VW et al in Europe. I fully endorse

the anxieties reéently expressed by Ford of

Europe and .Fiat directors as well as the submission

to Brussels made by CCMC members in June.

There is therefore a need to arrive at a broad

approach at EEC level with the Japanese Government.

I believe that the Spanish situation is different.
Here we have an absolutely blatant trading situation
where we in the UK are virtually prohibited from

exporting to Spain, while cars made in Spain flood

into the British market. No less than 67,000
e
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Spanish built cars in the Metro category were sold

in Britain in the last 12 months and we have brought
this to the attention of the Department of Trade

again and again. To make the point once more, Wwe

are prepared to play our part to make the British

car industry more competitive but we do expect the

Government to provide a climate in which we can

operate.




PWE should not have to pay crippling duties to sell,

our products in Spain while Spanish cars enter

Britain at highly favourable rates.

Please Mr Nott let us have action rather than words
and let us have it now. You owe it to thousands

of employees in this industiry —who have been
pl'aying a most responsible role for many months

now - to act gagainst Spanish imports.
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PRELIMINARY RESULTS
BL LIMITED—HALF YEAR RESULTS TO 28 JUNE 1980

The Board of BL Limited has announced unaudited results for the six months ended on 28 June,
1980.

Six months to Six months to
28 June, 1980 30 June, 1979
£ million £ million

SALES
—U.K, 1,021
—Overseas 639

—Total 1,660

of which direct exports from U.K. 435

LOSS (profit in 1979) BEFORE INTEREST AND ? 47.7
TAXATION
(before exceptional manpower reductions)

*Exceptional manpower reductions

Interest payable less receivable 44.7

LOSS (profit in 1979) BEFORE TAXATION (154.9)
Taxation charge 1.0

LOSS (profitin 1979) AFTER TAXATION (155.9)
Minority Interests 2.0

}%Sss(proﬁt in 1979) BEFORE EXTRAORDINARY  (158.6)
M -

**Extraordinary items 22,9 4.9

LOSS (profit in 1979) AFTER EXTRAORDINARY  (181.5) 9.2
ITEMS

The loss (profit in 1979) is after charging 51.1 43.7
depreciation and amortisation of

Vehicle Unit Production 000 304 ‘391
Vehicle Unit Sales 000 290 414

* ‘Exceptional manpower reductions’ refers to costs incurred in those plants which continue in
operation.

** ‘Extraordinary items’ are mainly the costs of closure of plants or companies where operations
are being discontinued.




The following statement from the Company was issued on the London Stock Exchange at 3
p.m. today.

The financial results show that BL made iIlion trading loss (i.e. before interest and
before taxation) for the half-year, compared with a profit of £47.7 million for the same period
last year.

While losses were expected, due to the fundamental restructuring of the business under the
Recovery Plan, announced last September, the scale of these losses has been exacerbated by
external factors. These include the world-wide recession which has particularly affected the
motor industry; the energy situation; continuing high UK inflation and difficulties in trading at
home and overseas caused by the strength of the pound.

While Cars show an overall trading loss of £102 million, within Cars Land Rover and Unipart
continue to trade profitably. BL Commercial Vehicles recorded a modest trading profit of
£9 million.

Sales were lower at £1,421 million (1979 £1,660 million). While the value of exports from the
UK increased to £450 million (1979 £435 million) volume fell and margins were much reduced.

Significant progress has been made in improving industrial relations and the number of internal
disputes dropped by 40% against the corresponding period last year. Major changes to working
practices in the car operations were accepted by unions and employees, which have resulted in
increased productivity, despite short-time working and selective lay-offs.

In line with the Recovery Plan, overall manpower has been reduced by 20,000 from 177,000 in
August 1979 to 157,000 in June 1980. This has resulted in an additional cost of £39 million for
exceptional manpower reductions and extraordinary items covering the cost of plant closures.

The Plan, which envisaged the loss of at least 25,000 jobs and 13 factory closures or cut-backs
over a two-year period, has been accelerated in view of deteriorating market conditions.

The high level of Japanese exports to our traditional markets, taking advantage of the
extremely favourable currency situation, continues to be of great concern.

Leyland Vehicles has introduced two new trucks, Roadtrain and Landtrain, and next month the
Metro will be launched by BL Cars. The new light/medium car (code name Bounty) will be
launched towards the end of next year.

With Metro on sale for less than a quarter of 1980 and with the recession in the European and
North American motor industry likely to continue well into 1981, we see no hope of early

improvement in trading.




Lithographed by The Nuffield Press Limited, Cowley, Oxford, England.




With the Compliments

of
ADAM RIDLEY
Special Adviser

o 0 ﬂ)
Treasury Chambers, f

Parliament Street, M
S.W.1,




CHANCELLOR cc Mr Lovell
i Mr Dixon
~Mr Lankester (or) No.10

B.L,

You may remember my arguing shortly before the end of last year

that BL would be capable of very substantial productivity improvements,
and that every pressure needed to be put on them to achieve such
advances. The attached FT extract of 15.8.80 shows how

productivity improvements have, indeed, proved to be feasible,

at least at Land Rover. No doubt further dramatic improvements

would reasonably be looked for before long both in BL and elsewhere

if this is anything to go by.

M

ADAM RIDLEY
18 August 1980




Land-Rover
. recovery A
» -expected. ¢ -
“ By Lorne Barling *

. LAND-ROVER  sales figures
for the first half of this year
are expected to show that it has
regained lost ground in the
home market as one of the
benefits of its £200m invest-

© ment programme, Mr. Mike
Hodgkinson, the managing
director, said yesterday.

The programme is part of the

. overall BL recovery plan.

Land-Rover is likely to achieve |
60 per cent of total sales in the
second quarter, compared with
only 52 per cent in the second
half of last year. .

It is estimated that  about
6,000 Land-Rovers and Range
Rovers were sold in Britain
between January and June.

Mr. Hodgkinson, speakinz at
Eastnor, Wores. on the occasion
of the launch in the UK of a
V8 version of the Land-Rover,
said the company had achieved
a 30 per cent improvement in
Productivitv'sinice the recent Bl
pay and working practices

As a result we have been
able to absorb some of the |
effects of inflation without
affecting profitability,” he said.

Imports of Japanese four-
wheel-drive vehicles had fallen
in the first half of the vear, and
Land-Rover intended to regain
at least 85 per cent of the mar-
ket by the end of the year, a
senjor executive said.
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10 DOWNING STREET

From the Private Secretary 11 August 1980

' 4

BL

The Prime Minister has seen and noted
your Secretary of State's minute of 6 August.
No doubt we shall want to arrange a discussion
on this topic in September, when further
information is available.

I am copying this letter to John Wiggins
(HM Treasury), Richard Dykes (Department of

Employment) and David Wright and Gerry Spence
- (Cabinet Office).

N. J. SANDERS

lan Ellison, Esq.,
Department of Industry

CONFIDENTIAL
«'OMMERCIAL IN CONFIDENCE
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Qa 05102

Tos MR L&yﬁgg;ﬂﬁ_

From: J R IBBS

i I have seen the minute dated 6 August from the Secretary of State

—_—

for Industry.

22 The proposed restructuring appears to be on the right lines and I
agree that further work on the costs and implications of carrying this out
and on the potential benefits it might bring should be encouraged, but

without commitment at this stage.

5 I would suggest that while consideration is being given to the

pattern of restructuring shown in the Annex to the Secretary of State's

—— e
minute, the possible need for any new legal entities within BL Cars Limited

that might assist future rationalisation moves should also be reviewed, I

do not know whether any are in fact likely to be necessary but any
restructuring when announced is bound to cause some consternation amongst
the workforce and it is arguable that it might be better to announce all
desirable changes at one time rather than having to come back for a second
bite. T realise that previous undertakings that have been given make this

a highly sensitive area.

I, I was pleased to see in paragraph 3 of the Secretary of State's

minute that total flotation of certain subsidiaries would be considered as

well as the possibility of retaining a 40 per cent share. It is important

to keep this possibility in mind since it may well be that a better price

may be obtainable for a total sale than for a sale in stages. Obviously
et

any final judgement on such alternatives would also have to take account
of the effect on the remainder of BL.

5e As with any sale of business the timing of any moves resulting from
the proposed restructuring will be important. Even with an obvious and

urgent need for cash inflow it would be regrettable if a potentially very

1
CONFIDENTIAL
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valuable part of the business had to be sold in near distress conditions
at the bottom of the market.

6. I am sending a copy of this minute to Sir Robert Armstrong.

46

8 August 1980

2
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10 DOWNING STREET

From the Private Secretary 7 August 1980

This is further to my letter of
24 July.

The Prime Minister has made a general
rule that she cannot lend her name in any
way to indiwvidual products. I am afraid
that she has decided that, even- in the
exceptional case of the Metro, she cannot
depart from this rule.

.. LANKESTER

David Lowe, Esq.




CONFIDENTIAL
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PRIME MINISTER

BL

You will recall that one of the proposals in the report on BL
prepared for me by Mr Grenside of Peat, Marwick, Mitchell was

that BL should seriously consider the possibilities of corporate

restructuring.

e ——— e —

2. Michael Edwardes came t0 see me at the end of last week
to outline his Board's preliminary proposals on this subject.

In this minute I set out for colleagues' information what he

told me.

e

2. Michael said that his Board considered that the time was
now ripe - as it had not been earlier because of the risk of a
r—

decline in company morale affecting the Metro - to consider

both contingency planning and disposals. These two aspects

had been merged into one plan for the future of BL, which

involved the division of BL Ltd into four separate businesses

which would only be under the overall control of BL Ltd if

desired. Of these four businesses (set out at Annex A), Michael

S——

said the Land Rover Group and Unipart Group, as cash generators,

each
could and would be floated during 1981 so that BL ILtd or some

successor to it wald retain only a &9% holding. In response

to my questioning, however, Michael agreed that his Board would
be prepared to consider total disposal by flotation. As an

CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
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aside he also pointed out that the remaining 90,000 private
shareholders in BL Ltd could probably be bought out with the

offer of shares in either of these groups, which would remove

them from BL Ltd as a whole. According to Michael, Leyland

— S ———
Commercial Vehicles, the third group, ought to be in a position

to be floated off at a later stage. This would enable BL Cars

to be isolated in the remaining group and would make any

decisions on it easier to take in the knowledge that the profit-

able parts of the company would not be affected.

—

4. Michael assured me that, although BMW do not yet'know

.

about these proposals, they should not affect the progress of

negotiations with them, or with any other company; collaboration
would simply proceed with whichever individual group was con-
cerned. Michael added that the negotiations with BMW were

still very much alive. This accords with the assessment officials
in this Department have been able to make from other contacts,

and decisions may be reached in mid-September.

5a Michael was not prepared to be drawn very far on the costs
associated with his proposals, since detailed work has still to
be done on this aspect. However,he did indicated that some
£200m might be generated from the floating of Land Rover and

i e, —
Unipart, that Leyland Commercial Vehicles might need some minor

financing for a short period, and that BL Cars, deprived of
the cash generation from the other parts of the business,

CONFIDENTTAL
COMMERCIAL IN CONFIDENCE
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would require substantial further funding over the medium term.
N

He admitted that the funds generated by the disposals would not

cover this requirement.

N —

6. Michael wished to know now whether he had a yellow light

from us at this stage, on the basis of which he would develop

the proposals further and discuss them again with me in

September; at that stage he would request a green light so
e—

that his proposals could be included in, probably, separate

corporate plans for each group for presentation to me in the

autumn.

s I told Michael that the ideas which he had put forward
in outline were attractive, and that the disposals proposed

would seem to ease public sector financing problems; he

therefore had the yellow light he mequested. However, I stressed

to him that more detailed consideration needed to be given to
his proposals, particularly in the frame of the further work
on costs which still remained to be done, before I could give

him a green light.

& I have reported these proposals in some detail at this
—
relatively early stage because they seem to me to demonstrate
the wide-ranging nature of Michael's consideration of the future
for BL, and the extent to which he has taken our concerns on
board. I think it is now almost inevitable - as Michael
indicated during the dinner you hosted in May - that substantial

CONFIDENTIAT
COMMERCIAT IN CONFIDENCE further/. ..
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further funding will be sought for BL Cars. These proposals,

. Ao

apart from their other attractions, will have the effect of

helping to minimise the overall call on public funds,
especially in 1981-82. I shall minute you agsin later this
month or early in September when BL have been able to provide

us with the required costings.

9. I am copying this minute to Geoffrey Howe, Jim Prior,

John Hoskyns, Robin Ibbs and to Sir Robert Armstrong.

L

KJd
Gs.kugust 1980

Department of Industry
Ashdown House

123 Victoria Street
LONDON SW1E 6RB

CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
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Qn-/a: it
PRIME MINISTER Ve M

A company by the name of Caribiner,
who will be making a presentation to
BL dealers of the new Metro, have
-;;itten to you ag—izgg—z'asking if you
will send a message of greetings and
good wishes. The Department of Industry
and BL have advised that it would not
be appropriate for you to do so, and
Sir Keith has himself declined. Agree

that I should turn them down?

G

Tk

5 August 1980




caribiner,inc. ® world trade centre st katharine by the tower london E1 9AA (01) 488 2400 telex 884671
® 16 west 61 street new york city ny 10023 usa (212) 541 5300 telex 126616

|
22nd July 1980 /"«-’”" &

Rt Hon Mrs M Thatcher
10 Downing Street
LONDON

SW1

Dear Mrs Thatcher

You may know that B.L. Cars are about to launch the new
Austin Metro Motor Car. The success of this model is not
only vital to the Company, but to the Economic well-being of
the Nation.

For too long we believe the British have given the impression
of a fragmented society. Even the superb achievements of
Concorde and QE 2 failed to focus sufficiently our Country's
pride and self belief. This must not happen to Metro.

On 6th September the men and women who have made this new
car will be showing it for the first time to the Salesmen
who will be going out to convince the world that Britain can
still deliver the goods.

I am writing to ask if you are prepared to send a simple
message of greeting and good wishes which could be shown to
this private meeting.

I need not say how important such a gesture from someone of
your eminence in public life would be. This greeting could
take the form of either a telegram or letter from you, which
we will reproduce in the audio visual programme.

It is proposed to put together a short montage of these
greetings with which to open this crucial event.

I am enclosing a list of the men and women to whom I am
writing in this connection.

Yours sincerely
C I,a.
David Lowe

EXECUTIVE PRODUCER

Enclosure

Incorporated in the U.S.A. with limited liability




Prince Philip

Prince Charles

Mrs Thatcher

James Callaghan

Speaker Thompson

Edward Heath

Lord Shinwell

Sir Keith Joseph

Lord Beeching

Lord Cousins

Lord Hailsham

Lord Home

Sir Harold Macmillan

Joe Gormley

Terry Duffy

Moss Evans

Sid Weighell

Editors - Times
Guardian
Financial Times
Sunday Telegraph
Telegraph
Mail
Observer
Sun
Mirror
Daily Express
Sunday Express
Sunday Times
Daily Star

Lord Mayor = London

Birmingham
Coventry

Sir Fred Hoyle

David Hockney

Sebastian Coe

Alan Minter

Kevin Keegan

Billy Beaumont

Tony Jacklin

Ian Botham

Dame Vera Lynn
Lord Olivier

Andre Previn
Yehudi Mehuin
Tommy Steele
Peter Sellars
Danny La Rue
Patrick Moore
Richard Burton

Sir John Betjeman
Daphne Du Maurier
Sean Connery
Archbishop of Canterbury
Archbishop of Westminster
Robin Day ;
Lord Snowdon
Barbara Cartland
Lord Sieff

Sir A Weinstock
Lord Bernstein

Sir Charles Forte
Sir James Goldsmith
Glenda Jackson
James Galway

Sir Freddie Laker
Norman Fowler

Paul McCartney
Eric Morecombe
Ernie Wise

Terry Wogan

Alan Wicker

Peter Ustinov

Ron Greenwood
Jimmy Saville

Sir Lew Grade

Dave Allan
Michael Parkinson
Dame Naomi James
Clare Francis
Geoff Boycott

Sir Roger Bannister




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE GRB
TELEFHONE DIRECT LINE 01-212 5501

SWITCHBOARD 01-212 7676
Socratary of Stato for Industry

The Rt Hon Bir Geoffrey Howe QC MP

Chancellor of the Exchequer

HM Treasury ?\.
Parliament Street

London g

SW4 &, August 1980

b Glfy

Michael Edwardeg” sent me a copy of his letter
to you of 2p_duly. I enclose a copy of my
acknowledgment.

We all try to keep the balance right in ﬁhat we
say.

I am sending copies of this letter to the
Prime Minister, Jim Prior and Angus Maude.

7

coplessc v
Prime lMinigter
Jim Prior

PS/Ministers
PS/Secretary

Mr Manzie

Mr Bullock

Mr Teeming

Mr Mountfield

Mr Bowder - V

Mr Cochlin(on file)




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3’,30/]

SWITCHBOARD 01-212 7676
Secratary of State for Industry

L{. August 1980

Tim Lankester Esq . o b

Private Secretary to the Pﬁ""" (S
Prime Minister

10 Downing Street

London SW1

cii}?aq/“ -77;vx
Tn your letter of 24 July,.you asked for advice on the
regponge the Prime Minister should give to the request

from Caribiner for a message of goodwill for the lMetro
launch.

BL have told us that Caribiner are preparing a presentation
for use during the private introduction of the Metro to BL
dealers and sales staff, and that the sort of message
requested by Caribiner is not appropriate in this context.

Wd do not therefore advise that any exception need be made

to the Prime Minister's normal practice in such cases. I have
taken the same line on the request to my Secretarycf State,
and I attach for your information a copy of my reply to

Mr Lowe of Caribiner.

Vows sw\camﬂlj

CATHERINE BELL
Private Secretary




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 %0

SWITCHBOARD 01-212 7676
Secratary of State for Industry

K(/ﬂugust 1980

David Lowe Esqg

‘Executive Producer
Caribiner Inc

World Trade Centre

8t Katherine by the Tower
London B4 GAA

Thank you for your letter of 2% July asking The Secretary
of State whether he could send a message to BL's gales staflf
ags part of a presentation on the new letro car.

T regret that it is not possible for the Secretary of State
to be seen to be involved so closely in publiecity for any
one product, even for private purpoges, and that T am
therefore unable to send you the sort of megsage you request.

CATHERINE BELL
Private Secretary




Qa 05093

To: MR STER
From: J R IBBS
2
A 1 I have seen the minute dated 23 July from the Secretary of State
for Industry to which he attached Mr Grenside's report.

2. The serious current situation at BL revealed by Mr Grenside and
confirmed in the two letters dated 10 and 15 July from Sir Michael
Edwardes is not unexpected in the light of what emerged at the dinner

u
on 21 May and general trading conditions since then.

3. The work which the CPRS is doing on possible options would support

L S e T
the proposal that a decision on the Company's future should await the

1981 Corporate Plan due in the Autumn as there is no immediate action

that could be taken that appears financially or otherwise attractive.

4, At this stage I should like to emphasise the desirability of some

restructuring of BL Cars Limited on the lines proposed in paragraph 645

of Mr Grenmside's report since this appears to have organisational merit
and would prove very worthwhile if action involving break-up or partial

closure of the present Company has to be taken.

o I am sending a copy of this minute to Sir Robert Armstrong, to
John Hoskyns, and to the Private Secretaries to the Chancellor of the
Exchequer and the Secretaries of State for Industry and for Employment.

‘/4

1 August 1980
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CONFIDENTTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER

I have read with interest the Secretary of State

for Industry's note to you of 23 July and the report
by John Grenside of Peat, Marwick, Mitchell and

Co. which covers it.

25 The picture painted is disappointing, but not I
YT T T ey
think unexpected. It is clear enough now that the

objectives set by Sir M. Edwardes in the 1980 Corporate

Plan will not be met and that the company will incur
higher loa;;;-than envisaged as well as an increase in
its net cash outflow. On the other hand I am glad

to note that Sir Michael is taking steps to adjust to

the changed circumstances by expediting reductions in

manpower and scaling down his investment programme.

2 The Grenside Report offers useful background and
suggestions for the 1981 Corporate Plan. It is some
comfort that Sir Michael Edwardes has accepted the

report, and that his planning will cover the possibilities
of restructuring as suggested by Grenside. It is also

clear that developments over the past 12 months call

for a realistic re-assessment of the prospects including
further slimming down of the company so that it can offer
a better prospect of long term viability. Whatever the
course followed there are grave implications for public

/expenditure

CONFIDENTTAL
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expenditure and we shall have to try to find means
of minimising these demands. At the same time the
wider implications for the BL supplier industries

which would follow large scale BL closures need to be
recognised. I understand that a second interdepartmental
report by officials on these aspects has been prepared,
following the first Report on the publiec expenditure
consequences in the first twelve months, and we shall
need to bear these reports in mind when we come to
consider the 1981 Corporate Plan in the autumn. In

the meantime, I am inclined to go along with Keith's
view, that a discussion between us at this stage would

be premature. We should wait I think and see how far
m————— Ly
S8ir Michael is able to reflect the message of the Grenside

report in his plan for the coming year.

4. I am copying this to the Secretaries of State for
Industry and for Employment, Robin Ibbs, John Hoskyns

and Sir Robert Armstrong.

G.H.
31 July 1980

CONFIDENTIAL




caribiner,inc. @ world trade centre st katharine by the tower london E1 9AA (01) 488 2400 telex 884671
® 16 west 61 street new york city ny 10023 usa (212) 541 5300 telex 126616

29th July 1980

The Private Secretary
10 Downing Street
LONDON

SW1

Dear Sir

Thank you for your letter of 24£h July 1980, regarding my

application to the Prime Minister for a greeting to the
Salesmen of the new Austin Metro Motorcar.

I look forward to receiving Mrs Thatcher's reply at her
earliest convenience.

Yours faithfully

David Lowe
EXECUTIVE PRODUCER

Incorporated in the U.S.A. with limited liability




BL Limited

35-38 Portman Square,

London W1H OHQ.

Telephone: 01-486 6000. Telex: 263654,
Cables: Leymotors London W1, Telex.

28th July 1980

T. Lankester, Esq.,
, 10 Downing Street,
‘London SW1.

S

In view of tomorrow's Censure debate, you may wish to draw
to the Prime Minister's attention the attached copy of
Sir Michael's letter of 25th July to the Chancellor.

Sir Michael's letter has also been copied to the Secretaries
of State for Industry and Employment.

2R,

Roger Holmes
Assistant to the Chairman

Registered Office:
Diractors: D. R. G. Andrews, Sir Austin Bide, Sir Robert Clark, 35-38 Portman Square, London W1H OHO.
Sir Michael Edwardes, A. E. Frost, lan MacGregor. Registerad in England No. 1213133,
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! 35-3B PORTMAN SQUARE

LONDON W1H OBN
} FHOM'Sm' MicHaeL EDWARDES

The Rt Hon Sir Geoffrey'Howe, MP

Chancellor of the Exchequer

Treasury Chambers

Parliament Street

,London SW1P 3AG * 25 July 1980

o B,

You may tell me that this is none of my business.

I am disturbed by recent statements by Members of the Cabinet
which are anti-union in character. To have a go at

union leaders in monopoly public sector operations is one
thing; to have a go at unions in the private sector and

in industry generally, who have undergone a major change in
attitude in the past six months, seems to me to be
counter—productive. In either case, it is sheer weak
management which causes settlements to be high, and unless
the union leader is in a uniquely powerful position and
therefore able to blackmail management, I would have thought
that the management¥should take more of the blame for
irresponsible wage settlements than should the union.

I raise this because it seems to me that we are turning the
knife in the wound, ‘just when we are obtaining optimum
co-operation from people like Moss Evans and Terry Duffy et al.
The major battle on attitudes has largely been won -

frankly, we stand the risk of having to fight it all over

again if our posture places them in a corner from which
graceful retreat is not possible. Why take this line when

their attitudes have moderated to the point where sweet
reasonableness is likely to prevail. ] S

)

L




The Rt Hon Sir Geoffrey Howe, MP 25 July 1980

*

By the same token, to put all the blame for our lack of
competitiveness on the unions lacks credibility in the
country as a whole. Even if we stopped paying direct wages
entirely, currency relationships now enable the Japanese ;
to compete with us! Our inability to compete with Japan Inc.
is not unique to Britain, as a visit to Detroit earlier this
week confirmed.

Even the Germans now recognise that the concerted effort of
the Japanese including their tactical devaluation of the
yen (aganist all major industrial currencies) has put them
in an unassailable price position in world markets,

Perhaps their costs will catch up with them due to the
weakness of the yen, but in the meanwhile their dramatic
increase in market share (in many industries) will take
some dislodging.

With the unions now fully recognising this in, for example
USA, Germany and Britain - and perhaps being somewhat ahead
of the politicians in this recognition - union bashing

- will look increasingly hollow and inappropriate.

Tl




From the Private Secretary 24 July 1980

I would be grateful for advice on the
enclosed letter about the Metro launch.
The Prime Minister, as I am sure you know,
would not normally consider lending her
name to the launch of a commercial product;
but in view of the fact that this is a BL
product, and the crucial importance of the
Metro to BL's success, I suppose we might
make an exception.

Igi-Ka CarElldsonscEsqs;,
Department of Industry.
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From the Private Secretary 24 July 1980

10 DOWNING STREET

I am writing on behalf of the
Prime Minister to thank you for
your letter of 22 July.

This is receiving attention and
you will be sent a reply as soon as
possible. :

T. P. LANKESIER

David Lowe, Esq.
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1 This minute is to bring colleagues up to date on the situation.**““j
on BL e o e
e E:h_
THE GRENSIDE REPORT

/

2 You will recall that, following discussions at your meeting

I
Lrl

on BL on 17 April, we decided to agk Mr John Grengide, senior Y
partner in Pegt, Marwick, Mitchell & Co,to advise the Government

on whether any further precautionary planning or action could

usefully, or should, be undertgken to ensure that, if it became
necegsary to run down the company, such action could be handled

in a way which minimised the consequences for public expenditure and

for the UK economy generally.

% I have now received Mr Grengide's report, which I attach at

Annex A to thig minute. The conclugiong are summariged at
paragraphs 7.3 - 7.7. In egsence, thege gre that immediate gteps
should be taken to deal with the risk of a breach of the liquidity
ratios in BL's medium term loan agreement; that BL should be
encouraged to produce a 1981 Corporate Plan which deals realistically
with the future of the company, including such preparatory steps

by way of - corporate restructuring or otherwise as may be necesgssary,
supplemented by contingency planning for foregeeable eventualities;
and that the Government should be prepared to go on funding BL at

leagt in the ghort term.

4 T have digcugsed thig report with Sir Michael Edwardes, who has

also consulted his non-executive Board members. They do not

—

/disagree ...
SECRET




disagree with anything Mr Grenside has wiritten, and they are
urgently looking into the suggestion in paragraphs 6.5 and 6.6
of the report on corporate regtructuring.

BL'S FINANCIAL POSITION

me—

5 BSir Michael Edwardes has algo reported to me on the company's

deteriorating profit and cash forecagt for 1980, and the impact

this might have on the medium and longer term. I attach at

-innexes B and C_his letters of 10 and 15 July, which ghould be
S

read in conjunction.

—-—'-'—-_'H#-m
6 BL's profit forecast for the year has deteriorated further
gince the letters which he wrote to me on 18 and 28 March. The

deterioration in the cash flow forecast is less marked, as BL

have made vigorous effofts to reduce working capital requirements
particularly by sharp reductions in stocks. Colleagues may recall
from the copy of the brief which my office circulated for our

dinner with Michael Edwardes on 21 May that BL were at that time
forecasting a 1980 loss before interest and tax of gbout £100 million.

The forecast out-flow of cagh, at £309 million for the year, was
————y

£1% million better than in the 1980 Corporate Plan. BL's more
T
recent monthly figures reveal a forecagt loss before interest and
“--m
tax of £188 million and a cash outflow of £409 million. This

gituation is without question serious. It reflects three distinct
e SIS T A

factors:

a) A much deeper recesgion in the vehicle market than
= i e ——

had been generally expected, both here and abroad.

Major vehicle manufacturers in nearly every country

except Japan are turning in logses this year - not

Fonly: . =%
SECRET




only in the US (where Ford as well as Chrysler are
in congiderable difficulties, and where even General
Motors are expected to record a loss) but also in
Europe.

Failure of BL to achieve its target market share in

the UK. In the case of cars, BL share has been 17.9% in
the first 6 months against the Corporate Plan target of
20.5%, with only the well publicised 13.2% in June.

e

Although there were gpecial factors which may partially

explain the June figure (and July so far has been well

up), this is very worrying: it confirms that in a
reduced, and thus increasingly competitive market,

BL's outdated model range fails to meet the competition.
Much therefore depends on the success of the Ital (face-
lifted Marina) just launched and, most crucially, the
Metro due to be launched in October.

The strength of the pound and its effects on BL's ability

to compete for volume and to realise profits both at

home apd gbroad. In the medium term BL recognises that
it mugt live with this new gituation, and trim its
operations and improve its performance accordingly: but
the adjustments needed to recoup a substantial loss of
competitivenegs compared with the Corporate Plan's

agsumptions could hardly be achieved in a single year.

/7 eee




7 T have discugsed with lMichael Edwardes how he is responding

to this situation. Although he has a long way to go, it would be
wrong to minimise his achievements this year. This is most obvious
in the field of industrial relations where there is no doubt that

a new gpirit, and a new management vigour, are at work. In
addition to the 1979/80 pay deals, agreement has been reached with

all the unions on the implementation (which has already taken place)

of new work practices for which the company has struggled for years.

The manpower Toduerion is well in excess of budget, and the forecast

for December 1980 is mow 147,000 compared with 161,800 forecast
in the budget-zza 175,200 in August last year; the level so far
this year is already down to 156,000. 1980 capital investment
has been trimmed, and is now forecast to be £290 million compared
with £330 million in the Corporate Plan. This is still roughly

equivalent to total Government funding for the year.

8 Howeveq,in the light of the new situation, lMichael Edwardesg how
two major steps in hand:
i The Corporate Plan on which the company is now
working will not only cover the pogsibilities of
restructug}ng as suggested by the Grengide report,

but will algo have to go further than anything

considered appropriate so far, both in rationaliging

the product range and cutting back on manpower and
facilities.
ii Even ahead of the Corporate Plan, the company has

action in hand to cut its costs. A major reduction

in gtaff for BL Cars has been decided on, and further

lay offs and closures are in progpect without waiting

for the Plan.
SECRET /Meanvwhile ...




9 Mesgnwhile discussiong are progressing on collaboration, including

the German collaboration we have already discussed. The latter is

iy T g e s

gsomewhat legs ambitious than originally envigaged, but would gtill
——TTramR

make an important contribution to the company's recovery in various

directions. Thé Honda collaboration is also proceeding well, and

there is a possibility of it being extended. |

S—
10 Ag Treasury Minigters have agreed in recent corregpondence,

we are advancing to BL on 31 July a further £50 million from the
£300 million facility we agreed last Decembeét-This wili leave only
£25 million in hand, but the timing of the drawing has been not to
meet an immediate cash deficiency but in connection with the ratios
problem on the medium term loan agreements. I have impressed

clearly on Michael Edwardes the absolute need to contain drawings

from the Government within the £300 million, and he is confident

that this can be achieved certainly up to ﬁggember, and he hopes
until March, though with gomewhat greater drawings on ghort term
overdraft facilities from the banks than originglly intended
(adequate facilities have already been agreed with the banks
May 1981). There is, however, no doubt that when we come to

decisions on the 1981 Corporate Plan we shall have to decide on

whether to concede g further increage in Government funding for

A T e

BL beyond the current year or to look at more radical solubtions.

= R ——

11 This is a serious situation, but it is not wholly unexpected

or without prospect of improvement. I am confident that the right
course is to await the company's 1981 Corporate Plan due in the
autumn, and to congider that together with the funding implicationg
and the options for alternative courses of action on which the

SECRET /CPRS




CPRS have gome work in hand.

12 Meanwhile, I am gatigfied that Michael Edwardes has further:

emedial steps in hand which he is pursuing vigorously; and

fhese will not have the effect of cloging any options which we

ay want to congider later in the year.

15 I am copying this minute to the Chancellor of the Exchequer,
the Secretary of State for Employment, Robin Ibbs, John Hogkyns

and to Sir Robert Armstrong.

K J

rﬂ(- \ 23 quly 1980

Department of Industry
Ashdown Houge
12% Viectoria Street




ANNEX A

i Puddle Dock
Blackiriars, London, EC4V 3PD
Telephone: 01 - 236 8OO0
Telex: 888018
‘l{ Marw ICk Mitchell &CO. ¢ Telegrams: VERITATEM LONDON 11C4

Our Ref.
Your Ref.
SECRET

8th July, 1980
The Rt. Hon. Sir Keith Joseph, Bt, MP,
Secretary of State for Industry,
Ashdown House,
123, Victoria Street,
London, SWIE 6RB,

Dear Secretary of State,

BRITISH LEYLAND

You asked me at our meeting on 6th May to consider and
advise as to whether in the light of the financial problems presently
facing BL any further precautionary planning or action could usefully
or should be undertaken at this stage.

The scope and depth of my enquiries into the position have
inevitably been constrained by the need to preserve secrecy, but I have
been supplied with BL' s 1980 Corporate Plan, reports by Hill Samuel
and Kleinworts on the BL Group's borrowings, a number of papers
prepared by officials of your Department, with whom I have had several
meetings, and certain other background information. In addition I have
had the benefit of frank and open discussions with BL' s executive
vice-chairman, Mr. David Andrews, and I have discussed this report
with both him and the Chairman, Sir Michael Edwardes,

THE PRESENT POSITION

ik BL is concentrating on the 1980 Plan - with some curtailment

of capital expenditure and with some acceleration of redundancies -and

is trying to keep a low profile in order not to prejudice the benefits
anticipated from the new commercial vehicles introduced earlier this year,
the Morris Ital, the launch of the Metro in the Autumn, the new Honda car
in the latter part of 1981 and negotiations for further co-operative ventures
with other manufacturers,

15028 In these circumstances and because of the impracticality of
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effective detailed planning without involving a large number of senior
executives and personnel - and because of the potential damage to
customer loyalty and employee morale (to name but two sensitive areas)
that would flow from any implication that BL had lost confidence in its
continuing viability - contingency planning is largely restricted to a breach
of loan agreement ratios and certain outline proposals confined to the
executive vice-chairman and two or three of his close colleagues.

12734 The projected profit and cash out-turn for 1980 has, however,
slipped badly in BL Cars with the prospect of a lower than budgeted share
of a smaller than anticipated home market. The main reasons for this
are the strengthening of the pound and the economic downturn which are
also affecting commercial vehicle sales. Abroad the recession in the
USA has affected sales of sports cars.

Jiceds Although cash flow will be worse than budget there are some £100m

of confirmed bank facilities not being used in the forecast up to December 1980.
Having regard to this and excluding the problem of the ratios it is not thought
likely that BL will "run out of cash' this year and the cash drain as a result

of losses is being restricted by reduction in inventory and some selective
cutbacks in capital expenditure.

1.5, Forecast and budget balance sheets at 31st December, 1980
Jtake in the whole of the Government' s equity injection for the year 1980/81.

1.'6. The ratio margins shown in the latest balance sheet forecast to
31st December, 1980 are already alarmingly and unacceptably slim and
BL expects that its next forecast will indicate a,breach in the fourth
quarter of 1980,

TNNT Faced with this deteriorating position a number of matters arise:

MATTERS ARISING

Government - NEB - BL Status

2.1, Now that the Industry Bill has been enacted it will be possible for

the Government to take a direct interest in the investment in BL and to issue
guarantees or other forms of assurance to creditors itself rather than through
the NEB. The timing of such a change needs careful consideration
particularly since the present commitments to creditors are based on

NEB comfort letters and on the Varley statement which deals with the NEB
Guidelines; something in place of these would be needed if the Government
assumed direct responsibility.

Breach of Ratios

L)l If the ratios are breached, there will be a rectification period of

Continuation page 2
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60 days during which BL expects to call a Board Meeting which would
request the Government - through the NEB - to provide guarantees,

after which negotiations would take place with the banks on this basis.
Primarily these negotiations will be with the Citibank syndicate and with

the, Clearing Banks but may spill over to some of the Continental banks.

The provision of these guarantees will have to be made public in due course;-
but the wider the negotiations with the banks the greater danger of early
leakage.

3% BL is not at this stage in favour of removing the ratios through the
provision of Government guarantees as the ratios impose financial
discipline on management, The provision of guarantees is also likely

to cause employees to infer that they are secure against failure,
particularly perhaps bearing in mind that the next annual wage review is
due in November and the 1981 Plan will undoubtedly entail new negotiations
relating to closures and redundancies.

3.3, In order to avoid forced negotiations during the 60 day rectification
period confidential negotiations in regard to the ratios have been started
with the major banks, This may be important if it is hoped to obtain finer
terms with a Government guarantee; alternatively some present lenders
may want to be repaid, in which case the sooner it is realised that a new
Government backed loan will be necessary, the better. On the other hand
if the discussions to relax operation of the ratios are successful, more
time will be available to complete the process of refinancing and changing
of ownership. :

Provision of Further Equity Capital

4. 1. Full credit has been taken by BL at 31st December, 1980 for the
Government' s equity injection for 1980-81, Existing borrowing facilities
may be sufficient to tide the Group over the first quarter of 1981 but they
will need to be renewed. Consideration will therefore have to be given
in the light of the 1981 Plan and before the end of 1980 to the Government's
attitude to future funding. ;

AVAILABLE ALTERNATIVES TO THE 1980 PLAN

Bl In contemplating the possibility that the whole concept of the 1980
Plan had to be abandoned as distinct from some pruning of the present basic
Plan as it merges into the 1981 Plan, the following alternatives present
themselves:

(1) Take-over by one party.

(2) Piecemeal sales.

Continuation page 2
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In either case there would almost certainly be an unsaleable rump which

BL would have to liquidate, particularly since purchasers would not wish
to get involved with redundancies.

beils The prospect of a take-over by one party is probably illusory in
present market conditions in which all manufacturers, except perhaps the
Japanese and some German ones, are occupied with their own difficulties
and when excess capacity exists in so many parts of the world with
workforces offering fewer problems and greater productivity.

By Even with the Japanese there seems little reason for becoming
involved in car manufacture in the UK unless they see no other way of
entry into the European market, The sophisticated and possibly unique
character of the Metro assembly line may, however, offer some special
attractions.

5.4. Piecemeal sales can be contemplated of certain parts of the Group -
Land Rover, Jaguar, Commercial Vehicles, Parts, but there are major
difficulties:

(a) Whereas Leyland Vehicles Limited encompasses the commercial
vehicle operations, all the car operations fall within BL Cars Limited
with no separate corporate entities although there is separate management
structure, use of facilities and assets; all the employees of the separate
car manufacturing units are employed by BL Cars Limited.

(b) Individual units are dependent on group supply of materials and
services.

!
(c) There is substantial transfer of goods and services between the
individual units at group rather than market prices.

(d) Because of successive organisational changes the past accounts
for the separate units in BL Cars Limited are not available in a form
which is capable of independent verification as to assets and profitability.

(e) Substantial tax losses will certainly be lost unless appropriate
allocation to separate corporate entities can be negotiated with the
Inland Revenue,

(f) BL recognises that following union pressure the Chairman
stated in 1978 that nothing would be done to undermine the corporate
solidarity of the BL Cars workforce, but it does not believe this
undertaking would constitute an insuperable barrier if the position were
persuasively explained. :

5. 5. The proposed but now seemingly abortive sale of MG Abingdon was

Continvation page
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negotiated against this background; this unit is, however, relatively
insignificant and it would be optimistic to expect the same to apply to all
the other units, Moreover, the absence of'a ' clean'! sale cannot but
prejudice the price.

S If forced back to the second alternative of piecemeal sales

BL believes that a controlled rundown which would give time for negotiations
and necessary action would need a one or two year period and indeed has
doubts as to its practicality.  No estimate is available of the funding

which might be required as working capital during this period. Although
circumstances might well make such a controlled rundown impracticable,

no contingency planning has been done to meet such circumstances. ;

BT It is understood that BL' s lawyers, the NEB' s advisers and the
Department have concluded that receivership is not an available alternative.
The consequences of liquidation have been assessed internally by the
Department and are set out in the Bullock Report prepared last year and

in a subsequent report prepared under Treasury chairmanship. Whilst
necessarily containing a number of subjective estimates these reports
illustrate with considerable cogency the gravity of the impact of liquidation
of BL on the British economy, unemployment and most particularly the
Public Sector Borrowing requirement. The political implications of action
likely to precipitate liquidation would seem to merit debate at the highest
level.,

LOOKING TO THE 1981 CORPORATE PLAN

7 BL has already begun steps to avoid the immediate threat of a ratio
breach by opening negotiations for a moratorium with the banks for six
months to give it time to produce its 1981 Corporate Plan and is anxious _
that the transfer from the NEB to the Government should be similarly delayed.

6.2, There is much to commend this approach since it would enable
everything to be done at one and the same time, avoid the necessity of an
early Government statement to replace the Varley/Marshall statements
and avoid possible strengthening of the Uniohs' attitude prior to the
negotiations on wages and the accelerated closures and redundancies which
seem bound to stem from the new Plan,

Has It seems inevitable that the 1981 Plan, whilst concentrating on
the new products - commercial vehicles, Metro and Honda - must take a
much more critical view of the future of the group so as to cut out losses
and concentrate capital expenditure where a return can be expected either
as part of a going concern or on sale of a unit.

6.4. Should it prove impossible to bring about the recovery of BL as a
whole, then clearly attempts will have to be made to bring about the

Continuation page 5
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recavery of separate businesses within BL., There is a case for
continuing the process of focusing on separate businesses - for example,
f,oyland Vehicles is more or less a separate entity with its own assets,
T.and Rover is fast-moving in this direction and other parts of BLCV
and VL Cars are at various stages of decentralisation.

/Y From discussions with the Chairman I know that he has
connldered the possibility of separating BLCV from BL Cars, but that
{liu proposal has not been developed to the stage when it could be
formially submitted for consideration by the BL Board. I believe that
{he 1981 Plan could well address itself to a restructuring on these lines
Jending in turn to the possibility of separating out Land Rover and other
poctors within BL Cars. From a contingency point of view, planning
along these lines would be helpful because it would insulate viable or
l.ulvnlially viable entities from those which are likely to be residual
problems in the Car division.

G, 0, Initially, at least, ownership of the separate units would remain
with the NEB (or the Government), but a solution would need to be found

to the problem of the minority shareholders, The present loan agreement
pentrictions would involve negotiation with loan stockholders and other
parties and the timing of any transfer of ownership of BL from the NEB

{o the Government should preferably be considered in the light of any
pontructuring of this sort.

P 1 The 1981 Plan should also cover contingency planning in the

ovent of failure to hold market share or to achieve sensible collaborative
deals - failure of the Metro would in itself precjpitate a crisis. The

191l Plan should therefore make provision, whether by way of corporate
restructuring or otherwise, to facilitate and expedite orderly disposals

and 'liquidation' should they be necessary. It may be possible to present
{hin as a move to more effective management and accounting control.

1o leave this contingency planning until the time when it becomes necessary
{v tmplement a so-called '"controlled rundown'' would be too late; indeed
the practicality and possible hazards of such an operation require the most
caveful consideration.

O e The new Plan should also contain some indication of the additional
fumiing which may be required in the various alternatives.

0.9 Present indications are that BL will be faced in 1981 with
confinuing grave difficulties as a result of widespread recession coupled

with tight money supply in this country and the strength of the pound abroad.

o, 10, To the extent that these factors are outside their own control -
and wt BL!' s and perhaps the public' s perception could arguably be attributed

Continuation page 6
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®

at least in part to the Government® s financial policy, however much that
might be applauded as designed to bring inflation under control - it would
seem politically expedient, notwithstanding reluctance to come to the aid
of 'lame ducks', to support BL through what are hopefully transient
external difficulties.

6,11, In any event it seems most de sirable that BL should be assured
of sufficient funds to carry it at least to the middle of 1981 so that the
progress of the 1981 Plan towards a viable future can be assessed and
debated without destroying confidence.

CONCLUSION

Tk My formal terms of reference were to consider and advise the
Government (as holder of more than 99% of the BL equity) whether further
precautionary planning or action could usefully, or should, be undertaken
at this stage, in order: :

(i) To put the Government in a better position to respond rapidly
if the BL Board should decide that a situation had been reached
when, in the context of the Chairman' s letter of 19th December 1979,
it would be necessary shortly to withdraw the 1980 Corporate Plan;

that in this event, the resulting rundown of the company could be
managed in such a way as to minimize the consequences for
public expenditure and for the UK economy generally.

154 My advice in short at this stage is that:

'
7. 3. Steps should be taken to deal with the ratio threat. A six months
moratorium, if it can be negotiated, would be advantageous in that it would
enable the overall position to be assessed in the light of the 1981 Corporate
Plan, :

T If such a moratorium can be arranged, there would seem to be
several advantages in deferring the formal take=over from the NEB,
This is particularly relevant in relation to the restructuring possibilities
discussed in paragraph 6.5 which I believe merit serious consideration,

{lie'5; It is increasingly clear that the 1980 Plan is not achievable

and BL should be encouraged to produce a 1981 Plan which deals realistically
with the future of the group, including such preparatory steps by way of
corporate restructuring or otherwise as may be necessary, supplemented,
although for security reasons not in the main Plan itself, by contingency
planning for foreseeable eventualities,

{56, An estimate of further required Government funding should be

Continuation page 7
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made on the basis of the 1981 Plan and contingency planning.

TS The Government should be prepared to support BL at least

in the short term if, as secems not un
progress because of circumstances ¥
)

likely, it is unable to make
casonably outside its control.

I should be happy to discuss any matters arising out of this

report if that would be helpful.

Yours sincerely,

e o

‘\_\”\‘.__L,_\_ k\ et

John Grenside

Continuation page 8




35-38 PORTMAN SQUARE

, LONDON W1H OBN
m‘-n

From St MicHAEL EpwARDES

The Rt Hon Sir Keith Joseph, MP

Secretary of State for Industry

Ashdown House

123 Victoria Street

LONDON SWl 10 July 1980

ngigéﬂaﬁiﬁgf?

The BL Board has requested through the appropriate channels
that the NEB take up a further £50m of equity in BL before
the end of July 1980 as provided for in the Memorandum of
Understanding covering the operation of the Credit Line
Facility. In doing so, the Board feels it is necessary

for you to be aware of our assessment of BL's present cash
position and immediate outlook.

Attached is a paper containing schedules which show BL's
current and forecast financing position, together with an
explanation as to the basis upon which the forecast has been
prepared. I would particularly draw your attention to the
comparison of this forecast with that made at the time of our
request for funds on 15 May 1980. This comparison shows the
deterioration we have experienced in May and June which

leads to a poorer profit expectation for the year. 1In sammary,
this deterioration arises largely from the deepening recession
in the UK and overseas, and from the worsening in our
competitive position. Furthermore, our existing product

range has not proved strong enough to hold market share.

This is reducing both sales and margins in the home market
and in export markets.




The Rt Hon Sir Keith Joseph, MP 10 July 1980

The economic assumptions agreed with Government in late
1979 as the basis for the 1980 Plan have proved to be
incorrect. The changes in economic circumstances have had
a traumatic effect on our business. The rate of inflation
within the UK, coupled with the strength of sterling,

have had a significant adverse impact on our profit and
cash position. These effects include not only reduced

. margin and volumes of business outside the UK but loss of
UK sales to importers whose competitive position is greatly
strengthened by sterling, together with a reduced margin
as a result of aggressive marketing actions to achieve

our UK sales.

The attached schedules show that BL requires this further

£50m of equity in July in order to satisfy the covenanted
ratios on our Medium Term Loan. Given this additional funding,
our present forecast indicates a safety margin of £84m

at the end of July and £80m at the end of August. These levels
are below the £100m margin recommended in the Memorandum

of Understanding, but the Board does not feel Jjustified

in requesting a further £25m as this would take the safety
margin well in excess of £100m. I should emphasise that
additional equity has a highly geared effect upon this margin.
For example, a £25m funding in July - a level considered

and rejected by the BL Board - would reduce the £84m margin

to only £16m. The forecast shows that BL will need to call
down the remaining £25m funding pirovided for under the

Credit Line Facility in September. Even then, the margin

in September is forecast to be only £64m and it is virtually
certain that the ratios will be breached during the fourth
quarter (October - December 1980).




The Rt Hon Sir Keith Joseph, MP 10 July 1980

In view of this situation, we have opened discussions
with the Medium Term Loan syndicate with a view to temporarily
relaxing these ratios. If these discussions are successful,

. then BL would be able to make greater use of its existing
private sector borrowing facilities. We forecast that after
the injection of the remaining £75m equity (£50m now and
£25m in September), we will have about £100m confirmed and
unused borrowing facilities as at 31 December 1980.

We wish to make it clear that #he ratios are reasonable
commercial requirements and were considered to be attainable
when the agreement was signed. The seeking of a relaxation
of the ratios is purely a temporary measure to provide

time to develop plans to restore the Company's commercial
position as part of the 1981 Plan. Assuming the Medium Term
lenders agree to relax the covenanted ratios, they are
unlikely to do so past the start of the Government's next
financial year. Negotiations will probably only be complete
by the end of September and the life of this arrangement
will probably be of the order of 6 months. This means that
they will look to Government to inject equity funding before
the ratios are re-instated during April 1981 - if this is not
possible, then of course the £85m Medium Term Loan will need
to be guaranteed or re-paid.

‘We do not of course know as yet whether we shall be able to
produce a viable 1981 Plan. In the light of the current
economic outlook and the further deterioration in the Company's
position, the Plan will need to address the case for a further
substantial reduction in the size of the Company if we are
to have any prospect of eventually becoming profitable.

As you know, we have not shrunk from tough action to rationalise
our operations and reduce our fixed cost base; but the

rate of decline in our sales volume has exceeded the rate

at which we have been able to cut back the structure that
supports it. This means that the 1981 Plan will have to go
further, both in rationalising our product range and cutting
back on manpower and facilities than anything we have considered
appropriate thus far. It is therefore all the more important




The Rt Hon Sir Keith Joseph, MP 10 July 1980

In view of this situation, we have opened discussions.

with the Medium Term Loan syndicate with a view to temporarily
relaxing these ratios. If these discussions are successful,

, then BL would be able to make greater use of its existing
private sector borrowing facilities. We forecast that after
the injection of the remaining £75m equity (E50m now and

£25m in September), we will have about £100m confirmed and
unused borrowing facilities as at 31 December 1980.

We wish to make it clear that #he ratios are reasonable
commercial requirements and were considered to be attainable
when the agreement was signed. The seeking of a relaxation
of the ratios is purely a temporary measure to provide

time to develop plans to restore the Company's commercial
position as part of the 1981 Plan. Assuming the Medium Term
lenders agree to relax the covenanted ratios, they are
unlikely to do so past the start of the Government's next
financial year. Negotiations will probably only be complete
by the end of September and the life of this arrangement
will probably be of the order of 6 months. This means that
they will look to Government to inject equity funding before
the ratios are re-instated during April 1981 - if this is not
possible, then of course the £85m Medium Term Loan will need
to be guaranteed or re-paid.

'We do not of course know as yet whether we shall be able to
produce a viable 1981 Plan. In the light of the current
economic outlook and the further deterioration in the Company's
position, the Plan will need to address the case for a further
substantial reduction in the size of the Company if we are
to have any prospect of eventually becoming profitable.

As you know, we have not shrunk from tough action to rationalise
our operations and reduce our fixed cost base; but the

rate of decline in our sales volume has exceeded the rate

at which we have been able to cut back the structure that
supports it. This means that the 1981 Plan will have to go
further, both in rationalising our product range and cutting
back on manpower and facilities than anything we have considered
appropriate thus far. It is therefore all the more important

SRS




The Rt Hon Sir Keith Joseph, MP 10 July 1980
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that we should try to avoid a crisis or any major loss of
confidence in the coming months, so that we have time

to complete the fundamental review which the 1981 Plan
regquires.

I hope this letter gives a fair currxent view of the problems
that are with us now and lie immediately ahead in advance

of our submitting our 1981 Plan document. In the meanwhile
. I would confirm that we are taking every possible action

to conserve cash, while endeavouring to avoid actions which
might damage our prospects of longer term viability.
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The Rt Hon Sir Keith Joseph, Bt, MP

Secretary of State for Industry

Ashdown House

123 Victoria Street
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I am sure that you will wish to view my letter of 10th July
in the context of the BL Board's attitude to the 198Q Plan

as set out in my letter of 19th December 1979. Although we
believe that we can fund BL at least until December 1980
without seeking Government funding beyond the figure agreed
for this year, the fact is that there will be a significant
shortfall in cashflow against the Plan, for the reasons given
in my letter of 1Oth July. This shortfall, funded from
whatever source, will inevitably impact on future yedrs.

The BL Board must therefore draw to your attention the fact
that, even if we do not call on you for further funds in

1980, some of the key objectives of our 1980 5-year Plan cannot
now be achieved. i

Notwithstanding this, we have had some success in meeting
a number of our Plan objectives, notably the 1979/80 pay
deals, reductions in manpower, which are ahead of schedule,
and the successful product launches of the T45 truck and
the Morris Ital, together with the Metro which is on
programme, and should be launched on time in mid-October.

The BL Board considers that the only practical course of
action would be to continue to fund the business while we
prepare the 1981 Plan for considération by the BIL Board
and then by you and your colleagues.




The Rt.Hon. Sir Keith Joseph, Bt, MP.,
Secretary of State for Industry.

15th July 1980

If the 1981 Plan cannot demonstrate the prospect of
commercial viability, then we believe that specific
contingency action should be taken - but not until then.

In the meanwhile, we are doing everything possible to
remain within the agreed Government funding for the
current year, and we value the co-operation of your
officials who have worked closely with us on the
financing problem.




10 DOWNING STREET

From the Private Secretary 14 July 1980

The Prime Minister has read your letter
of 11 July about the possible transfer of BL
from the NEB, and is now content with the
draft letter which Sir Keith Joseph proposed
to send to Sir Arthur Knight.

I am sending copies of this letter to
Private Secretaries to members of E Committee
and David Wright (Cabinet Office).

Miss Catherine Bell,
Department of Industry.
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DEPARTMENT OF INDUSTRY
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123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5301

PS/ SWITCHBOARD 01-212 7676
Sacratary of State for industry

[| July 1980
Tim Lankester Esq

Private Secretary to the v =

Prime Minister Dbhﬁ ﬂ“JTV‘L

10 Downing Street

London SWl TIA, A — A

Door Tim Porer etk et
U ik - a.Ladﬁ‘
POSSIBLE TRANSFER OF BL FROM 2?2;&33'8 RESPONSIBILITY pat- & G Kekl
u

Thank you for your letter of ly conveying the Prime Minister's
views on his minute ©F 2 July on the above subject and on the " i
draft letter to Sir Arthur Knight which was attached. =

2 Sir Keith was proposing that the Government should Rostpone

the decision on transfer, and not sipply the announcement o it.gL'ﬁ"“
In fhe IlgEt of the comments recelved, Ee Intends to write to —VEQ
Sir Arthur Knight using a draft amended in the way suggested by W .
the Prime Minister. A copy of this is attached. With the

removal of the reference in the earlier draft to his provisionalcfv¢kr{
intention in respect of transfer of the BL shareholding, the

last paragraph of that draft becomes unnecessary. Its deletion
also meets the point made by Mr Prior.

3 T ansendingcopies of this letter to the Private Secretaries
to other members of E Committee, and also to David Wright (Cabinet

Office). If any of them have further comments, I should be
glad to have these by Monday 14 July.

\?iyvaS f;b;\

CATHERTNE BELL
Private Secretary

CONFIDENTIAL
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DRAFT LETTER FOR THE SECRETARY OF STATE FOR INDUSTRY TO SEND TO:

Sir Arthur Knight
Chairman

National Enterprise Board
12-18 Grosvenor Gardens
London SW1

BL
Since our correspondence at the end of December last year on

the relationship between your Board and BL, my officials have

been considering the implications of the transfer of the

shareholding of BL from your Board. I have noted in
particular the views you have expressed on this aspect in

your 1979 Report and Accounts.

The Industry Bill received Royal Assent on 30 June and this

of course provides the statutory framework for such action.

By October we shall expect to be considering BL's next Corporate
Plan, and I am of the view that any decision on a transfer could
most sensibly be made at the same time as the Government
annmounces its decisions on the Corporate Plan. In the meantime,
I should be grateful if the NEB could continue to manage the
shareholding, and continue to rely on the advice of officials

in my Department in this, recognising that NEB staff are now
increasingly involved in other duties. My officials will discuss

with yours before the summer recess any necessary arrangements.




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AC

01-233 3000
MAR v A

PRIME MINISTER
.
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POSSIBLE TRANSFER OF BL FROM THE NEB'S RESPONSIBILITIES

The Secretary of State for Industry copied to me his minute
of 2 July to you. I strongly support his view that any
transfer should be delayed.

2. We must clearly put great weight on the decision of

the BL Board to seek a postponement. The last thing we
should do at this time is to imply to the workforce that

BL, is becoming more dependent on the Governmen$. A transfer
would also raise difficult questions about Government

guarantees for BL's medium-term borrowings from the private
sector. It is much better to leave these decisions in

suspense for the next few months.

Bie The essential point is that a decision on the transfer
can only be made when we have taken our decision on the BL

Corporate Plan for 1981.

e T am content with the terms of the proposed letter
to the Chairman.

5% I am sending copies of this minute to the other

e

(@,H.)
July 1980

members of E Committee.

CONFIDENTIAL
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Lrom the Private Secretary

) If. Al
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Possible Transfer of B.L. from the N.E,B.'s Responsibilities

The Prime Minister has read your Secretary of State's minute
of 2 July on the above subject and the draft letter attached there-
to in which he proposes to inform Sir Arthur Knight of the
Government's proposals. '

The Prime Minister is worried that, if the draft goes out in
its present form, it may leak; and she wenders therefore whether
it is necessary tcu indicate at this stage at all that the Government
intend at some point to transfer the B.L. shareholding from the
N.I,B. to your Department, Accordingly, s!'e has suggested that
the second paragraph of the draft might be amended to read:

"The Industry Bill received Royal Assent on 30 June and
this of course provides the statutory framework for such
action. By October we shall expect to be ceonsidering
B.L.'s next Corporate Plan, and I am of the vicw that any
decision on a transfer could most sensibly be made at the
same time as the Government announces its decisio's on the
Corporate Plan. In the meantime ..."

I should point out that the Prime Minister is not entirely
cloar from the minute whether Sir Keith is trying to delay the
dez2ision on transfer or simply the announcement.

I am sending ccpies of this letter to the Private Secretaries
Lo members of E Committee, and also to David Wright (Cabinet Office)
with a copy of your Secretary of State's minute.

el G EilsisonsaRsqhts
Department of Industry.
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Caxton House Tothill Street London SWIH 9NA

Telephone Direct Line 01.213.. .. 640{?
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The Rt Hon Sir Keith Joseph Bt MP

Secretary of State

Department of Industry

Ashdown House

12% Victoria Street

TONDON SW1 7/ July 1980
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BL AND THE NEB
You copied to me your minute to the Prime Minister of %/}ﬁfg/about

the transfer of BlL.

I have no objection to the formal transfer being postponed to the end

of the year or thereabouts, or to the terms of your draeft letter to

the Chairman of the NEB, if this is to remain confidential. If there

is any risk of the letter becoming public property, however, you may i
like to consider whether the last paragraph is liable to misconstruction.
Fertile imaginations might well read into its talk of "the events of ‘
the next few months /creating/ a different situation" a suggestion

of an impending (and terminal) crisis at BL. I know this is not

what you intend to convey.

I am copying this to all members of'f Committee.
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POSSIBLE TRANSFER OF BL FRdﬁ THE NEB's RESPONSIBILITIES

I thought that I ghould let you know of a recent developmens

concerning the poggible trangfer to me of the NEB's share-

holding in BL.

Until recently, I had been intending to put to E Committee a
paper proposing that the NEB should be relieved of their
responéibility for BL at the same time as they lose the
regponsibility for Rolls Royce, namely before the summer recess

of Parliament. However, the Board of BL decided at their last

meeting to ask me to postpone a decision on the transfer until
e —————————

later in the year. Their main reason for this was that the

transfer, which would sgeemingly bring BL into greater dependence

on Government, could, if carried out now, seriously harden

their workforce's attitude to pay negotiations in the forth-

coming pay round, which is likely to reach a crucial gtage in

p—

November. There are also technical reasons concerning some
of BL's medium-term borrowings, on which I have corresponded
with the Chief Secretary, which lead me to conclude that any

[ ——— ey
transfer could not take place before the recess.

As you know, Sir Arthur Knight has been pressing (most recently

SOCy 4
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in his statement in the NEB's 1979 Report and Accounts) to be
relieved of regponsibility for BL. NEB gtaff have indicated
to officigls in this Department that it would help to reconcile
Sir Arthur to a pogstponement of the Government's decision on
this matter if I were to write to him. This I propose to do,
on the lines of the attached draft, without committing the

Government to the eventual decision which Sir Arthur wants.

If guestioned in the House at the time of the Rolls Royce
transfer about the Government's intentions in respect of BL,

I would say that the matter was still under congideration. i B

questioned when Parliament reassembleg in October (when BL's

next Corporate Plan should be available) I would be able to
take the line that the Government statement on a transfer could
most sensibly be made at the same time as the Government

announced its decisions on the Corporate Plan.

I ghould be glad to know whether you and other colleagues on
E Committee, to whom I am copying this minute, are content with

my proposed letter to Sir Arthur Knight.

[y

K J
Z July 1980

Department of Industry
Ashdown House

12% Victoria Street
LONDON

SW1E 6RB




DRAFT LETTER FOR THE SECRETARY OF STATE FOR INDUSTRY TO
SEND TO=

Sir Arthur Knight
Chairman

National Enterprise Board
12-18 Grogvenor Gardensg
LONDON

SW1

BL

Since our correspondence at the end of December last year on
the relationship between your Board and BL, my officials have
been consgidering the implications of the transfer of the
shareholding of BL from your Board. I have noted in
particular the views you have expregsed on thig aspect in your

1979 Report and Accounts.

The Industry Bill received Royal Assent on 30 June and this

of course provides the statutory framework for such action.

Although it is my provisional inpention that the ghareholding in

BL should be transferred to-me there are technical reasons,
concerning the detailg”of some of BL's borrowings, which lead
me to conclude thgt the actual transfer cannot take place before

—the zecess. /By she—time—Pardiiithb-ronssenbles ve shall

expect to be censidering BL's next Corporate Plan, and I am of

OLL Llcan
(5: . the view that any sbebememt on a transfer could most sensibly
f ] .
w | be made at the same time as the Government announces itg J~;ﬁb=?74——~
W

deeisioms on the Corporate Plan. '(}bu will-eppreciate that I

—_— o =

am therefore talking about w,of this yea19 In the

eee/2
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meantime, I should be grateful if the NEB could continue to
manage the shareholding, and continue to rely on the advice
;of officialg in my Department in this, recognising that NEB
staff are now increasingly involved in other duties. My
officials will discuss with yours before the summer recess

any necessary arrangements.

I am sure you will glso appreciate that the events of the

next few months, and the content of BL's next Corporate Plan,
may create a different situation with regard to the trangfer.
I wish to agsure you that, if this were the case, I would

congsult you as a matter of priority.
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