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o Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The
National Archives.
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PRIME MINISTER A/\/(

British Leyland

I have just received a report from Patrick Jenkin's office
of the meeting he held this morning with the four union leaders.

This went very much as predicted. The union side accepted
that Mr. Jenkin would not see them again after the ACAS talks;
they also accepted that there was no extra money available.
The worrying feature of the talks was that the union leaders

seemed to be convinced that Michael Edwardes wishes to close

'ﬁi-down, and they went off to the ACAS meeting, apparently,
——

————e s
in a fairly truculent mood.

—

I have arranged to receive a report of the ACAS talks
around 5 o'clock this afternoon, and will keep you up-to-date.

31 October 1981 MICHAEL SCHOLAR
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P S/ Secretary of State for Industry

BL PAY DISPUTE

My Secretary of State and Mr Lamont met Mr Alex Kitson, Mr
Greville Hawley, Sir John Boyd and Mr Ken Cure at the Department
of Industry at 9.30am on Saturday 31 October shortly before the
union and management teams were due to meet again under ACAS
auspices.

Mr Kitson said that he had approached the Government as the
biggest shareholder in BL, both because of the unions' concern
about the future of BL itself and because of the spin-off effect
on a wide range of other interests, including, for example, small
shop-keepers etc. In his view it would not take much to secure a
settlement; all that was needed was some movement by the BL
management away from their firm stand on no new money being
available. If Sir Michael stood by this line in the ACAS
discussions, they would break down and, if that happened, Mr
Kitson and the other union leaders intended to come to the
Government to ask for additional money. The union leadership had
gone a long way to seek to secure a settlement but Sir Michael
Edwardes had adopted a "brutal line" in the negotiations. The
union side could not understand why, if Sir Michael was

confident about the success of the Corporate Plan, he could not
consolidate some of the bonus payments into basiec rates which
would be a way of providing new money.

My Secretary of State explained that the Government would not
make additional money available to BL. Large sums had been spent
already and more money was available subject to the submission of
BL's next Corporate Plan. The Government wanted BL to succeed
but it was up to the BL Board to decide whether to submit their
Corporate Plan which depended on their view on BL's viability.

If the Board decided that they could not submit the Corporate
Plan, they would have to consider alternatives and it had always
been on the cards that either external factors or an internal

CONFIDENTIAL
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BL PAY DISPUTE

My Secretary of State and Mr Lamont met Mr Alex Kitson, Mr
Greville Hawley, Sir John Boyd and Mr Ken Cure at the Department
of Industry at 9.30am on Saturday 31 October shortly before the
union and management teams were due to meet again under ACAS
auspices.

Mr Kitson said that he had approached the Government as the
biggest shareholder in BL, both because of the unions' concern
about the future of BL itself and because of the spin-off effect
on a wide range of other interests, including, for example, small
shop-keepers ete. In his view it would not take much to secure a
settlement; all that was needed was some movement by the BL
management away from their firm stand on no new money being
available. If Sir Michael stood by this line in the ACAS
discussions, they would break down and, if that happened, Mr
Kitson and the other union leaders intended to come to the
Government to ask for additional money. The union leadership had
gone a long way to seek to secure a settlement but Sir Michael
Edwardes had adopted a "brutal line" in the negotiations. The
union side could not understand why, if Sir Michael was

confident about the success of the Corporate Plan, he could not
consolidate some of the bonus payments into basic rates which
would be a way of providing new money.

My Secretary of State explained that the Government would not
make additional money available to BL. Large sums had been spent
already and more money was available subject to the submission of
BL's next Corporate Plan, The Government wanted BL to succeed
but it was up to the BL Board to decide whether to submit their
Corporate Plan which depended on their view on BL's viability.

If the Board decided that they could not submit the Corporate
Plan, they would have to consider alternatives and it had always
been on the cards that either external factors or an internal
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strike would make it necessary for the Board to consult the
Government about liquidation. The Government had appointed the
Board to run BL and it was up to them to decide how to use the
money which had been made available; the Government could not
attempt to run BL. If the Board came to the conclusion, having
lived with BL's problems for three and a half years, that the
Company was not viable, the Government would not step in again.
He was disturbed by the reports, particularly in the "Sun"
newspaper, that the workforce did not believe that BL might
close. The position was that, if the workforce went on strike
and the factories closed, there was a real prospect of
liquidation.

In discussion, both Mr Hawley and Mr Cure suggested that Sir
Michael Edwardes wished to close down BL. They placed great
emphasis on the lack of flexibility in BL's negotiating position
and described what they saw as the deterioration in the
industrial relations situation at BL over the previous years. In
their view the workforce did understand that there was a real
prospect of closure; the foremen were issuing the crudest
possible threats to the workforce and white collar staff had been
told to clear their lockers.

My Secretary of State dismissed the idea that Sir Michael
Edwardes or the BL Board wished to close down BL. Sir Michael
had been in close touch with the Government and his Board clearly
wanted to see the Company through to viability. The unions were
gravely mistaken if they saw the current events as a plot to
close BL.

As the meeting closed, my Secretary of State referred back to Mr
Kitson's suggestion that the union side could come back to the
Government if the ACAS negotiations broke down. This was simply
not on; he could not sit as a court of appeal against ACAS. Mr
Kitson appeared to accept this conclusion.

I am copying this letter to the Private Secretaries to the Home

Secretary, the Chancellor of the Exchequer, the Secretaries of
State for Trade and Employment and to Sir Robert Armstrong and to

Mr Robin Ibbs.
Eﬁouﬁa.nxwxq

\Ou\
I K C ELLISON
Private Secretary
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My Secretary of State thinks that the Prime Minister and his
other colleagues will wish to have a report on the BL dispute as
it reaches its most critical stage this weekend.

2 On the evening of 29 October talks between BL and the unions
at the Headquarters of the Advisory Conciliation™and Arbitration
Service (ACAS) broke down but another meeting has been fixed for
11.00am on Saturday_ 31 October at which Sir Michael Edwardes will
be meeting the General Secretaries of all the unions involved in
the dispute. Sir Michael has told my Secretary of State that he
intends to seek to defuse the situation by seeing whether the
unions would be prepared to withdraw their strike threat in
return for BL withdrawing th&ir public letter threatening
dismissals and closures if the strike proceeds.

3 On the substance of the dispute Sir Michael does not
envisage offering any more than marginal concessions, which would
help the unions with the presentation of their position if they
wished to call off the strike. He is firmly resolved not to put
forward to the Government a 1982 Corporate Plan which would
require more than the £990 million agreed for 1981-82 and
1982-83. Nor would he be willing to put forward a Plan, which he
knew could not be fulfilled because BL had granted wage increases
which they could not afford.

4 Sir Michael has also told my Secretary of State that he has
met the Leader of the Opposition at the latter's reguest and that
he impressed upon him that the BL Board Had not in any way been
influenced by the Government either in making its 3.8% pay offer
or subsequently. My Secretary of State thinks that, if Mr Foot
genuinely accepts the point, this is a helpful development.

CONFIDENTIAL
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5 My Secretary of State has been asked by Mr Kitson of the
TGWU to meet him to discuss the dispute. He had previously
spoken to the Chancellor and the Secretary of State for
Employment about this possibility and Mr Jenkin therefore told Mr
Kitson that he would be ready to hear the views of the unions.

He stressed to him, however, that the Government could not become
involved in the negotiations and after discussion with Sir
Michael, said that the meeting should take place before, not
after, the meeting at ACAS Headquarters. This timing seeks to
avoid the unions attempting to treat the Government as a court of
appeal from the ACAS negotiations and thereby undermining the
chances of ACAS succeeding in bringing about an agreement. After
some hesitation and an attempt to persuade him to change his
mind, Mr Kitson accepted my Secretary of State's views on timing.
He readily accepted that the Government should not intervene in
the negotiations; he personally was not a member of the union
negotiating team. The upshot is that Mr Kitson accompanied by Mr
Hawley (both TGWU), Sir John Boyd and Mr Cure (both AUEW) are
calling on my Secretary of State at 9.15am on Saturday 31
October. My Secretary of State intends to follow the line taken
by the Prime Minister in her Questions but will add that he would
be unwilling to see the unions if the ACAS negotiations fail to
reach agreement.

6 The Prime Minister may wish to know that the following
contingency planning is in hand against the eventuality of a
serious strike starting on 2 November:

a Ministers have agreed that Government guarantees
should, if necessary, be provided to secure BL's
existin rowings and short term Tacilities. Some
reaffirmation will be nec®38ary early next k of
Government assurances to BL's other creditors. My
SecretalFy of otate will shortly let the Chancellor know
what he proposes to say;

BL staff have prepared for their Board a detailed
contingency plan covering key issues such as how
buSinesses 1ike Land Rover, Unipart and Jaguar could be
E%E, oing or sold i the workers there were not on
_E;Ee. %Ee Leyland Croup is already a separate legal
entity;

the Bank of England have undertaken a confidential
exercise with the general managements of the four
London Clearing Banks to obtain their assessment of the
likely impact of a BL liquidation on BL's component
suppliers;

CONFIDENTIAL
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the Treasury, in consultation witrljﬁi Department and
the Department of Employment, has prepared a note on
the economic and financial consequences of a BL
liquidation;

my Secretary of State has kept in touch with the
Secretary of State for Employment about the progress of
the negotiations between BL and the unions, and
officials of the two Departments have consulted about
questions of employment law arising from the dispute;

officials have been in touch with the Home Office about
the scale and location of possible dismissals and
redundancies which might arise if the strike proceeded.
The Home Off'ice has, in turn, warned in strict
confidence the Chief Constables of the West Midlands
and Thames Valley forces so that they might guage the
scale of preparations they ought to make;

the Department of Trade is reviewing some studies
carried out last year on what might be done to ensure
that the closure of BL Cars would not lead to a surge
in imports of cars, especially from third countries.
There is little doubt that the Japanese, in particular,
would be able greatly to increase their exports of cars
to this country at short notice.

1f My Secretary of State will be seeing Michael Edwardes again
on Tuesday, 3 November, by when the gravity of the strike, if it
takes place, should be apparent. The BL Board's next meeting is
on 4 November. My Secretary of State will keep the Prime
Minister and other colleagues informed of the position.

8 I am sending copies of this letter to the Private
Secretaries to the Home Secretary, the Chancellor of the
Exchequer, the Secretaries of State for Trade and Employment and
to Sir Robert Armstrong and Mr Robin Ibbs.

dwn e
o X tip_

I K C ELLISON
Private Secretary
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10 DOWNING STREET

From the Private Secretary 30 October 1981

BL

The Prime Minister was grateful for your
minute to me of 27 October about the current
situation at BL. At her suggestion, I have
sent a copy of your minute to the Secretary
of State Tor Industry.

I am sending a copy of this letter to
David Wright (Cabinet Office).

Robin Ibbs, Esq.,
Central Policy Review Staff.




PERSONAL AND CONFIDENTIAL

SIR ROBERT ARMSTRONG

BL

—

The Prime Minister was grateful for your
minute to Mr., Whitmore of 28 October about
your further contacts in the BL dispute.

MICHAEL SCHOLAR

30 October 1981
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Treasury Chambers, Parliament Sueet. SWIP 3AG
01-233 3000

29 October 1381

The Rt. Hon. Patrick Jenkin MP.,
Secretary of State for Industry

VR

BL/HONDA COLLABORATION

I have seen a copy of your minute to the Prime Minister of
23 October in which you recommend that agrement should be
given to BL signing a letter of intent with Honda for a
collaborative venture on a new executive car. I am content
with what you propose, on the understanding that nothing is
being done which could increase the costs to the Government
if the threatened industrial action at BL does go ahead
next week.

I am copying this letter to the Prime Minister, the Secretary
of State for Employment, Sir Robert Armstrong and Mr. Robin
Ibbs,

GEOFFREY HOWE

CONFIDENTIAL




BL Public Limited Company
35-38 Portman Square
London W1H OHQ
Telephone: 01-486 6000

Telex: 263654
Cables: Leymotors London W1 Telex

Dear Member of Parliament,

We enclose a copy of the statement issued today by the

BL Board, which sets out the position reached following

further discussions with BL's two main unions and the TUC.

Yours sincerely,

irector of Communications and
/External Affairs

28th October, 1981

Directors: D. A. G. Andrews, C.B.E., Sir Austin Bide,
Sir Robert Clark, D.5.C., Sir Michael Edwardes, Registerad Office: AT
R. Horrocks, Sir Robert Hunt, C.B.E,, D.L., 36-38 Portman Square, London W1H
J. R. Mayhew-Sanders. Registored in England No. 1213133,
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M R Service

Communications Dept., 35-38 Portman Square, London W 1H OHQ. Telephone: 01-486 6000. Telex: 261246

28 October 1981

To: Industrial Correspondents

o

A statement from the BL Board

As a result of a meeting on Sunday October 25 between

Mr Alex Kitson, Mr Terry Duffy, Mr Grenville Hawley and

Mr Ken Cure, and BL management represented by Sir Michael
Edwardes, Mr Ray Horrocks, Mr David Andrews and Mr Geoff
Armstrong, it was agreed that in view of the serious impact
a strike at BL would have on the British motor industry the
TUC should be invited to join a meeting with EL.

On Monday, Octéber 26, following a discussion between

'Mr Alex Kitson and Mr Len Murray, it was agreed that the
General Secretaries of the TUC, AUEW and TGWU would accept
an invitation from the BL Board to meet on Tuesday October 27

to discuss the situation.

that meeting the BL Board made the following points:

The.BL Board is prepared to support the 1982 Corporate

Plan. It cannot give that support if there is to be
—

effective and financially damaging strike action.

There is no money available to increase the grade
rates further or to increase the cost of the settlement.
We cannot add further to our costs without further

eroding our competitive position.

The Cars companies cannot survive the cost and market

share effect of a strike even for a few days.

Registered Office:
35-38 Portman Square, London W1H OHQ.
Registered in England No, 1213133




Although the general increases effective in
November 1979 and 1980 were in single figures,
the overall increase in 40-hour earnings over
the period from October 1979 to September 1981 -

‘taking account of parity and bonus payments -
was 29%.

Mass meetings were held by the unions and a
strike decision taken before the company had
tabled its bonus offer which guarantees £3.75.
The workforce has not been given the chance to

" vote on this full offer.

Since the incentive scheme was introduced in
"April 1980 the bonus trend has been consistently
upwards to the point where average bonus i~
currently running at approximately £11.50 a week.
With the volume projections for 1982 and the
more stable employment levels of hourly graded
employees, the Cars companies are confident that
further significant improvements in productivity
and in bonus earnings are available. The fact
that the Cars companies have lifted the bonus
ceiling to £30 a week is a real opportunity and
will result in some plants exceeding the previous
ceiling of £22.50 during 1982,

In addition the Board indicated that in view of
the concerns expressed about the state of
industrial relations in the Cars companies, it
was prepared to support urgent initiatives to
establish a new procedure agreement which would
establish jointlbodies for the involvement of

trade unions and employees in considering the

performance and plans of the companies.

The terms of reference of these joint bodies will

include monitoring the operation of the incentive




scheme and identifying opportunities for further
productivity improvement in the various plants

so that higher bonus payments may be earned.

The BL Board said it would put forward the 1982
Corporate Plan to Government rather than initiate
the action regarding employment and assets
referred to in the letter of October 12 if the
unions would accept the settlement proposed and
call off the strike called for Nov 1, 1981.

As set out in the joint statement, no progress
was made and a meeting of the BL Cars' trades
‘union negotiating committee was called by the

unions for today.

At a further meeting of the Board this morning it was decided

that:

In present circumstances the Board is not able

to submit the 1982 Corporate Plan to Government.

If there is widespread and financially damaging
strike action then the consequences will be as

set out in the letter of 12 October to the AUEW,
TGWU and the TUC. In its efforts to avert such

a strike the Board will keep open its propcsal

put to the unions yeSCErday and set out above 1n

paragraph 9.

#—-
The BL Board appeals to the General Secretaries of the unions
concerned to call off the strike in view of its potentially

disastrous effect on BL, its employees, and the nation.
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MR, WHITMORE

British Leyland

In my minute of 26th October I said that I would keep you informed of

any further contacts I might have on the British Leyland dispute,

2. Following yesterday's meeting, I understand that the management do
notenvisage any further action on their part in the immediate future,
Len Murray and the General Secretaries of the Unions concerned are meeting
the Shop Stewards this afternoon in an effort to see whether it is possible to find
some way forward, British Leyland management remain convinced that the
Union leaders are anxious to find a solution but are only too conscious of the
difficulty of doing this in a way which will not cause the stop stewards to lose
face with the workforce. It seems likely that there will be an approach from
ACAS to both parties for an early meeting, If this happens, the nmanagement
are expected to accept the invitation; but in doing so they will stress that they
have no more money to offer. The management are very anxious that this
reaction to an anticipated ACAS invitation should remain strictly confidential,

3. Sir Michael Edwardes is to speak to the Secretary of State for Industry

today to bring him up to date. Sir Michael may go on television this evening

(probably@n Nationwide) to reaffirm the Company's position.

4, The Company were very pleased with the line which the Prime Minister
took on the dispute in the House yesterday. They have described it as
"excellent'", They remain anxious that the Government's non-interventionist
line should not falter. At the same time they realise that the Government will
want to be assured that, if the BL. management go ahead and send out
dismissal notices next Monday, they are not simply being "trigger happy' but
are taking this step after a full and rational examination of the alternatives open
to them, In this respect, I recognise the force of paragraph 5 of Mr. Ibbs's
minute to Mr. Scholar. The time may come when we will need to make sure
that BL: get a message to this effect. That moment may arise if and when the

BL management think that it would be helpful if the Government could make the

.-oln
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sort of statement about not questioning the management's decision which was

mentioned in paragraph 6 of my earlier minute,

K

Robert Armstrong

28th October 1981

£
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10 DOWNING STREET

THE PRIME MINISTER i 27 October 1981

Thank you for your letter of 3 October about the salaries
of Board Chairmen.

I recognise your concern, and indeed that of other people,
at the different levels of pay increase for some board chairmen,
when compared to those of most employees, and I would like to
take this opportunity to explain the Government's policy on pay,
particularly in the nationalised industries.

The Government believe that a decline in the level of pay
increases is essential to the economic recovery of the country,
and that is why in drawing up its public expenditure plans for
1982-83 the Government has taken a figure of 4% as the general
factor for the rise in earnings in the coming year. But this
does not imply a rigid and inflexible incomes policy. You will
recall that in reply to a PQ by Bill Walker, MP, on 7 April about
the new arrangements for settling the pay of nationalised industry
board members that the need .to recruit and retain able enough
people would be among the factors taken into account. The
nationalised industries need to be run by people of high calibre
and it is inevitable that market considerations shpuld play a
part in determining the level of their salaries. Nevertheless
I can assure you that the general level of increases for board
members that we have agreed to this year has been modest.

Of the two individuals you mention specifically,
Sir Michael Edwgrdes' salary increase earlier this year was

decided by the board of BL, not the Government. BL is not a

/nationalised




nationalised industry and it would not, therefore, be appropriate
for me to comment. I am sure; however, that BL would be ready to
give you a fuller response to'your constituent's complaint. The
circumstances of Sir Peter Parker's increase of salary were
different. We were negotiating a new contract and the Government
considered his new salary should reflect his value in ruhning a
major industry. You will appreciate that if we are to overcome
the undoubted problems of our railway services then we must

secure good management to tackle the task.

Geraint Morgan, Esq., QC, MP.
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1 Legal position Whlu449wq 5
ATAS oarin vy i &Lumw t Y Pl.a,w
Under the Companies Acts, there are three ways of proceeding to
liquidations nwjﬁﬁMiw.

:a) Creditors' voluntary — a petition by creditors of the rualgro
company to the Court for the winding-up of the company.
/responsible The court then appoints a liquidator/to the court, to
act on the creditors' behalf.

b) If directors believe that the company can pay its debts,
Members' voluntary — either the directors call a meeting
of members (shareholders) or the members can themselves
requisition a meeting. The directors must be able to
make a declaration of solvency.

If Directors do not believe the company can pay: its
debts: comEulsor¥ winding %E under a petition by the
directors who, 1 ey continued to allow the company to
trade, could be personally liable in a winding up under

Section 332 of the Companies Act 1948. The resultant
winding up process is similar to a creditors' voluntary.

2 In practice

The position at BL is complicated by

i) the position of the Government as major shareholder

ii) the public assurance to shareholders (the "Varleye
Marshall" statement).

In principle, the Government as major shareholder could requisition
a meeting to declare a members' voluntary liquidation. In
practice, this is not likely to be the best course, at least
initially, because of the Government's public assurance to share-
holders that BL's obligations will be honoured (the "Varley-
Marshall" statement, confirmed by Sir Keith Joseph on 31 March

1981 whien +the shares in BL were transferred from the NEB). This
statement allows the Government the means to ensure an orderly,
rather than a precipitate honouring of obligations and a conmtrolled
effect on the PSER. To ensiPe that this prime objective is
possible, MinisTers have agreed to the issue of specific guarantees
to financial creditors and bank overdraft facilities so that both
finance and trade debts can be handled in an orderly way.

The Board will therefore be asked to remain, at least initially,
in charge; their remit will be to keep as much as possible going,
and To dispose of as much as possible = in effect, to act as
"liquidators™ but not in the normal company law sense. Because
of the guarantees, there would be no need for creditors to
petition for a liquidation; and nomeéed Tor fhe Board to cease
operation because of Section 33270f the Companies AcT.




CONFIDENTIAL

The likely outcome

Against this background the process of "effective liquidation"®
is likely to be as follows:

i) the BL Board declares that it is either closing
individual plants or putting the whole of BIL Cars
into liquidation;

the Government asks BL Board to remain in control of
those parts of BL which continue to operate, and to
act as "liquidator" for the remainder. There may need
to be

a) a formal request from the Government as
shareholder to the Board to this effect:

b) the appointment to the Board of an expert in
the process of liquidation. #The Board will
need to be consulted on both these points;

action by Government to reassure creditors.
This should take the form of a new public
statement to reassure trade creditors, and
— where neccsbary = guarantees for finance
debts and overdrafts.

Department of Imdustry
27 October 1981
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10 DOWNING STREET

From the Private Secretary ’ 27 Ober. 1981

BL

The Prime Minister had a discussion yesterday evening about the
present situation at BL with the Chancellor of the Exchequer, the
Secretary of State for Industry, the Secretary of State for
Employment, Sir Robert Armstrong and Mr. Robin Ibbs.

The Prime Minister endorsed the suggested defensive line for
use by Ministers attached to your Secretary of State's letter of
22 October to the Lord President of the Council. It was most
important for Ministers to go no further than this. The Prime
Minister said that Ministers should make it plain that the Government
are not seeking in any way to influence the Board in its handling
of the matter. On the other hand, nothing should be said which might
lead those involved and the public mistakenly to believe that
Sir Michael Edwardes's present course of action was being dictated
by the Government.

y: The Prime Minister asked your Secretary of State urgently

;to consider what the legal position would be if the strike went

| | ahead next week, What could Sir Michael Edwardes do without
reference to the Government? What in law was he obliged to refer
to the Government? What, precisely, was the Government's legal
locus in the matter, and what was the critical path for any
consultations with the Government which he might make?

I am sending copies of this letter to John Ke®r (HM Treasury),

Richard DykKes (Department of Employment), David g (Department
of Industry), David Wri (Cabinet Office) and Gerryh§pé§ce

(Central Policy Review Staff).

Ian ElI{::n, Esq.,

Department of Industry.

SECRET
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To: MR SCHOLAR w}. iy

From: J R IBBS m 27 October 1981

Qa 05708

1k I should like briefly to develop the point I raised at the end
of the Prime Minister's meeting yesterday evening. It concerns the
decision which may be taken next week, if a strike occurs, to send out

notices of dismissal and thereby initiate the closure of BL in its

present form, The decision may have to be taken in circumstances of

some complexity and confusion.
—

iy It is likely that, if the need arises, Michael Edwardes and the
BL Board will take the decision on a basis that is well justified in
management terms in the light of earlier statements and warnings to the
work force., The decision may also be obviously fully justified in

economic and political terms but this does not necessarily follow,

3. The reason for closing BL, if the situation reaches that point,
should be that it is no longer able to continue to operate yviably within

the funds available. The strike may be the cause of such loss of viﬁgziity

but it is not in itself good grounds for closure from a national viewpoint,

It will, therefore, be important to be able to demonstrate -

(a) that the strike has caused the financial difference which
tilts BL to non-viability;

(b) that the handling of events leading to the strike did not

provoke it.

b, On (b) the Government is in the hands of Michael Edwardes and the
BL Board. The dangers from involvement in the dispute have been judged to
be greater than the risk of the dispute being mishandled.

5e On (a) the Government needs to ensure that letters of dismissal are

not sent out until the strike is clearly of a size and duration that

Ezatroys viability. It is important that statements by Michael Edwardes

1
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this week on the theme 'strike means closure' are not so rigid as to
#
close the option of waiting long enough during the early confused days

to carry conviction when initiating closure, that fatal damage has been

done,

-—-"""-——

6. If BL closes it would be tragic if the simple economic lessons
hecame obscured, The fact that the strike caused losses which finally
destroyed the viability of BL will need to stand éZE‘;I;arly in the
furore that will occur when it is realised that the work force have
made themselves unemployed without redundancy payments, many after
long service, and have severely increased unemployment in the West
Midlands. I believe Ministers should take positive steps now to
e,

ensure that there is no doubt about this central fact if closure occurs.

i Obviously any action of this kind would have to be handled with
very great care to avoid anything that Michael Edwardes might regard
as involvement in the dispute itself, weakening his position or as

reduced resolve to stick to existing financial limits.

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

J_/Z

2
CONFIDENTTAL




10 DOWNING STREET
26 October,1981

From the Private Secretary

BL: Guarantees

The Prime Minister has seen your Secretary
of State's minute of 22 October about the need
to be ready to provide Government guarantees
to prevent a run on BL,

The Prime Minister is content to proceed
as proposed by your Secretary of State,

I am copying this letter to John Kerr
(HM Treasury), John Rhodes (Department of Trade),
Richard Dykes (Department of Employment), David
Wright (Cabinet Office) and Robin Ibbs (CPRS).

I Ellison, Esq
Department of Industry
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Ref. A05807 hﬁ:"

MR. WHITMORE

British Leyland

I met Sir Michael Edwardes last week by chance; and it was evident

; from our talk that he would value the chance of remaining in contact, on an
entirely personal and private basis, during the present crisis in BL's affairs.
2 His tactics remain as reported last week: to keep a fairly low profile
until about the middle of th-i‘s. week, when he will go on television, to emphasise

——
that there really is no more money for an increase in the basic offer of 3.8 per

cent, and to underline what would be at stake if a strike went ahead.

3. He is in private contact with the leaders of the two unions mainly
concerned (TGWU and AUEW). Though the larger meeting they had with the
unions last week broke down, he believes that it began to produce an evolution in

the thinking of the unions. He believes that the rank and file are beginning to be

more realistic about the prospect. He does not, however, propose to have a
secret ballot, since he believes that, if people are asked to vote on whether they
want more pay or not, it is difficult for them to cast a vote which says that they

do not. He is therefore relying on them voting with their feet, and coming in to
g “

work on 2nd November.

4, His main concern is about the shop stewards. He believes that they see

the strike threat as a political operation just as much as an industrial operation.
e S e |
They claim that BL. management, with its offer of 3.8 per cent, is acting as the
Ry
stalking-horse for the Government's 4 per cent; they doubt whether the
e —
Government would allow the management to go ahead with closure, because of the

industrial consequences in the West Midlands; and they believe that, if the

Government did allow closure, the political repercussions could force an early

General Election. In other words, they see themselves as being in very much
R
the same position as the National Union of Mineworkers in the winter of 1973,

)
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5, Against this background, it is obviously important that the Government

should maintain its position of non-intervention. Sir Michael Edwardes does not

want to see statements by the G0vernment5:1blic1y supporting the 3.8 per cent

offer, since such statements would encourage the belief that B]. management was

simply executing Government policy. For the time being, Sir Michael Edwardes

would like the Government to stick to the position that industrial relations in

British Leyland are a matter for management, and the Government has no
A S A S AR AL
intention of intervening.

S0, The time may come later in the week when it would help to bring a

further note of realism to the attitudes of the workforce if a Minister would
L Lt ]

indicate that, if the management decided that they had to close the Cars

Division, the Government would not wish to question that decision, since the

management were in charge of the company, But the time has not yet come

when Sir Michael Edwardes.would wish that to be said.
T Sir Michael Edwardes obviously feels that the Secretary of State for

Industry has been talking a little too freely to backbenchers and others about i

possible room for manoeuvre on bonus payments.
[ = —

8. I will keep you informed of any further contacts I have on this over the

next few days,

ROBERT ARMSTRONG

26th October, 1981

PERSONAL AND CONFIDENTIAL




10 DOWNING STREET

From the Private Secretary 26 October.1981
= ’

BL/Honda Collaboration

The Prime Minister has seen your
Secretary of State's minute of 23 October
about the proposal that BL should sign a
letter of intent with Honda.

The Prime Minister is content for BL ‘
to proceed with the collaboration with Honda,
as proposed in your Secretary of State's minute.

I am sending copies of this letter to
John Kerr (HM Treasury), Richard Dykes
(Department of Employment), David Wright
(Cabinet Office) and Robin Ibbs (CPRS).

0 anHOIAR

I Ellison, Esq
Department of Industry

il
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70 Whitehall, London SW1A 2AS
Telephone 01-233 7765
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70 Whitehall, London swia 2as  Telephone o1-233 7765

From : J. R. Ibbs

Qa 05705
CONFIDENTIAL
COMMERCTAL — IN CONFIDENCE 23 October 1981

a_/[-ﬁ’f: }c‘,

(9(;: - -f;/r("ir/y
BL Dispute

You sent me a copy of your minute to the Prime Minister dated

21 October on the industrial relations situation in BL,

I wholly support the need to stand absolutely firm on the basic

pay offer that has been made, I also agree that it is for the Board to

decide in the light of events and BL's financial position the point at

which closure becomes inevitable, and that Ministers should avoid being

drawvn into the dispute.

My main concern is that the public should receive the right
message if closure occurs, Arguments about 'withdrawing the Plan' are
too complex for this purpose - indeed, this line can easily be made to

sound vindictive, In the simplest terms, Leyland has been generously

treated with financial support from public funds, the work force has

chosen not to accept the best offer that could be made within the money

|

available and a strike is a further drain on the already tight finances
and makes continuation impossible because the money to do so has gone.
The work force by choosing to strike destroys its own jobs and those. of
many who supply BL, #

There is already evidence that the unions, quite understandably,
are working vigorously to avoid this charge of self-destruction and to
place the blame on the Board and the Government., Their arguments include
"we were refused a fair day's pay", and "we cannot allow ourselves to be
bullied by being denied our fundamental right to strike", and "it is the

The Rt Hon Patrick Jenkin MP
Department of Industry
ASHDOWN HOUSE

SW1
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Government who through refusing to be fair and reasonable after sustained
co-operation from the work force have destroyed the jobs through sheer
inflexibility", The last is the most dangerous argument in its
potential effect on attitudes about pay. It is of the utmost
importance that if BL does close it should be widely recognised that

,it was the work force who destroyed its slender viability - not that

the Government arbitrarily withdrew support,

It is not certain that the right simple message will emerge
naturally from events and statements by Michael Edwardes - clever
opponents may have some success, for example in representing him as
'closing down to punish the strikers'. While keeping out of the
immediate battle Ministers will need to take positive steps to ensure
that misrepresentations are halted before they gather momentum,
Otherwise this enormous demonstration of economic realities, and the
associated pain, may be partly wasted, Although premature Ministerial
statements need to be avoided, it may be possible for example to ensure

that some widely regarded commentators and possibly the CBI keep

reminding the public of the fundamental economic realities behind the

situation,

I am sending a copy of this letter to the Prime Minister, the
Chancellor of the Exchequer, the Secretary of State for Employment,
and to Sir Robert Armstrong,

/wayi rzhffr/ﬁ}
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ECONOMIC AND FINANCIAL EFFECTS OF BL CLOSURE

Note by Treasury Officials

1. This paper presents broad estimates of the effects on GDP, unemployment
and the PSBR which would follow if the threatened strike at BL leads to a
decision by the BL Board to close down substantial parts of the business. It

is a rapid up-date of the work that was done during discussions of BL's last
Corporate Plan (in November and December 1980); in the time available

it has not been possible to go much further than up-dating some of the assumptions
and re-stating much of the earlier assessment and results. This note has been

prepared in consultation with the Departments of Industry and Employment and
— —

the Bank of England.

Assumptions

5. The central estimates are based on the assumption that all plants engaged

in the current pay negotiations might close early in November: this includes the
volume EEE-business (Austin-Morris and Rover-Triumph) and Jaguar, Land Rover and
Unipart; in total these plants employ some 80,000 people. These estimates assume
that none of these businesses would survive as going concerns, though it makes
allowance for half of the Unipart staff being re-employed in some business
supplying parts for the existing stock of BL cars and other makes. Leyland
Vehicles (the truck and bus business) is assumed to continue in business since
its workforce has already settled for L per cent (although negotiations are still

going on over the detailed terms) .

3, The actual outcome could be less or more severe than this. There is little

chance of any of the volume car business being salvaged in the event of a major

strike (it is not likely that Honda would be willing to take over the Acclaim

production nor that the Metro line could be.EEEE;at any more than break-up value).

But it is concaivable that Jaguar, Land-Rover and Unipart could all survive

or be s0ld as going concerns; in that case the total BL jobs lost would be

reduced to around 55,000. However, the main assembly plants at Jaguar and Land Rover
vote for strike action; and even if actual strike action was muted,the

1iklihood of pickets and occupations might deter potential buyers. On the

other hand, the entire BL group could face liquidation - i.e. including the
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truck and bus business of Leyland Vehicles as well as all car and van production.
Leyland Vehicles is in a very shaky financial state and even though it is not
involved in the present action the loss of confidence which would result from a
wholesale collapse of the rest of BL could bring it down too. 1In that case

job losses at BL as a result of the strike would total about 90,000 (after
allowing for the redundancies already planned) «

4. The central assumptions differ from those in the previous exercise. The
closures are more widespread and teke place more quickly without the opportunity

Y
for an orderly run-down of production. The previous exercise hadessumed that

only the Cars Group (including Jaguar but not Land Rover or Unipart) would be
N— R e =

closed. This would have followed a Government decision not to fund the

Corporate Plan,in contrast to the situation now envisaged where closure is

precipitated by a breakdown in industrial relations. Hence the doubts about the

S ————————

saleability of Land Rover etc.

5. The figures set out below do fﬂi attempt to capture the total long-term
effects on the economy of a closure at BL BL, nor are the fiscal and monetary
effects of closures assessed in any depth. The estimates include provision for

net job losses in supgller companies and make assumptions about the speed at
em—— i A
which labour might be re-absorbed. But, fr example, they do not make any

allowance for wider effects on confidence in the economy or in manufacturing
industry in particular; on the one hand confidence in the future of the manufact-
uring sector could be severely shaken, with consequent decisions to reduce.:;;scity
further; on the other hand the shock administered by a closure of BL could help

employers to negotiate lower wage increases and more productive use of existing
labour, hence promoting output through a reduction in inflation. The effect on
the exchange rate is indeterminate: the rate will tend to fall as a result of
the worsening of the trade balance, but the confidence effects could go either

ww.

6. This paper does not consider the costs or the effects of any remedial

action the Government might decide to take in the face of the increases in

unemployment, which will be concentrated in a few areas (mainly in the West
——
Midlands). Those issues have deliberately been left for subsequent discussion

in the light of events.
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Employment Effects

7. The assumed number of job losses at BL were given in paragraph 2 above.

To that has to be added the consequential job losses at supplier companies and

at other companies likely to be affected by a BL closure. The earlier
assumption has been followed that the ratio of net job losses at suppliers to

job losses at BL Cars would be one to one (and one-and-a-quarter to one at
e TRy

Leyland Vehicles)s Higher figures are sometimes quoted (three to one is
oE;-;;;;;;B); but the earlier analysis carried out by the Department of Industry
suggested that one to one is at present the best central estimate, though

there are arguments for both higher and lower figures. Further work is in hand
in the Department of Industry and the Bank of England on a more detailed analysis
of the potential effects on individual major suppliers.

-

8. We have, as last time, assumed that the job losses in supplier companies

are phased in over a period of twelve months. The total job losses at BL
and ite suppliers would then show the following profile.

p—

iy

' 000

By Spring 1982 By Autumn 1982
Suppliers Total Suppliers Total

(a) Closure of Cars
Group excluding 15 70 55
Jaguar. = — -

(b) Closure of Cars
Group plus Land Rover 20 100 80

(¢) Closure of all
BL including Leyland
Vehicles

Re-Absorption

9. A major issue is the speed at which these unemployed resources will be
re-absorbed as the economy adjusts back to equilibrium. Given the Government's
overall macro-economic policy stance as expressed in the MIFS, a closure of BL




should not lead to any permanent change in aggregate national unemployment in
e ———

the medium to longer term. New opportunities for employment will appear as

the effects of the closure work through the markets for both traded and non-traded
goods. In a sense, a continuing 2259 of jobs ag_EL is probably already implicit
in the MIFS, and on this view an immediate closure has its main effect in
producigg‘a sharp change in the time-profile of unemployment. The speed of

——
adjustment when seen in this light is primarily an empirical issue, but one on
which almost no evidence exists to conclude how markets might react to a shock
of this nature.

10. There would certainly be a transitionsl increase in unemployment until

markets had time to adjust. But tﬁ;;;-is wide range of views about how long

this transitional period might last. Arguably, it might be short, since

the effects on the labour market - for instance in reducing the pressures for

wage increases - might quite soon lead to new employment opportunities. On the
other hand a closure of this size is unprecedented and it might take a
considerable time for the economy to recover from the shock, especially given

the economic climate in which the closures are assumed to take place. Closure
implies the loss of over 150,000 jobs concentrated in one industry, in a few areas
and over a short time period. T
11. In the analysis below we have followed the same assumptions used in the
earlier exercise on the cost of a closure of the volume car business of BL:

the major assumption is that there would be no net re-absorption for two yeers,
25 per cent re-absorption in the third year, reaching 50 per cent re-absorption
by Autumn 1985. The analysis was not extended beyond that, but the implicit
assumption is that full re-absorption would take place fairly rapidly after
that.

Regioneal Unemployment

12. The job losses set out in paragraph 8 above will be heavily concentrated
Tt
in the West Midlands and Oxford, and to a lesser extent in South Wales. Annex 1

e s ——— ey
sets out some rough estimates for the job losses in each of the main Travel to

Work Areas (TTWAs) affected - the estimates for the pattern of job losses among

suppliers are inevitably very speculative. The major job losses occur in

=ba




Birmingham, Coventry and Oxford, equal to 7 per cent, 4 per cent and 7 per cent

of the working population respectively; unemployment in the areas in the

West Midlands which are affected is already around 12% per cent. Job losses

)

at Oakengates (Telford New Town) would amount to about 4 per cent of the working

vy

population on top of a current unemployment rate of 20 per cent. None of these

are Assisted Areas and a closure of BL would have mﬁﬁg} implications for

regional policy. Jobs would also be lost in assisted areas of South Wales,

pfincipally because of the knock-on effects of a BL closure on BSC production

there. There would also be job losses in Lancashire and Scotland if Leyland
R o L e ey

Vehicles also closed.

Impact on GDP

13. The direct impact on GDP and balance of payments of a BL closure would be a
net loss of domestic output, made up of lost exports and additional imports.

We assume that total UK demand for cars remains unchanged and that BL's exports
of cars ere lost to the UK. Replacements for Rover, Triumph, Jaguar and Land
Rover would nearly all be imports. The Austin-Morris market might be replaced
by domestic manufactures and imports roughly in proportion to their current
shares of the UK non-BL market (much of the lost Metro production would for
example be taken up by Fiestas imported from Spain). On these assumptions

the loss of GDP would be of the order of £1 billion or 3 per cent.
#

PSBR Costs of Closure

14. The PSBR costs comprise:
(a) redundancy payments;

(b) social security costs and lost income tax and national

insurance contributions;

(¢) costs arising from the financing of outstanding BL short-term
and medium-term debt, and to repayment of trade creditors.

There would also be savings from:
(d) receipts from sales of BL assets;

(e) deletion of existing provisions for Government funding of BL.
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Redundancy Payments

15. On the central assumption, 80,000 jobs would be lost at BL. The totel
would include:

(a) those participating in the industrial action who thereby
forfeit their right to redundancy payments;

(b) those who take no action, but are ineligible for redundancy
payments because they have less than 2 years service;

(¢) those eligible for redundancy payments.

We have assumed that the proportion of the workforce taking industrial action
will be the same as the proportion voting to reject the BL management offer

in the 16 October show of hands, i.e. two-thirds. Of the remaining one-third
about one-tenth will have less than 2 ;;;;;-;;;vice. This leaves some 2,000
employees, each of whom will receive the statutory minimum payment estimated

to average £1,200 a man. Thus the total cost would be about £30 million,
peyable during 1981-82. We have made no allowance for additional payments above
the statutory minimum since the redundancies would take place quickly and there

would be no call to pay them to ensure an orderly run-down of production.

16. Redundancies in supplier fims are also estimated at 80,000, of which about
20,000 would occur in 1981-82 and 60,000 in 1982-83. About 60 per cent of these
would be eligible for redundancy payments. The cost to the state Redundancy Fund

(vwhich compensates firms for 41 per cent of the costs of statutory redundancy
payments) would be about £550 a man, giving a total cost of about £7 million in

N i ————
1981-82 and about £20 million in 1982-83.

Social Security Benefits, Income Tax and National Insurance

17. The assumptions made gbout the net increase in unemployment are set out
at paragraphs 7 and 8 above; it is assumed that 80 per cent of those losing
pbs will register as unemployed. Projected future earnings follow current
Government forecasts of earnings movements. It is assumed that income tax
will become payable on unemployment benefit and supplementary benefits from
April 1982; no other policy changes on taxes or benefits are assumed.
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18. The benefit calculations are however affected by the eligibility of
m
dismissed workers. It has been assumed that those BL workers who lose their

e T o - .
jobs because they were striking will be disqualified from unemployment benefit

Mo e
and personal supplementary benefit. Depéndants of these workers would receive

supplementary benefit but only after it has been subject to a £12 deduction for

assumed union financial support. That is how the law stands and the penalties
m a new job or until it becomes clear that the
reasoﬁ for the person being unemployed is not his action in going on strike.

It is difficult however to predict just how the independent authorities who
decide entitlement to benefit would view the BL case. The effect on costs is
not large since it has been assumed that many BL workers will find jobs fairly

quickly, even though during the first two years this is only by displacing other
workers.
19. On this basis the direct effects on the PSBR would be as follows:

£ million
1984-82 1982-83 1983-84

Public expenditure on unemployment
and supplementary benefit. 1) 205 220

Cost to PSBR of lost income tax and
NIC receipts. 380

Financing BL Debt

20. The Government is committed by various assurances in the House of Commons
to meeting BL's debts. Some creditors would be paid off immediately but the

R e
settlement of other debts would be spread by the use of Government guarantees.
In total the debts are:

£ million
Loan stocks .. oo 75 =
Medium-term loans . 140 -
Linked short-term loans D
Clearing bank overdrafts (ED>)
Acceptance credits .. 100
Overseas loans .o
Trade creditors . 4so

1,225

(This may be a slight over-estimate of the total since it includes undrawn
facilities, but on the other hand it excludes money market lines drawn down.)
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21. Of these, trade creditors at least would have to be paid off during 1981-82.

_
We have assumed that to avoid over-burdening 1981-82 public expenditure,

repayment of clearing bank facilities could be deferred to 1982-83. Overall,
the total cost for each year, including servicing of debt, wo;ZE-;robably be
roughly as follows - though there may be some flexibility in adjusting the
profile of repayments.

£ million

1981-82 Lso
1982-83 760
19832-84 120

Disposal Proceeds

22. The net proceeds of disposals are not likely to be substantial. Few, if
— —

any, elements of BL will be saleable as going concerns, so that receipts from

sales of fixed assets will normally reflect scrap or resale value of plant and

equipment and factory site value as uncleared land. Proceeds from sales of

stock (cars and parts) will reflect the need to offer some discount below
—

—
current market prices. Proceeds from BL's debtors will also be received.

E—— »
Lastly, net proceeds must be struck after deduction of penalties arising from
breaches of contracts (including perhaps those with Honda for the Acclaims and

others with Rolls Royce, Perkins etc.).

2%. On this basis, the best estimate of receipts is:
£ million
1981-82 4o
1982-83

198384 55
1984-85 20

Government Assistance to BL Already Provided For

24. Existing public expenditure figures include provisions for payments to BL
of a further £170 million in 1981-82 and £370 million in 1982-83. In the base

case, the only advances that would be made would be to the Leyland Group; these




are estimated on the basis of the 1981 Corporate Plan at £20 million in 1981-82
and £50 million in 1982-83. There is, therefore, a reduction in planned public
expenditure of £150 million in 1981-82 and £320 million in 1982-83.

gy

—

Summs_l: ry

25. The cumulative effect of the above changes is shown in the following table:

£ million
1981-82  1982-83  1983-84
Public Expenditure Costs:

Redundancy payment costs
Benefit payment costs

Cost of financing BL debt
(less) Net asset realisation
(less) Savings on advances to BL

TOTAL

PSBR Direct Cost

Iost Tex/NI Revenue

IA(2) Division
23 October 1981
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PRIME MINISTER

BL/HONDA COLLABORATION
/2hﬂ
When we decided to give BL more money last January, Sir Michael
. Edwafdes sent Keith Joseph the enclosed confidential letter
agreeing to clear in advance with the Government any proposed
collaborative arrangements that were sufficiently comprehensive
to preclude other collaborative arrangements being reached.
S s ’;sﬁv
. 2 8Sir Michael has now sent the enclosed letter seeking agreement
for BL to sign a letter of intent with Honda, which would commit
BL to a feasibilitf-ggﬁagﬂgzqa prOpOEET"to design and develop an
executive EEFT code named the XX, to replace the Rover in 1985.
SignIEE the letter does not commit BL to enter intE‘Eﬁy léEEl
agreement with Honda bufﬂﬁf Will need to announce (probably in
December) that a letter of intent has been signed which would at
least signal BL's and Honda's intentions to the rest of the
industry. Sir Michael thinks = and I agree - that setting up the
feasibility study falls within the scope of the collaborative

arrangements mentioned in his January letter.

3 The XX would be produced in different "BL" and "Honda"
versions, which would have the same basic design but different
appearances. BL would produce both versions for sale through
both companies' dealer networks in Europe and Honda would produce
both versions for sale in Japan. Unlike the Acclaim, much of the
XX would be designed by BL.

4 The XX would replace BL's own planned Rover replacement, the
LM14/15, which was to be based on the LC10 range. BL intend that
it should have a substantial degree of commonality with the rest
of the LC10 range and that it should be accommodated within the
financial provisions already made for the LM14/15. The proposal
is consistent in product strategy terms with the Corporate Plan
we approved last year.

CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
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5 Our general objective is to extricate the Government from BL
as quickly and completely as possible. In present world car
market conditions there is no likelihood whatever of anybody
buying BL, or even the BL volume cars operation, outright. The
most hopeful way of attaining our objective seems to be to secure
a progressive collaboration which infitially helps BL towards
viability and financial independence from the Government and
which holds out a prospect, if not a certainty, of moving on to
more wide ranging collaboration and a permanent solution.
Collaboration with Honda has already started with the Acclaim
which was launched this month and can now move on to the XX
project. BL is also having separate (less advanced) talks with
Honda on joint marketing and on collaboration on major
components. The question has been raised, though not yet pursued
in detail, of Honda's taking an equity stake in the BL Cars
group. I do not think it would be fruitful to press this idea at

the present stage but the fact that the idea has been raised
indicates the possible eventual scope of collaboration with

Honda.

6 I am satisfied that the XX project, and the possible further
~xtension of collaboration with Honda, will not adversely affect
the prospects of selling shares in Land Rover, Unipart, or even
eventually Jaguar and parts of the commercial vehicles
operations. Nor would it preclude piecemeal engineering
collaboration between BL and other companies: BL are (with
Honda's knowledge) engaged in talks with Volkswagen about the
development of a new small engine for the late 1980s.

7 Sir Michael's January letter stressed the need for the
Government to reply quickly about proposals for collaboration.

It would be tempting to argue in the present case that we should
delay approval until we have considered the forthcoming updating
of the main Corporate Plan and that we should wait until the
strike position is clarified. But I think that to do so would be
wrong. The Cars Group (apart from the present pay dispute)
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is generally on course and I do not expect major problems on that
score, Honda'g?3_3¥essing for an early response for operational
reasons of their own and there is a serious risk that
collaboration might lose momentum if there was any sign of
hesitancy on our part. Moreover, we ourselves put great pressure
on BL to seek éarly comprehensive collaborative arrangements with
another company.

8 I therefore strongly recommend that we should approve the
cutline of the collaboration with Honda on the XX as soon as
possible. I have undertaken to let Sir Michael have a response
on this by 2 November. Our approval would of course necessarily
be dependent on a satisfactory outcome of the present pay
dispute.

9 I am sending copies of this minute to the Chancellor of the
Exchequer, the Secretary of State for Employment, Sir Robert
Armstrong and Mr Robin Ibbs.

4= October 1981

Department of Industry
Ashdown House :
123 Victoria Street
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BL: COSTS OF CLOSURE

The following paper was prepared by an inter-departmental Working
Party (Departments of Industry and of Employment) under the
Chairmanship of lr Allan of IA2. It provides a brief updated
version of the longer report on closure costs prepared last year.
Purther work is in hend. This cover note discusses some aspects

of the closure estimates and comments on the implications of
Sir Michael Edwardes' tactics.




CONFIDENT IAL

The Closure Costs

2. Much depends on the extent of the closures. If allowance
is made for the assumed effect on suppliers the number of job
losses could range from 110,000 to 185,000. The net effect on
unemployment is more difficult to judge:

- Some of the unemployed may not register (20 per cent
is assumed in the report)

— Some BL workers may find alternative work. But this
is likely to be through displacing other less skilled
workers, although vacancies for some particular kind of
skills may be filled.

- In time the effect of BL closures could lead to
increased job opoortunities elsewhere., However in the
current state of the UK economy it is difficult to believe
this will happen other than over a long time period.

3 The impact on the component industry will be further
examined next week when more data is promised. The one-for-one
relationship assumed for job losses is based on past experience,
but could be an understatement given the size of the closures.
Suppliers only partially dependent on BL may find the loss of
economies of scale mekes them uncompetitive against foreign
suppliers for example. Rolls Royce would lose its present
source for body shells. There may be specific repercussions

of this kind which we are not able to foresee.

4. The effect on Government finances is serious. Allowing
for higher unemployment pay, loss of tax and national insurance
revenue, and providing sums to meet Government guarantees on BL
borrowing, the PSBR cost is estimated to be £m500 in 1981-82
and £m900 in 1982-83.

e e e e
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% The Group was noct able to assess how far these effects

will change the short term forecast. Given the aggregated
character of the forecasts it is arguable that some of the rise

in unemployment is reflected within the aggregates. But essentially
what is needed is a new forecast incorporating the Vorking Group's
assumption on the BL closure. In a simulation carried out a year
ago along these lines most of the estimated effects of the

closures were in fact additional to the forecasts which had
previously been compiled without a BL closure assumption.

6. A major caveat which overhangs the assessment is that there
is no previous experience of a closure of this kind, concentrated
on a relatively small but strategic sector of industry and confined
geographically to a few areas. The blow to business and financial
confidence could be significantly more pervasive than has been
assumed. Iioreover the circumstances of closure are different to
those which formed the basis of the 1980 exercise. The exercise
last year was based on the result of the Government refusing to
endorse the Corporate Plan. The rundown of BL was intended to be
an orderly process of disposal in which the possibility of finding
purchasers for part of the Group might have been explored over a
reasonable pericd of time. The sudden death scenario envisaged

by Sir M Edwardes may rule out this possibility.

Sir M Edwardes' scenario

T There have been a number of notes from the Secretary of
State for Industry - in particular his report to the Prime Liinister
of 16 October and a further report, following his meeting with

Sir I Edwardes on 21 Cctober. Ve have also had the benefit of
detailed discussions about the situation with Department of
Industry officials.
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8. The envisaged scenario is clear up to a point, but then
becomes a little murky. The 3L Board meet on 28 October. BL
employees will be sent a letter warning them that if they do not
turn up for work on lionday, 2 NHovember they would be deemed to
repudiated their contracts of employment. On Vednesday, 4 IJovember
letters to those on strike will be sent confirming they are sacked.
Workers so sacked will not be eligible for redundancy pay. This is
the legal vosition. But once sacked they cannot be taken back.

To take one back would mean having to take all, otherwise BL would
be open to a charge of discrimination.

9. Cn the face of it therefore once the second letter is
despatched BL can no longer trade, and the company would go into
liquidation. It appears to follow therefore that the despatch of
the second letter makes closure irrevocable and the only option

open to BL is to sell what assets it can. Sir MNicahel's view is
that the volume car factories at Longbridge and Cowley would close.
It may be possible to find buyers for Land Fover, Jaguar and Unipart.
Leyland Group may not join the strike, and it mey be possible to

keep the company going, although on the basis of the tough Corporate
Flan which has yet to be presented to Ministers,

10. In practice however I wonder whether the second stage will
present itself as clearly as the scenario arpears to assume.

Some of Sir I Edwardes' comments appear to imply uncertainty of this
kind. His letter to the Secretary of State on 20 October, for
example, says that the strike and dismissal cof workers would

"cause a major loss of confidence on the part of the company's
bankers and cther creditors", but then goes on to say "whether or

rn ot it proves possible to save the bulk of the Lusiness subsequently".
It is not at all clear to me how Sir If Edwardes envisages what

means would be available to keep the company going in the circumstances
assumed. All kinds of combinaticne of possibilities might arise.
Surpose Cowley strikes but Longbridge goes back to work? Suprose
only a proportion of the workforce go on strike? Suprose there is

a drift back to work by the later half of the week?




: Q CONFIDENTIAL
@

General Corments

Lk Sir Michael is following a high risk policy which through
misjudgement or shefE obstinacy on the part of the unions could
lead to disaster. A particuler worrying feature of the scenario

is that if the strike goes ahead and the dismissal letters are

sent there appears then to be no provision in the contingency
planning for attempting to retrieve the situation. At that point
it seems Sir I Edwardes and his Board throw in their hands apart
from trying to ensure as orderly as possible rundown in the difficult
s ituation they have created. Yet given the enormous and pervasive
effects on the UK economy and on the Government financial prospect
implied by the scenario I would have thought that the dismissal
notices might have been deferred at least long enough to allow

b oth sides to move back from the brink. While Sir Michael's
tjective to avoid a long strike is understandable to commit himself
to putting the company into liguidation in three days nmust
significantly increase the risk that the strategy will fail.
loreover, at this point of time, thereappears to be no provisicn

in the scenario for liinic ters collectively to consider the
implications, which apart from the economic and financial effects,
must also be political.

23 October 1981




Ju3 Lgszs AND UNEMPLOYMENT IMPACT

A G3 unemployment, Oct 1981 (provisional) 2,988,644 (12.2)

tverage of all IAs, Sept 1981 (post-1982 boundaries) - 14.0
Average of all DAs, Sept 1981 (post-1982 boundaries) = 15.7
Average of all SDAs, Sept 1981 (post-1981 boundaries) - 17.7

B Qutside Assisted Areas

Identified
Unemployment Supplier
TTWA Rate AA Status BL Job Job Losses
Working Population (Oct Prov) (Aug 1980) Losses (as at
J Nevember

1880)
Birmingham
(692,000) 20, 300

Coventry f
(242,000) 1,800

Oxford
(177,000) 1,200

Wolverhampton
(146 ,000)

Swindon
(82,000)

Ozkencates
(60,000)

Dudley/Sandwell
(304,501)

Luton
(134,375%)

ASSISTED AREAS

Newgort
(93,000)

Lianelli
(27,000)

Port Talbot
(81,000)

Swanses

(108,000)

Lurham

Oct 1981 (Prov)
Unemployment

Level & Potential
Level of
Unemployment arising
From Cols 3 and 4




Identified Oct 1981 [@gov)
Unemployment Supplier Unemployment
TTWA Rate AA Status BL Job Job Losses Level & Potential
Working Population (Oct Prov) (fugust 1980) Losses (as at Level of
November Unemployment arising
1980) From Cols 3 and 4

Leeds
(247,000)

Bargoed
(25,999)

Liverpodl

(476,791

ASSUMPTIONS
805 of those made redundant will register as unemployed.

BL job losses assumes the closure of BL cars bargaining group as defined
in the 1981 Corporate Plan.

(4]
Supplier job losses are based on the positionjat November 1980 and on the
distribution assumed in the Second Report adjusted pro-rata to maintain a
1.1 ratio with BL job losses.

Those losing jobs are assumed to live in the TTW area in which the redundancy
occurs.
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The proposal put forward by Mr Jenkin today closely

accords with views expressed by the QEE§ and ourselves

earlier this year that the only possible future for BL

(other than collapse) is in colla55?2¥€33“ﬁth other

companies. At the moment, Honda Seems to offer much

the best chance for collaboration; it is the only
hopeful aspect of the BL scene. I therefore see no
reason to discourage BL from proceeding, especially
in view of Patrick Jenkin's assurance in paragraph 6.

).

ANDREW DUGUID
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ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEFHONE DIRECT LINE 01-.2]2 3301
SWITCHBOARD 01-212 7676
Secretary of State for Industry

22 October 1981

Rt Hon Francis Pym MP

Lord President of the Council
Privy Council Office
Whitehall

London SW1

Dia. Lara Preridtent
BL:DISPUTE

It occurred to me that it might be useful for colleagues to have
an agreed line to take on the BL dispute over the next few
difficult days.

2 I attach a form of words which I shall myself be using. I
think it particularly important that Ministers should emphasise
their commitment to the success of BL, as demonstrated by the
degree of support They have shown over recent years; to stress

that the handling of the dispute has been left eptirely to BL;
but to avoid too categorical statements to the effect that the
Government stands wholly behind BL in the style and content of
its handling of the dispute, since to do so will complicate BL's
own position. It is essential that BL should be seen to be
handling this on its own and to avoid the implication that the
Government is brea a2 down its neck. There is a considerable
risk, to BL as well as to the Government, from repetition of the
Governmer®™s support for BL (though that is,of course,

unequivocally the position). The attached form of words is
carefully drawn to avoid this danger.

3 I should emphasise that I would hope these notes will be used
defensively and that Ministers should not volunteer statements on
the BL situation.

Y I am copying this to all Cabinet colleagues and to the
Paymaster General and the Chief Whip. I hope they will draw this
to the attention of their junior ministerial colleagues.

Jows sinecety
l0u~fiQ££8&-

J‘”PRTRICK JENKIN
(approved by the Secretary
of State and signed in his
absence)
RESTRICTED




BL: DISPUTE

SUGGESTED DEFENSIVE LINE FOR USE BY MINISTERS

The Government paye consistently and whole heartedly

backed the BL recovery plan., We want BL to succeed,

—
and we have made that abundantly clear by the huge

sums we have invested in BL in the past and the £990m

-—-
committed for 1981/82 and 1982/83.

— e—

As to the present dispute, the Government ‘pave not

in any way sought to influence the Board of the BL

in its handling of the ma‘bter[M doer palr
pmﬁyyobt fo ole ff]

Department of Industry
22 October 1981
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I attach a copy of a letter of 20 October which I have received

from Sir Michael Edwardes in which he advises me that, if BL are
faced with a widespread and damaging strike on 2 November, the

company will need Government guarantees (totalling £830m) to be
e s A S

provided to their lenders on that date.

e

a—

2 Sir Michael made a request for guarantees in similar
circumstances last November and my predecessor consulted you and
other colleagues about this in his minute of 6 November 1980.
The Government's conclusion 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; the
ey
alternative of allowing a compulsory creditors' liquidation would
not only have precipitated a completely uncontrolled reaction by
ecreditors of BL but could also have resulted in an even higher
and earlier cost to the PSBR. Your agreement to the issuing of
guarantees was conveyed in a letter from your Private Secretary

of 7 November, though in the event they were not needed as the

threatened strike did not materialise.

3 As you will see from the letter of 12 October to the union

leaders referred to in Sir Michael's letter to me, the




circumstances which BL now face, although not of course identical

to those applying last November, are in all material respects the

same. His present letter gives us advance notice of a possible
t_.——-—-—-'" ——
need for guarantees. He says that after the BL Board's meeting

on 27 October he will write again formally requesting guarantees
T ————
subject to final confirmation on 2 November. I shall then have
___——-l—l—
to give him a formal reply. However, in order that his
contingency planning can proceed smoothly, I should like, if you
agree, to tell him as soon as possible that the Government

concurs in what he proposes.

4 I am copying this minute to the Chancellor, the Secretary of
State for Trade, the Secretary of State for Employment and to Sir

Robert Armstrong and Mr Robin Ibbs.

PJ
$)7 October 1981

Department of Industry
123 Victoria Street
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'BL DISPUTE

Sir Michael Edwardes reported to me on 19 October on the
g

industrial relations situation in BL.
#"

2 On the threatened strike, Sir Michael said it was unlikely

ety
that BL would attempt a ballot. He is proposing to say nothing

at all this week, although he will attempt privately to influence

editors and will respond to any approach from Messrs Duffy and

—

Kitson. In the week beginning 26 October he would aim to make
—

one major exposition of BL's position, perhaps by an extended

interview on television. He would write to all employees (on

about 28 October) with a final warning that those not reporting

for work on 2 November would be dismissed. Those not reporting

would then be sent a letter of dismissal, probably on Tuesday 3
R ———

November. Up to Wednesday or Thursday of that week, BL would

still be able to respond to a major climbdown by the unions or

workforce; thereafter the process of dissolution would be

irrevocable.

3 BL would attempt to keep open any plants where sufficient

workers reported for duty. If a large number at any plant

CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
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remained on strike, however, it would be necessary irrevocably to
close that plant. Longbridge and Cowley would probably be among

the first to be closed. The Board would attempt to keep going

———
the Leyland Group (which has accepted a 49 pay offer). It might

—

be possible to keep Land Rover and Jaguar operating, or to sell

N e Tt it

them to new owners. It was most ﬁnlikely that the volume cars

business could be sold, given the extent of over-capacity in the
industry. The effect of a major strike would, therefore, be the

permanent closure of the greater part of BL.

Y Sir Michael remains willing to respond to an approach from

the unions for further talks, as long as there are not strings
i ¥

attached. He told me that the unions broke off negotiations

before the full negotiating pocedure had been exhausted and before

BL had made an offer on the incentive scheme, on which certain

ad justments - costing very little - had been authorised by the BL
Board. He will not, however, volunteer any discussions at this

stage, in case this should be interpreted as a sign of weakness.

5 Sir Michael accepts that the terms of his undertakings to us

in January oblige him to withdraw the Corporate Plan in the event

of a mjaor strike; that he cannot recommend a revised Corporate
T ——

Plan unless it offers a prospect of recovery; and that in any

S S i 1

case he cannot seek extra Government money for BL. He considers

that once a major strike starts, it will be impossible for the

CONFIDENTIAL
COMMERCIAL IN CONFIDENCE

2




CONFIDENTIAL
COMMERCIAL IN CONFIDENCE

company to become viable again and that the sooner the logic is

carried through to effective liquidation, the better. Sir

Michael considers that the decision whether and when to proceed

to irrevocable closure now lies with him and with the BL Board.

6 The consequences of closure are grave. My officials are
o ]

working with BL and with the Treasury, Department of Employment

and Bank of England officials to bring existing contingency plans

to a high state of readiness. I intend to keep in close touch

with Sir Michael and I plan to meet him again, probably on 26 or

27 October.

7 Sir Michael has asked that Ministers should avoid all publie
comment on the detailed implications of the threatened strike and
on the extent of consultation between BL and the Government. I
entirely agree. Our line should be that these matters are for
the BL Board to handle within the broad framework of its
relationship with the Government and the published understandings
about the circumstances in which BL would withdraw its Plan. It
is essential to avoid comments which would lead to a

politicisation of the strike.

8 The BL Board have decided that they cean recommend the

continued operation of the Leyland Group (ie BL's bus and truck

operations) only on a reduced scale. It is therefore possible

that in the course of the next week or so Sir Michael will need

to say something in public about substantial redundancies in the

CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
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Leyland Group, both at Bathgate in Scotland and at Leyland in
B

Lancashire. Sir Michael accepts that we have yet to consider
P e

this proposal, but considers that it may be necessary for him to
mention the Board's decision, either privately to Duffy and

Kitson or possibly publiecly. As early remedial action in the

—

Leyland Group is necessary, I do not think it right to dissuade

—

—

Sir Michael from this course of action, although it may have

consequences for our own consideration of the Leyland Group

proposals.

S P ST
9 I am sending copies of this minute to the Chancellor, the
Secretary of State for Employment and to Sir Robert Armstrong and

Robin Ibbs.

Department of Industry
Ashdown House
123 Vietoria Street

9| October 1981
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The Rt.Hon. Patrick Jenkin, MP,

Secretary of State for Industry,

Ashdown House,

123 Victoria Street,
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Further to our meeting yesterday, there is one aspect of our
contingency planning on which I need to write to you formally,
so that the procedures agreed between BL and Government in
1980 to deal with a major closure or liguidation can - if
necessary - be activated.

BL CARS STRIKE: CONTINGENCY PLANS

As you know, the BL Board's primary objective is to save the
whole of BL by persuading our employees that it is in their
interests to stay at work. However, if we do not succeed and
are faced with a widespread and damaging strike, it is our
firm intention to carry through the actions set out in my
letter of 12th October to the trade union leaders - i.e. to
dismiss the strikers and liquidate the assets of those parts
of the business which are on strike or prevented from working.
It is my understanding from our discussions that you are fully
in support of the Board's position.

Clearly we cannot forecast precisely in advance the situation
which will confront us on 2nd November - unless, of course,
there is an agreed settlement before the strike notice takes
effect. But there is no doubt that, in the light of the Board's
declared intention to dismiss strikers rather than withstand a
lengthy stoppage, any substantial withdrazwal of labour will
cause a major loss of confidence on the part of the company's
bankers and other creditors - whether or not it proves possible
to save the bulk of the business subsequently.

Continued




The Rt.Hon. Patrick Jenkin, MP

Secretary of State for Industry.

20th October 1981

For this reason, there are long-standing contingency
arrangements for Government guarantees to be made available
at short notice to secure BL's existing borrowings and
short-term facilities. This action might be accompanied

if necessary by reaffirmation of Government assurances to
our other creditors and by a statement indemnifying the
Board against liability for any trading in contravention

of section 332 of the Companies Act. I must emphasise

that these measures would be required, not to continue

the business indefinitely against a strike, but to provide
time to implement the closure/disposal of the relevant parts
of the business in the most orderly fashion possible - thus
helping to minimise the immediate financial consequences for
the Government.

I am therefore giving you notice that, in the circumstances
outlined above, we may need Government guarantees to be
provided to our lenders on 2nd November. Your officials

have been supplied with a list of the borrowings and facilities
which may regquire guarantees. In addition, BL staff are in
touch with your officials about the steps which might be

needed to reassure other creditors and secure the position
of the Board.

After our Board meeting on 27th Octcber, I shall, if necessary,
request these guarantees formally on behalf of the Board,
subject, of course, to final confirmation on 2nd November.

In the meantime, BL staff will, of course, be available to
assist your Department with any information needed to set in
hand these arrangements.

ﬁa]u?@@w .
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Moo DuLty
President, AUEW

Mr, 2. Kitson

Acting General Secretery, TGWU

copy: The Rt.Hon. Lionel Murray, OBE,
General Secretary, TUC ;

m copving this memorandum to the General Secretary of
TUC because - zlthouch most of our employees are
TEWU &ndé LUEW - there are other unicns

nvolved.

The BL Board meets on Wednesday l4th October to consider
the 1882 Corporate Plan, covering the major investment on
LC10 and the fundinc of the next five years. On Friday,
16+h October the various unions in BL will be holding mess
meetings to recormené an all-out strike (on the wage oifer)
which embraces the Cars Group, Unipart and Land Rover,
effective 1st November. =lthoucgh Leyland is not involved -
the wage ofifer having zlready been accepted by & mass
meeting at Leyland Lancs - a major strike would impact

on its future, too.

Following discussions with my fellow directors, we feel it
only right and proper to let you know the course of action
which the Board would tazke in the event of a strike call
being widely supported or effective. As mass meetings have
been called for Friday in all our car plants, knowledge of
the following facts may enable you to intervene, and impact
favourably upon the jobs of over 100,000 people in BL, plus

the many others who depend indirectly upon BL for their jobs.

Continued
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We ceannot i b e opur unit
for we will £ millions

L il
KNevertheless, ¢ as stretched itsel
grade rate increases oif between £3 and £4
and has ceclared its intention to do everything it
can to ensure that employees increase their bonus

earnings.

per wee¥k,

Even if our unit costs were competitive, which they
are not, our financial situation this year would
preclude our meeting the claim. In no circumstances
can we use funds earmarked. for our new product
progremme to pay wace increases unlezz, ©of coursz,

they are funded irom production performance.

Continued
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12th Octecher 1981

To stend a widespread strike from 1lst Noves
is not a viable option beczuse:-

5.1 We are not prepared to recommend the Plan

and its funding implications to Government

without the support of our workiorce.

In.deed the Board's position in the evert
cZ a2 mejor strike is already on public record
in my letter of 26th January 1981 to the
Secretary of State for Industry; "Circumstznces
may arise in which, throcugh a substantizl
cdeviation in pexformance or an appreciable
departure from the assumptions underlying it,
the Corporate Plan is cleaVJy not being achieved
ernd it eppears impossible to bring about reco
within the timescale eavisaced. This cotlé &aris
for external or internal reasons; &an example -
would be a major strike which dazmaced or
certzin to cdamace any substantizl sector o
bPusiness. 1In such circumstzances the Board wou
in accordance with Section 1 of the Plan, very
cuickly initizte a review (in consultation with
the Government) of the Plan of the relevant
business group, with consecuent implications
for continued Government funding."

We cannot stand a widespread damaging strike for
even a few days, without prejudice to our
investment programme - guite apart from the
camage to us in the market place.

The Plan does indicate light at the end of the tunne
but it will surprise no-one who follows our Iortunes
to know that cur cash flow is too fracile to survive
the implicaticn of heavy additionzl and unbudcetted
costs. :

Continued
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these facts to 2ll zffected employvees
to outline the inevitability of events

The Board intends to give
on Wednesday léth Cctober

following widesprezd strik

have to be made public at about the same time.
publish the facts or this letter until

e action.

These facts would,

of course

that

time.

We

will not




in intexwvention, I will then
ommend to my Board tha e should pursue the rcbover"

n, with the heavy investment recuired to comple the
duct-led recovery that has begun with Metrc ané rcclaim.
annot be sure that the Board will feel z2ble to bzck i%,
pesitive SLnoorL from the workforce would obviocusly
an important fc . On the other hand we caznnot fzce

anotner crisis wi h weeks cf uncertainty.

vou are successiul

N
W

=i
1
S

Please accept thaet we write in these terms only becauvse in
2ll conscience we feel we must - it would be cuite wronc
in our view to have our workiorce vote on Friday 16th on
such a fundamental issue, without their knowing the full
fazcts and the full implications.

If you reguire any pleese let me know.







Civil Service Department
Whitehall London SW1A 2AZ
Telephore 01-273 4400

Chancellor of the Duchy of Lancaster 20 October 1981
Mike Pattison Esg g
Private Secretary

10 Downing Street

LONDON SW1

AMake ,
T attach a draft reply to the letter ©f 3 October from Geraint
Morgan MP to the Prime Minister abpGt the increases in salary
awarded to the chairman of BritigW Leyland and the chairman of

British Rail. I am sorry this has not met your deadline but
we have only this morning received the contributions we needed.

e
The increases given to Sir Michael Edwards was decided by the
BL Board before BL became the direct responsibility of the Secretary
of State for Industry. Ministers are currently considering whether
BL board salaries should in future be controlled by the Govermment,

Tn the case of Sir Peter Parker, the Secretary of State for Transport®
was particularly keen to retain his services for a number of reasons,
not least the need for continuity in policy when the provisions for
privatising the main subsidiaries of the British Railways Board,
included in the Transport Act, are implemented.

The Department of Transport and the Department of Industry have been
consulted about the draft reply and I am copying this teo Ian Ellison
(Industry) and Anthony Mayer (Transport).




DRAFT LETTER FROM THE PRIME MINISTER TO GERAINT MORGAN QC MP
. Thank you for your letter of 3 October about the salaries of

Board Chairmen.

I recognise your concern, and indeed that of other people,

at the different levels of pay increase for some board chairmen,
when compared to those of most employees, and I would like to
take this opportunity to explain the Government's policy on

pay, particularly in the nationalized industries.

The Government believe that a decline in the level of pay

increases is essential to the economic recovery of the country,
and that is why in drawing up its public expenditure plans for
1982-83 the Government has taken a figure of 4% as the general

factor for the rise in earnings in the coming year. But this

does not imply a rigid and inflexible incomes policy. You

will recall that in reply to a PQ by#Bill Walker MP on 7 April
about the new arrangements for settling the pay of nationalised
industry board members that the need to recruit and retain

able enough people would be among the factors taken into

account. The nationalised industries need to be run by people

of high calibre and it is inevitable that market considerations
should play a part in determining the level of their salaries.
Nevertheless I can assure you that the general level of increases
for board members that we have agreed to this year has been

modest.




g! the two individuals you mention specifically, Sir Michael '

Edwardes' salary increases earlier this year was decided by
. O Lovpran st oty
the board of BL, not the Government. BL is*not a nationalised

industry.@pd we argtauaren$&y considering whether it would be

§$5$§§¥%£§g2£3¥'gf%?§t§}§“¥3”63%§r§i§3'€ﬁ§4§afz:1es of its
Chairman and board members in futuréa The circumstances of Sir
Petgr Parker's increase of salary were different. We were
negﬁtiating a new contract and the Government considered his new
salary should reflect his value in running a major industry. You
will appreciate that if we are to overcome the undoubted problems

of our railway services then we must secure good management to

tackle the task.
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Cabinet / Cabinet Committee Document

The following document, which was enclosed on this file, has 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.

Reference: CC(X!) S Concdusions, Minute 2

Date: 20 Ouvbr (K51

Signed @%W Date _ /98 M@‘-’I Lol

PREM Records Team




19 October, 1981

B L gz_piggute

Many thanks !or your note about the B L
Pay Dispute which was enclosed in your letter
to me of 16 October,

The Prime Minister has seen and noted this
report .

I am copying this letter to the Private
Secretdries to the Chancellor and the Secretary
of State for Employment,

(<

MICHAEL SCHOLAR

Mrs C Bell
Department of Industry
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DEPARTMENT OF INDUSTRY
CONFIDENTIAL ASHDOWN HOUSE

o M. Bugwik 123 VICTORIA STREET

LONDON SWIE 6RB
Me  wolken TELEPHONE DIRECT LINE o1-212 3301

My Varohar SWITCHBOARD 01-212 7676

PS/ secretary of Stats for industry

,é October 1981

Michael Scholar Esq
Private Secretary to the Prime Minister

10 Downing Street 2 kv
London  SW1 PM&L——.

W heorgh “V“"-“““‘”“‘)
Whr wn VP“V“)"’R el

Lo Michoel Hua (1o
BL PAY DISPUTE :

As requested this morning, I enclose a note for the Prime Minister about

the BL pay dispute. The Secretary of State for Industry is seeing Sir Michael
Edwardes on 19 October and a further report will be sent to you thereafter,

if' appropriate. ——
“

I am copying this letter and the enclosures to the Private Secretaries to

the Chancellor and the Secretary of State for Employment.

\150/% gin

CATHERINE BELL
Private Secretary

CONFIDENTIAL




CONFIDENTTIAL

BL: PAY DISPUTE

The latest news from BL is that voting by a show of hands

at mass meetings at car plants today was (provisionally)plants employin
39,000 in favour of a strike on 1 November and ;19,000 against. 3
About 7,000 employees did not attend the mass'ﬁeetings.

Again provisionally, 14 plants voted in favour of a strike and

18 against. However, those in favour of a strike included

! Longbridge and Cowley while those against included a number of

BL's smaller plants. The Iand Rover and Jaguar assembly plants
voted Lor @ strike. The Jaguar engine plant voted against as

did Common Lane (van assembly), Drews ILane (components) and

Pressed Steel Fisgher at Swindon. —

BL are not commenting in public on these results except to say
that they stand by the letters issued to their employees earlier
this week about the likely consequences if the dispute continues.
A copy of the letter is at Annex A to this note.

BL were in a similar situation last October/November, and some
contingency planning was done both by the company and the Government.
This work is currently being reviewed and further consultations
between Department of Industry and Treasury officials, including

a joint meeting with BL staff, will take place early next week.

The Secretary of State for Imdustry will be meeting Sir Michael
Edwardes on 19 October, and will ask him for an up~to-date
assessment of the situation. At present there is no clear
indication of how the dispute will develop, but there are no plans
for the BL Board to meet again before 28 October. It is very
unlikely, therefore, that decisions will be required of Ministers
in the week beginning 19 October.

Department of Industry
16 October 1981
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To all hourly-graded employees in |
{ BL Cars and Unipart Groups i

|
|

1981/82 WAGE NEGOTIATIONS

Earlier today the BL Board considered the 1982 Corporate Plan for the company which includes
invesfment programmes for new models and projects over the next five years and which are vital

for BL’s continued recovery. ]

- The meeting took place against the background of the strike recommendation which you are
being asked to vote on at Plant Meetings on Friday.

G e Pt L e

The Board carefully considered the situation and agféed the following facts and actions should
be communicated to employees: - G147 R e 1 st WS i e

@ The BL Board is not prepared to recommend the Corporate Plan to Governmeni witho.ut the
support of employees. -

We are in no position to stand a widespread damaging strike for even a few days without
affecting the investment programme upon which further recovery depends. 3
It follows that if the BL Board considers at its next meeting on 28 October there is
widespread support for effective and financially damaging strike action the Board would have
no alternative but to decide not to go ahead with the Corporate Plan. ;

It has been argued that Cars’ employees have accepted low figure wage settlements for the past
three years and that we should invest in people as well as new plant and products. While this is
true, there have also been substantial parity payments to most plants and in the past year there
have been increasing levels of earnings through the Productivity Bonus Scheme. In the period
since 1 November 1980 average 40-hour earnings of the hourly-rated workforce have gone up

by more than 13 per cent.

We cannot afford to increase our unit labour costs. Even if our unit costs were competitive,
which they are not, our financial situation this year would preclude our meeting the claim. In no
circumstances can we use funds earmarked for our new product programme to pay wage
increases; they must be funded from production performance. :

3

BL Cars has stretched itself to offer grade rate increases of between £3 and £4 per week, and
has declared its intention to do everything it can to ensure that employees increase their bonus
earnings still further. :
I

By agreeing t6 a realistic pay settlement employees will be contributing to the continued
recovery of the company. In these circumstances management would advocate to the BL Board
that the heavy investment programme—which has already resulted in new models like Metro
and Acclaim—should continue and give BL more new products over the next five years to
sustain that recovery. Fite ; e ! :

continued overleaf
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If, however, a widespread and da maging strike does take place the company will hzve no option
%l to take the following action:
(]

acts of employment. Their employment
would subsequently be terminated and in these circumstances striking employees would not
be entitled to any redundancy Payments or payment in liey of notice,

R. Hoffockset *% rud2 adiic
Chairman, Unipart Group =

Chairman and C

hief Executive, Cars Group

. e ey .
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BL/HONDA COLLABORATION: JOINT EXECUTIVE CAR

As you know, the success of the Triumph Acclaim project has
stimulated further discussions with Honda about future
collaboration. While several possible areas of collaboration =
including joint marketing in European markets, collaboration
on pick-ups and joint powertrain development - have been put
on the table during the discussions, there has been mutual
agreement that the next stage in the development of the
relationship should focus on a joint venture to develop and
manufacture an executive car (code-named XX). The XX would,
if the joint venture materialised, supersede the LM14/15
development which is currently included in our Cars Group
Corporate Plan as a replacement for the Rover from 1985.

Discussions on this venture have now reached a stage when an
agreed statement of intent is required to provide the formal
basis for the joint davelopment and feasibility studies to
continue. The proposed text is attached. We understand that

it is acceptable to Honda management,and it will be put to the
Honda Board in the near future. The BL Board gave its approval
at yesterday's meeting, and in accordance with my private letter
of 26th January to your predecessor, the Board now wishes to
establish that the Government has no objection to this letter

of intent being signed on BL's behalf.

Continued




The Rt.Hon. Patrick Jenkin, MP,
Secretary of State for Industry.

15th October 1981

The letter of intent commits us to detailed discussions on
the feasibility of this joint development. It does not

imply any commitment to enter into a legal agreement. An
investment programme would be required and would be submitted
ifor approval through the normal procedures in due course.

As the detailed studies will involve increasing numbers of
people from both companies, the risk of leaks will increase

to the extent that both companies judge a joint announcement,
probably in December, to be necessary in order to make the
position clear. (Indeed there is very considerable media
interest in future BL/Honda collaboration, and the commercial
gensitivity of this issue requires that both companies should
be well prepared to respond to press leaks at any time and
should handle the matter with the utmost care.) The announce-
ment, summarising the letter of intent, would similarly involve
no formal commitment, but clearly the credibility of both
companies would be damaged if we withdrew from the project after
it had been made public.

I suggest that in considering this development you should focus
not on the detail of the text but on the following points:-

1A Honda have accepted that their relationship with
BL should be a partnership of equals. The XX car
venture is therefore substantially different from
the Acclaim project in that it requires involvement
of both companies in design and development as well
as manufacture and involves a coordinated sales
programme worldwide. We are confident that this
joint venture will be viewed in Europe very
differently from the Acclaim and indeed from the
Nissan project if this goes ahead - particularly
as local content is likely to be around 85%.

The funding of the project has not yet been discussed
in detail, but I can assure you that BL is absolutely
committed to limit its contribution to the amounts
set aside in the Plan for LM14/15.

Continued




The Rt.Hon. Patrick Jenkin, MP,
Secretary of State for Industry.

15th October 1981

Although the possibility of an equity stake for
Honda in the UK end of the joint operations has
been raised in the discussions, both parties have
judged it inappropriate to pursue the pessibility
at this stage, at least until the shape of an
agreement on the executive car project and its
funding implications are clear. Assuming that
this project continues to develop smoothly, our
intention is to discuss equity involvement with
Honda in the context of funding the project.

I believe strongly that the development of the
relationship between the two companies could
suffer a serious setback if we were to press this
matter prematurely.

It is possible that the legal agreement governing
the joint venture, when it is negotiated, will
prescribe penalties in the event of either company
withdrawing from the project. This would be normal
in any agreement which involved the dependency of

a manufacturer on a supplier for key components.

The XX car will preserve the original concept of an
executive car based on the LClO family, thus
maintaining the Cars Group Strategy of concentrating
on three main model families (Metro, LC1l0Q, Jaguar).
The principal elements of commonality planned between
LM11l and LM14/15 - main and rear floor, rear
suspension, powertrain and the key interior package
dimensions - are expected to be carried through into
the XX car. In addition, aspects of new technology
which Honda intend to contribute to the XX car

may well be capable of incorporation into LMI1l.

The planned launch timing of 1985 for LM14will

also be achievable for the XX car.

Continued




The Rt.Hon. Patrick Jenkin, MP,
Secretary of State for Industry.

15th October 1981

The potential benefits of the deal for the British
component industry are substantial, provided, of

course, that it can supply competitively. Projected .
sales volumes for the UK-built XX car are significantly
higher than current forecast for LM14/15, and there '
will, of course, be additional opportunities for supply |
of components for the Japanese version. The project
will also substantially improve the chances of a |
viable collaborative deal between BL Cars and Perkins |
for the development of a diesel version of our O-series |
engine.

I trust that this will provide you with sufficient background to
give us rapid clearance to proceed. If you require any
elaboration, I shall be happy to cover this at our meeting on
19th October.

I must emphasise that we cannot afford a delay until our
Corporate Plan has been approved. Indeed, it is important that
we should be able to tell Honda within the next 10 days or so
‘that we are ready to sign the letter of intent - though, of

. course, this would be subject to events on or before 2nd November
working in the company's favour. Not only is an agreed letter
essential to enable the two companies to proceed with further
studies, which are vital to keep up with the product timing
schedule; but a delay could lead to serious loss of momentum
in the negotiations and to suspicions from Honda of a lack of
commitment on our side. I hope you will agree that we should
do nothing to jeopardise this major opportunity.

S
q
e e
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“ DRAFT JOINT LETTER OF INTENT

BY BL LTD AND HONDA MOTOR COMPANY

BL REVISED PROPOSAL

This letter, which is not intended to form a legally
binding commitment on either party, sets out the
preliminary conclusions reached at the discussions

which have so far taken place on a further collaboration
between Honda Motors and BL Cars. As such, it is
intended to provide a framework which will assist in
highlighting the points of major importance for further
detailed discussion.

It is the intention of Honda and BL to jointly design,
develop and produce an executive car family (referred
to as XX Car) for sale worldwide.

This intention recognises the separate identities of
the two companies whilst, at the same time, enabling
both companies to benefit mutually from the joint
programme , In this context the following points are
agreed: -

The range will be fully competitive in the Executive
Car Market Sector, the first priority being given to
a four door notchback saloon. Investigations into
the feasibility of a 5 door fastback and estate car
will fcollow at a later date.

Design Parameters

The companies should aim wherever feasible to meet
the following criteria in preparing the specifications
and feature levels of the joint car design, which:-

should meet the executive car requirements of each
company and be compatible and complementary to the
planned product ranges of the companies. It should,
with design differences and other modifications

where necessary, meet the legislative and other market
requirements of Japan, North America and Europe and
selected ROW territories.

should be styled to incorporate the most advanced
technological developments feasible in terms of
materials, and body-in-white design and equipment levels
compatible with current or potential manufacturing
feasibility in each company.




should achieve an interior package that will satisfy
the product requirements in the Executive Sector of
all markets while not exceeding the exterior width
dimensions required for the Japanese market.

should accommodate the petrol power trains agreed as
necessary for that sector and the largest possible

wheel and tyre size commensurate with an acceptable
turning circle. The feasibility of diesel power trains
as a feature of the project will be investigated.

should ensure that equipment levels are to the highest
possible standard of advanced technology.

should aim to have suspension design as common for both
companies' derivatives of the vehicle.

Both Honda and BL recognise and agree the importance of
ensuring that the joint car maintains the maximum
possible design commonality between the Honda and the

BL model, consistent with the achievement of sufficient
visual differentiation to ensure the independence of
identity between the Honda and BL models. Deviation
from basic design commonality should only be used to
resolve differences of design opinion where other options
have been exhausted.

It is agreed that the design and development of the
vehicle range will be handled jointly by BL and Honda.
Within the overall collaboration, the basis for the
division of primary responsibility for particular design
areas will be discussed. A development programme

will be established along similar lines.

Design philosophy will be agreed between the two
companies, together with key points of design, allowing
for the maintenance of the separate identities of the
two models. X

Detailed sourcing and marketing arrangements remain to
be discussed. At present, it seems likely that an
arrangement along the following lines will form the
basis for further discussion:-

Honda will produce the car in Japan for sale in Japan
through the Honda franchise with the Honda identity,
and for sale in Japan through the BL franchise with the
BL identity. BL will produce the car in the UK for
sale in Europe through the BL franchise with the BL
identity, and for sale through the Honda franchise in
Europe with the Honda identity.

Sourcing of vehicles for North American sale will be
from Japan for Honda versions and from UK for BL
versions. If either company wished to consider a




North American factory to supply North American sales
of this car, the possibility of sourcing cars of both
identities from this factory would be jointly examined.

The sourcing of each individual component will be
examined to see whether sourcing in either Japan or
UK for both companies' requirements is preferable or
whether independent sourcing to a common design is
preferred.

For each component the possible sourcing inside one

of the two companies will be given priority. In

cases of sourcing from suppliers outside the two
companies, the purchasing activities of the two companies
will attempt to establish the supplier or suppliers

who will provide the most beneficial combination of

cost, quality and local content requirements.

On power train, studies will include use of petrol engines
identified by either Company and of the "O" Series
diesel engine. It will be the intent of both companies
to ensure that the car is capable of accepting these
identified engines. Transmission studies will include
the possibility of manual and automatic versions of both
of these engines. It will be the intention of both
companies to reach a common transmission strategy.

In the case of use by BL of Honda transmission this

will include provision of transmissions with appropriate
rotation for existing BL engines. Studies will also
include BL manufacture of Honda 5-speed manual gearboxes.

It is the joint intention across the programme for each
company to contribute towards the design and development
of the car, so that the car will be (and will be
perceived to be) a genuine joint programme.

A number of important issues remain to be discussed

and agreement on these is obviously an essential
precondition to entry into a formal collaborative agreement.
These issues include the patented content of the car,

the supply of spare parts, the development of derivative
models, product and manufacturing timing and product
liability. .

Both companies recognise the need o take account of
applicable regulations in those countries in which
the car will be sold.

It is accepted by both parties that implementation of
the proposals set out in this joint letter of

intent will depend upon the acceptability of the project
to the European Commission.




I !3 Both companies will observe complete confidence on
all aspects of the programme, except where jointly

agreed releases are made at an agreed time.

BL CARS COMMERCIAL
8,10.81
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From the Private Secretary

1 enclose a copy of a letter to the Prime
yinister from Mr. Geraint Morgan, M.P., about
the recent salary increases awarded to
gir Michael Fdwardes and Sir Peter Parker.

1 should be grate;ul Ao i i
other Departments as necessary,

me have 2 draft reply for the Prime
signature by Monday,

1 am sending copies of this letter and
onclosure to Peter Jenkins (HM Treasury),
1an Ellison (Department of Industry) and
Anthony Mayer (Deoargment of Transport).

M. A PATTISON

J. Buckley, Esq.,

nffice of the Chancellor of the Duchy of Lancastes




5 Netoher 1071

Ty the ahsence of the Prime Minlater
in Melbourne, I am writing to acknowledge
vour letter of 3 Oetobher about =salary
inereaces for mnhlie seector chairmen, T
will nlace this before the Prime Minieter
on her return and a renlv will be sent to
vou 29 sS0on as possible,

M. A. PATTISON

Geraint Morgan, Isq., Q.C.,




House of Commens,

LCHNDCN SW1A OAA.

Zrd October, 1921.

DM BT o S Q:

As you know, I dc not trouole you with correspondence unlese

I consider the issue to be a really important one.

I am writing to you now bucause I am very concerned indeced
by the inevitable effect upon the naticn of the extraordinerily gencrous
increases of salary recently accorded to Sir Michael Ndwardes, the
Chairman of 3.L., and 5ir Peter Parker, the Chairmen of British Rail.

The former, I understand, was granted an increase of meore than 50K { from
£60,000 to £100,000 p.a. ) and the latter one of 25¢ ( from £48,000 to

£€0,000 p.a. ), and both are allowed to hold outside directorships as well,

( I understand that Sir Peter Parker pressed for e salary of no less than

£20,000 p.a. Clearly, in the eyes of this former Sccialist Parliamentary
3 F A J

candidate some are more equal than othersl)

How can the Government posuiblgkexpect workers earning modest
wages meekly to accepy infinitely smaller percentege increases, or indeed
no increases at all, when they hear of such mmnificence being shown to the
already extremely well paid? It is not as if either of the gentlemen I
have mentioned ars indispensable or indeed have been even moderately
successful at their jobs. On the contrary, the record of British Rail}
in particuvlar, in recent yeare has been abysmal, Our railways arc a
disgrace, a by=-word for unpunctuality, filth znd general inefficiency,
and are losing money at an astronomical rate, to boot. As far as Sir
Peter Parker is concerned, his departure would be something which I for
one,in the traditional phrase, could bear with fortitude. I venture to
think that, in saying that, I reflect the views of countless theousands of
weary railway travellers, not only in North Wales but all over the United

Kingdom,

It is nothing to the point that these particular princely
salaries may be but a drdp in the ocean in terms of gross national
expenditurece The psychologicel, and political, effcct of totally
the moguls of nationalized industries from the hardships currently




sz privileged mortals could be very serious indeed.

1Lad~ Av\;..

—————

Moes
Yona FMergaret Thatcher, M.P.
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Prinie dianor
NE1 DENCE \
DEPARTMENT OF INDUSTRY \
ASHDOWN HOUSE
123 VICTORTIA STREET & //
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 7691
SWITCHBOARD 01-212 7676

Mirnister of Stata
Norman Tebbit MP

I George Younger MP
Secrelary of St for Scotland

Whitehall o)
‘London SW1 12 August 1981

CEYLAND GROUP PLAN

Thank yvou for your let

er of »& August to Keith Joseph, to which
I am replying in his se

£
bserice.

I can fully appreciate the concern you feel about the effect on
the surrounding areas of decisions about the future of the
Leyland Group's factories in Scotland. Product decisions, such
as those you mention, are very much for the management of BL to
take and, much as we may regret the effects of such a decision,
it is not part of our policy towards BL to interfere in such
detailed matters. On major decisions, however,

the locality is one of the many factors to be considerec when
such decisions aré put to the Government - usually in the
context of BL's Corporate Plans, the next one ¢f which we expect
in the sutumn: As you saw in my letter of July, we did
request Michael Edwardes to examine and report in the Corporate
Plan on the full range of options for the Leyland Group, sSo we
could understand fully the basis for whatever decision the BL
Board had taken. We understand that the BL Board will also be
closely examining the future for the Leyland Group in advance of
the Corporate Plan. It may be that they will decide then that
major action is required on the Leyland Group; any such decision
will of course be communicated to the Government and we shall
have an opportunity to comment - but it will be a decision by
the BL Board, and we shall have to pay due attention to their
views. ’

As usual, your officials will be involved in officials'
consideration of the next Corporate Plan, and of the Leyland
Group's Scottish operations. As for Ministerial discussions, I
can understand yourwish to be consulted and involved, and I see
that you have copied your letter to the Prime Minister and to
Geoffrey Howe, so that they may be aware of your views when
Ministerial consideration is next required.

. o e ——
/ —
/ f

e

NORMAN TEBBIT
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I have seen Norman Tebbit's letter of 31 July to Sir Michael Edwardes
confirming that decisions on the Leyland Group Flan will be postponed

FUTURE OF BL: LEYLAND GROUP PILAN

pending the further review to be undertaken by the BL Board in the
Autumn. -

You will appreciate my deep concern about the prospects for BL's
Scottish operations brought out in the interim Leyland Group Plan and
17kely To arisé in any further review. We are now at a point where any
further significant loss of employment in the vehicle industry in
Scotland, following the recent closure of Talbot's Linwood factory and
given that the Bathgate and Albion plants are located in areas of over
17% male unemployment, would be catastrophic in both employment and
political terms. Yet it appears that the decisions not to build the new
light panel van at Bathgate, to phase out tractor pro uction, and to go
for a joint venture on engines with Cummins/Case, coupled with the ;
decision to buy in ZF gear boxes, will inevitably lead to substantial lay i
offs: while even more damaging proposals may emerge in further &1
consideration. :

Presentationally, I would have great difficulty in justifying action
leading to substantial curtailment or complete shutdown of Leyland Group |
operations in Scotland when so much money has been devoted to maintaining j
BL Cars' operations in the lMidlands which have been far greater and more
persistent loss-makers. As recently as 1 May, I met with community
representatives and the Joint Shop Stewards' Committee .at Bathgate and,
on the basis of the strong assertions made by Leyland Group management
that there was no question but that Bathgate had an important role in
the long-term future of the Group, felt able to express confidence about

the continuation of the Bauthgate operation. It now a
confidence had little foundation. e TR




In these circumstances, you will understand my wish to be consulted on
developments in the position of the Leyland Group and to be involved in
all collective Ministerial discussions about the future of BL in the
coming months.

I am copying this letter to the Prime Minister, Geoffrey Howe and
Jim Prior.

Approved by the Secretary of State

and signed in his absence
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I am writing to
of 28 May

the BL

the Government's view, the Plan presented is acceptable only
] and the 1562 Corporate Plan to
submitted in the autumn s! i contain the results of a

dical review of the alternative courses for the Leyland

2 short-term opersting

Group, including a fully-developed

plans, of:

csent

out of

c closure, with disposal of those parts of the business
which can be scld.
am sure you will apprecizte the Government's wi
the 1982 Plan for this Group (as indeed those for
early as possible this autumn.

to receive

sh
other Groups)

I understand it is your intention to let us have the main BL
Corporate Plan no later than the middle of November and that if
you have already taken a decision before then to close the
truck activities you will inform the Government at once of such
= decision. My colleagues are particularly anxious that the
timescale for consideration of the Plan should be no later than

that.




CONFIDENTIAL

You will recall that we discussed, in connection with the 1981
Corporate Plan, the question of disposals and sales of minority
shareholdings in parts of the group, and we identified problems
about the timing of this. It would be most helpful if, when
you let me have the main BL Corporate Plan, you would send me a
statemiént of how the Board then sees the case for and against
disposal of particular parts of the group, in whole or on the
Pasis of minority shareholdings by collaboration or flotation,
at different dates.

.
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NORMAN TEBBIT




10 DOWNING STREET

From the Private Secretary g 31 July 1981

BL: Future Structure

The Prime Minister has now considered your Secretary of
State's minute of 24 July. She believes it would be unwise
for Sir Keith to express any view whatsoever on Sir Michael
Edwardes' proposals for a new structure for British Leyland
until a decision is taken on the future of the Leyland Group
in the autumn. She has noted that BL are to be told that
the new corporate plan for the Leyland Group should cover
fully worked out alternatives including complete closure,

a full range plan and a narrower range plan.

I am sending a copy of this letter to John Wiggins
(HM Treasury). :

T, P. LANKESTER

Ian Ellison, Esq.,
Department of Industry

:; CONFIDENTIAL AND PERSONAL
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER - LWL:
Mo, -5

B
1|‘7
BL: FUTURE STRUCTURE _
As you know, Keith Joseph copied to me his minute of 24 July
covering the letter from Michael Edwardes to him of
S E Ok o S\E Nt 8%

24 June which set out his confidential thinking on the
future organisation of BL. Keith and I have discussed this

briefly at a meeting at which Robin Ibbs was also present.

25 I agree with the course Keith recommends in paragraph

5 of his minute. Clearly it would be premature for us to
come to any firm conclusion about the Edwardes' proposals

at this stage. While I can see there may be some advantages
in what is suggested from the point of view of management
succession planning, cleariy this can only be one factor

in deciding on the future structure of the organisation.
Robin Ibbs pointed out that there appears on the face of it
to be some contradiction between the Board’'s strong insistence
thus far that a disposal of Land Rover would be wrong and
Edwardes' apparent willingness to countenance separation of
Land Rover into a company guite distinct from the Cars

and Unipart groups.

~

(G.H.)
3] July 1981
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30 July 1981

MR LANKESTER

BL: FUTURE STRUCTURE

I share Robin Ibbs' scepticism about the urgency or wisdom of the
proposals put forward by Michael Edwardes. There must have been

about half a dozen reorganisations of BL in as many years since it
came into public ownership. These constant modifications to structure
seem to me a diversion from the more important issues of future
ownership, collaboration, scale of business, financial requirements
rete.

It seems very odd to propose putting Landrover with the Leyland Group
when the latter's future is so problematic. There is very little
attempt to relate the proposed changes to the objective of disposing
of as much of the business as possible. Indeed, the rationale
developéd in Edwardes' letter seems rather too heavily dependent

on continuity of top management. With BL's enormous calls upon
public finance, our first priority should be a strategy that will
réduce these calls - with managerial appointments (not necessarily
drawn from within BL) designed to achieve these objectives.

Unfortunately, the recently planned meeting to reconsider our
strategy towards BL had to be cancelled. However, I think that any
message that Sir Keith gives to Edwardes about these ideas ought to

leave him in no doubt that the Government expects more progress on
collaboration or disposal to have taken place by December 1982.

ANDREW DUGUID
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To: MR Lﬁqyﬁg;ER
28 July 1981

From: J R IBBS

BLi' Fufure Structure

1% In his minute dated 24 July the Secretary of State for Industry
raises two questions: the organisation that might prevail after
Michael Edwardes has left and the future of the Leyland Group.

2. On future organisation it seems premature to form a view now.

For a start it seems unwise to be thinking in terms of putting Land
Rover with the Leyland Group when the fate of the latter is so uncertain.
Furthermore, the proposal which Michael Edwardes is putting forward
appears to be inconsistent with the very strong arguments he has
previously advanced that Land Rover is a key feature in retaining

the distribution network on which car production depends, and is also

the 'bait' which should be kept available to obtain the right collaborative
deal for volume cars including the possibility of ultimate disposal of
the latter., It is hard to see how such considerations could readily be
pursued if the only link with Land Rover was at the level of the
Secretary of State and if it formed part of an otherwise entirely
separate group whose basic task would be to develop its overall

business in the way that best met its interests.

51 On the future of the Leyland Group there appears to be no
realistic alternative to waiting until a plan is put forward by BL

in October; it would not be appropriate to opt now for dissolution
before the BL Board has provided the awaited plan. It is important
that the plan should include options for Government to consider rather
than being a single cut and dried proposal; it is also important that
there should be no additional delay beyond October in providing it.

L, Similarly, on the overall BL plan for 1982 which is due in

November it is important that it should not arrive late. There needs

to be proper time to consider it and to avoid the sort of hurried

1
CONFIDENTTAL




decisions that were needed at the beginning of this year. It is

also important that the plan should include separate figures for

Jaguar and a clear statement of prospects for this part of the

business.

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




PERSONAL AND CONFIDENTIAL

10 DOWNING STREET

From the Private Secretary

MR. IBBS
CENTRAL POLICY REVIEW STAFF

I enclose a single numbered copy of a
minute Sir Keith Joseph has submitted to
the Prime Minister concerning the future
structure of BL.' I should be grateful for

advice on this, and could you please return

LS2e.
Sir Keith's minute.

S Thes
"hb_» T Z_%/:}_
I am sending a copy of this note, without
enclosure, to David Wright (Cabinet Office).

I. P. LANKESTER

27 July 1981
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1 You may like to see the enclosed stric ly conflidential letter A?F‘ﬁ)

from Sir Michael Edwardes, which, at his request, I have not :
circulated in the Department and which I am sending only to you
and the Chancellor on a personal basis.

2 Edwardes proposes, in effect, a structure for BL following his
own departure at the end of 1982. There would be two separate
E;oups, g&gﬁ oggpd directly by the Secretary of State. The first
group would consist of the Cars Group and Unipart/, while the
second group would include Land Rover and the Le{iand Group (if

it survives). All the four (or three) units would continue to

be autonomous Companiesﬁzgt companies on the lines we have
already agreed. The present non-executive Board would be split
between the two groups: each would have a non-executive Chairman
(possibly Sir Austin Bide and Sir Robert Hunt respectively) and
the two present executive members of the BL Board (Horrocks and
Andrews ) would each be Chief Executive of one of the groups.
Qgﬂghof those affected knows of Sir Michael's thinking on these
matters - hence the need for confidential handling of the papers.
I also attach part of the record of a meeting on 9 July when

Norman Tebbit and I challenged some of Edwardes' suggestions.

3 In some ways this proposal is attractive. It would ensure
that BL as such would disappear and there is obviously a strong
case for breaking BL into more manageable units.The same logic is
behind the thrust to establish the four autonomous units.
Moreover, there are clearly strong links between the CaEE"Group
and Unipart (Edwardes argues that a car company cannot be run
entirely independently of its spare parts operation) and between
Land Rover and the Leyland Group. Much of Landrover's vital
overseas marketing is shared with the Leyland Group and the two
companies' production plans are increasingly closely linked

CONFIDENTIAL AND PERSONAL
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(the Sherpa, now part of Landrover . will increasingly use Land
Rover parts and is the basis of the Leyland Group's proposed new
light truck). But there is a risk that linking Unipart to the
Cars Group and Landrover to the Leyland Group might make it
habder to introduce private capital into Landrover and Unipart.

This could delay privatisation and we must take this into account.

e ——— -—
4 We shall need to consider Edwardes' ideas in due course. But
for the present I think we need to give priority to the still-to-
be resolved issue of whether the Leyland Group should survive at
all. Officials advise (and I agree) that BL should be told that
the new Corporate Plan for the Leyland Group, due in about
November, should cover fully worked alternatives including
complete closure, a full range plan and a narrower range plan.
There is a serious possibility, to put it no higher, that the
Leyland Group will not survive the Board's own scrutiny. It does
not seem sensible to set off now on a reorganisation geared to
the Leyland Group's survival, especially as no immediate action
will be delayed by deferring a decision.

5 I therefore propose, if you and the Chancellor agree, to tell

Edwardes that we are not unsympathetic to his proposal, but will
wish to look at it again after decisions have been taken on the

vl

K J

Leyland Group.

Al July 1981

Department of Industry
Ashdown House
123 Vietoria Street

CONFIDENTIAL AND PERSONAL
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From SiR MICHAEL EDWARDES 24th June 1981 5.0.5. FOR z

INDUSTRYS I
The Rt.Hon. Sir Keith Joseph, Bt,MP, OFFICE
Secretary of State for Industry,
Ashdown House, 1551 o 25

123 Victoria Street, 11:33

LOndon SW1. : STRICTLY ~LONRIRRNPIATr—— 7

[Dwﬁ-./:, L4

1 2 1
Following our discussion on 18th June, I am writing as we
agreed to set out my thinking on the future organisation
of BL, so that you can sound out your senior colleagues on
the general approach. I have not so far consulted the BL
Board but have discussed the concept with Austin Bide, who
is in full agreement. If my thinking is acceptable in
principle to you and your colleagues, I shall then, of course,
involve the Board as well as setting in train some staff work,
on a strictly confidential basis, to validate the financial
and legal aspects of the proposals.

The main objectives of my proposals are:-

1% to carry forward the division of BL into more
manageable self-contained units;

to facilitate the introduction of private capital
into parts of our mainstream business; and

to match the key jobs (both executive and non-executive)
to the personnel likely in practice to be available,
taking account of the fact that my executive

involvement ceases at the end of 1982,

Continued




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

24th June 1981

I propose that during the second half of 1982 we should
work gradually towards the division of BL into two
companies, which from lst January 1983 would become
completely self-contained businesses reporting separately
to the Government. This would not involve any change

in the four-business operational grouping being established
this year. The new structure, which evolves from the
current four-business split, is shown on the attached
thart.

Possible Board membership is shown only for illustrative
purposes. It is, however, important to note that under

a two-company structure it becomes possible,in my view,

to form the nucleus of the Boards and provide the necessary
leadership from within existing executive and non-executive
resources. The fact that the new structure mirrors the
existing operational division between Ray Horrocks and

David Andrews (each of whom now run two of the four business
entities) should also facilitate a smooth transition, as

I would be able to phase myself out of executive responsibility
gradually between lst September 1982, when the new Boards will
be set up, and 31lst December 1982, when my service contract
expires.

Several obvious questions arise from this brief outline:-

- Handling of 1982 and 1983 Plans. I envisage that
the format of the 1982 Plan should be the same as
last year, i.e. a separate Plan for each of our
four main business groups, with a summary volume
for BL Ltd. The two new Boards would be fully
involved in the development of the 1983 Plan which
would, of course, consist of two documenfs?'bne for
each of the new companies.

Continued




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

24th June 1981

Future of functions currently performed by

BL Ltd. Headquarters staff would be divided
between the two new companies but would remain in
one building to facilitate continuity. The two
companies would probably maintain the existing
pension fund arrangements on a shared basis. The
future of certain other operations which provide
shared services will require further study.

Finance. The two new companies would become
responsible for their own external funding,
including the limited amount of Government funding
which is envisaged on present assumptions. The
disappearance of BL Ltd. will require the re-
negotiation or replacement of all external loan
funds. In particular, some £87m of loan stocks
and associated borrowings is unlikely to be re-
negotiable, but this is a necessary step in any
case to lead towards privatisation.

Private sector shareholdings. It would be necessary
to solve the problem of the 80,000 minority
shareholders of BL Ltd. - again, a pre-requisite
of privatisation in any case. As an alternative
to buying them out at a total cost of £12,8m, they
could perhaps be offered an option to acquire
shares in Land Rover or Unipart when substantial
minority shareholdings in these businesses were
subsequently floated. This would require a public
commitment from the present Board that such a
flotation should take place before the end of
1983.

Continued




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

24th June 1981

I hope this gives you sufficient detail to enable you

to consult your senior colleagues on the general principle.
I do not expect a firm endorsement at this stage - simply
an amber light which will make it worthwhile proceeding

to the next stage of consulting my Board and validating
the feasibility, particularly on the financial aspects.

‘I intend to take the matter no further until I hear from
you, and I understand that for your part you will restrict
discussion to the Prime Minister and the Chancellor at
this stage.
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CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
FUTURE STRUCTURE OF BL

NOTE OF A MEETING HELD IN ROOM 11.01 ASHDOWN HOUSE ON THURSDAY, ¢
JULY at 1.30pm

Present
Secretary of State ! Sir Michael Edwardes
Mr Tebbit
Mr Steele
Mr Young

A Two or Four Company Structure

1 The Secretary of State, welcoming Sir Michael Edwardes, said

that Ministers were in total agreement with his proposals for

dividing BL into four separate companies. They did, however,

have some questions about his proposals to group these four
companies into two companies embracing the Cars Group and Unipart
on the one hand and the Leyland Group and Landrover on the other.
He wanted to know whether the division of BL into two companies
on this basis reflected the fact that Sir Michael had identified
only two suitable people to head up these companies.

2 Sir Michael Edwardes said that his decision was not related to
the availability of potential chief executives. He thought it
would be inappropriate to have four separate businesses reporting

to the Department of Industry. His proposal was more organic; it
would be possible to inject private money into Unipart but it
would not be possible to bring about a complete separation
between the Cars Group and the distributor of its parts. This
meant that Unipart had, in some way, to be "hung on" to the Cars
business. So far as the Leyland Group and Landrover were
concerned, there was a continuing question mark ovér the future of
Leyland Group. But both Leyland and Landrover were between 60%
and 70% dependent on exports, they distributed in the same areas
of the world, and frequently through the same franchises and
owned outlets. There was a great dezl of synergy between the two
companies and, if they were completely separate, there would be a
strong argument for a series of collaborative arrangements on
distribution. It was therefore logical to hang the Leyland Group
and Landrover together (but he stressed that




CONFIDENTIAL COMMERCIAL IN CONFIDENCE -

.'t.here was only a 50:50 chance that the management of the Leyland
Group could demonstrate that they could justify not putting the
Group into liquidation). Linking the Leyland Group and Landrover
did not conflict with the logic of private sector invelvement;
he foresaw that there would initially be private sector
involvement in Landrover, followed by private sector involvement
in the holding company, followed, possibly, by private sector
involvement in the Leyland Group. It would, he thought, be
possible to dispense with the two company.idea altogether but it
would be a serious problem to structure four separate businesses
So that the Department of Industry could deal with them. This
would take a great deal of work, would involve the introduction
of extra systems and would be much slower to implement than the
two company arrangement.

3 Mr Tebbit enquired why the four separate companies should not
report to a single central BL company as at present. Sir Michael
Edwardes thought that the strongest argument for eliminating BL
altogether was that it would introduce separate wage bargaining.
In the present year he thought that the four entities were likely
to have a uniform pay deal at somewhere between 0 and 4%; this
was, however, an incidental effect of the recession and were it
not for this factor he would expect Landrover and Unipart to be
obliged to concede larger increases than the rest of the
business. It was essential for the businesses to be separate in
the following pay round when demand began to pick up. The
central BL company was a focal point for political discussion and
for the unions. It was also the wrong size. He personally would
happily move to four entirely separate companies if the necessary
management resources to achieve this could be found. There was
nobody available who was suitable to take over the whole BL
business; splitting BL into two separate companies as he
envisaged would be.possible with BL's existing management
resources. There were individuals within BL who might aet as

chief executives of each of the four companies but they lacked

the ability to deal with wider political issues which Yr Andrews

and Mr Horrocks possessed.

I Mr Tebbit suggested that a two company structure would
preserve the wages problem. Sir Michael agreed but he thought
that the problem would be at least halved. The Leyland Group




CONFIDENTTAL COMMERCIAL IN CONFIDENCE

Qer‘e already separate for wage negotiations and there was an
urgent need to separate Landrover's wage negotiations from those
in the Cars group. He wanted to make each of the four businesses
capable of failing and going into liguidation on its own. He
also thought that privatisation would be easier on the basis of
two companies; much of the preparatioﬁ of the prospectus for the
sale of Landrover would depend on suitable arrangements for
distribution and, since Landrover depended on the Leyland Group
for distribution in Africa, Australia and South Africa, the link
sgemed a sensible arrangement.

5 1In reply to further questions from the Secretary of State and
Mr Tebbit about the availability of a possible non-executive
chairman covering all four companies, Sir Michael Edwardes

explained that anyone who attempted to act as non-executive
chairman of four separate companies would in fact find his whole
time committed. If a full-timer was to be appointed it would be
better to seek a chairman and chief executive but one would be
remarkably difficult to find. Dividing BL's existing executive
and non-executive team into two provided an easier solution. For
example Sir Austin Bide could head the Cars Group and Unipart and
would be able to put a check on Mr Horrocks who could carry out
the chief executive's role. If there was to be a single
chairman, it would be necessary to decide to whom the central
legal and financial functions would report. The changes which he
‘had in mind would involve a minimal impact on the Department of
Industry.

Timing of privatisation

6 The Secretary of State enguired why Sir Michael did not

envisage private money being introduced into Landrover in 1982.
Sir Michael said that he preferred 1983 because it would take all
of 1982 for Landrover to shake off the effects of the recession.
Sale of U0% of the shares of Landrover in 1983 would yield more
money. Moreover there was a lot of work to be done to complete
the division of ZL &a1:d a considerable additional burden would be
placed on the SL management if they had to carry out all the work

preparatory to privatising Landrover at the same time.
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& 10 July 1981
T,
Review of BL Prospects and Leyland Group Plan

! ] 1=

Financial Results 7

1% T share the Chancellor's concern that recent profit figures for BL

are substantially worse than those in the 1981 Plan. However, the fact
T 3

that BL are within their cash forecast and are confident that they can

vemain so without prejudicing major investment programmes, reduces the

need for a rapid intervention at this point. Nevertheless, the poor

profits are a significant warning signal, They are probably explicable

in terms of market weakness in the trough of the depression and a worsening
L AR
compared with the Plan, on exchange rates, particularly vis-a-vis Europe.
L e ST
The situation should be watched carelully month by month by the Secre!ary
of State, but unless judgement on the practical feasibility of closure

has changed since earlier this year, it does not warrant having'a ma jor

————————
policy review before the 1982 Plan arrives., It is, however, most

important that there should be no delay in producing this. An unsatis-

factory feature of the figures recently supplied is that they did not
include comparable figures for 1980 results. The Secretary of State
should insist that figures to provide such historic comparison are

always submitted.

LigthMedium Cars

2 For volume cars it remains doubtful if their internally generated

B
funds will ever be sufficient to finance development of the new models to

e T
replace the Metro and IM10. This means that pressure must be kept on the

BL management actively to seek ways of getting this business out of State
ownership. The hope has to be that in 2-3 years' time it may be possible

—————
to dispose of it to a car manufacturer who may be interested in taking

the products, manufacturing facilities and dealer network to supplement
bis own'business. However, it has to be recognised that such an outcome
may not prove possible, indeed T believe it is unlikely, and that in the
end the business may have to be closed when the industrial, commercial and

social consequences of doing so can be better accommodated.

i
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Jaguar

T No separate information is provided on the Jaguar business area.
— PR e

There is reason to believe that Jaguar may be making serious losses and
i —
that its prospects may have worsened since the 1981 Plan was prepared.
—
It is important that this part of the business should be given explicit

separate consideration in the 1982 Plan, including separate financial data.

Land Rover

4, Land Rover has been one of the stronger parts of BL's business and
the deterioration in its performance (a forecast of a profit of only £2m,
in 1981 as compared with Plan profit of £25m,) is disturbing. BL neea-zb
be pressed to explain clearly what is happening to this business, which is
potentially its most readily disposable asset, but which will obviously

not command a good price if the deterioration continues.

Leyland Group Plan
5e The BL Board has again failed to produce a plan for the Leyland Group.

They are responsible for the whole BL business, including the Leyland Group,

and it is not acceptable for them merely not to endorse the Plan of a

subsidiary, The underlying difficulty appears to be that the market for

N —1)

trucks has fallen away and this has starkly revealed the weakness of parts

e ———————— % 2
of their truck range, and past errors and omissions of management.

6, It would not be appropriate to demand immediate dissolution of the

Leyland Group because at least the bus and heavy truck sectors of the

business may have worthwhile prospects, Immediate dissolution would also

have serious implications tor the financing of theBL group as a whole.
The right course appears to be Option A proposed by the Department of
Industry, i.e. the BL Board should be requested to undertake a radical
review of the alternatives open for the Leyland Group and to present their
study and evaluation of alternatives in the 1982 Plan to be submitted this

Autumn,
Te I am sending a copy of this minute to Sir Robert Armstrong.

2
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 301
SWITCHBOARD 01-212 7676
Secretary of State for Industry i {O July 1981

The Rt Hon Geoffrey Howe QC MP
Chancellor of the Exchequer

HM Treasury

Parliament Street

London SW1

e Bt

FUTURE OF BL

We are meeting the Prime Minister on Monday 13 July and will discuss you!
minute of 9 July. '

2 All the subjects which you mention are, of course, for
discussion. There are, however, two points in your minute on
which I should like to comment in advance.

BL's performance this year

3 In your paragraph 3, you say that BL have fallen short of
achievement in virtually every one of the major components of the
1981 Plan. This is, of course, true of profit; the exchange
rate and activity assumptions made in the Plan now look too
optimistiec. But:

-Market Share is running at 20.5% so far this year for
cars against a target of 18.3%. Lorries are close to
target albeit in a depressed market;

-Productivity is on target and is 30% better for cars
than in the same period of 1980;

-Manpower Reductions were 8,000 better than target by the
end of May;

-Fixed Costs, at £488 million to end-May, were about
£30 million better than target;

~Cash Outflow was £176 million to the end of May, only
about half the forecast level of £349 million for that
period;

~-Model Programmes are on time and within cost.

Disposals of peripheral activities and assets

4 TIn paragraph 6 of your minute you suggest that we should press
for accelerated progress in realization of the £125 million from
potential disposals identified in the 1981 Plan. 1In fact, RL
stated in the Plan that only £70 million in actual proceeds

CONFIDENTIAL
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could be raised in 1981-85. Already £50 million has been raised
in 1981, so BL are well ahead of target. Much of the rest is

industrial property, for whlch the projected‘values cannot be
secured at present.

5 I am copying this letter to the Prime Mlnlster, Jim Prior,
Robin Ibbs and to Sir Robert Armstrong.

CONFIDENTIAL




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER

BL

I have been thinking about the meeting arranged for Monday
13 July in the light of may letter oﬁ,ﬂljhne to Keith
Joseph and his reply of 3 July.

Z The immediate need for the meeting is to consider the

report by officials of their examination of the Corporate
“

Plan for Leyland Group, but I note that Keith agrees that we

should take stock of the affairs of BL as a whole. I welcome

Keith's assurance that in respect of the Leyland Group all

options will be considered. My worry is that with two major

matters like this on the table the discussion may become

too broad and generalised, with the risk that more specific

issues to which we should direct our attention may be missed.

Gy In my view the starting point for our discussion should
be the latest revised forecast for BL as a whole. The

focus here must be the upwaprd revision in the estimates of
A e e s Ly
accrued losses in the three year period 1981 to 1983. I

understand that these losses are now forecast to amount
to over £300m over this period, more than seven times higher
than the comparable figure in the 1981 Corporate Plan. I

: _— . :
am aware that Michael Edwardes claims this detericration

arises from factors exogenous to BL itself - less buoyant

overseas and demestic demand and so on - and that he is
confident he will be able to find means of avoiding the
losses becoming reflected in cash flow. Nevertheless, these
revised forecasts hardly suggest that BL is moving towards

viability: nor can we feel confidence, in spite of Michael
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Edwardes' assurances, that when it comes to it Government
funding agreed in the 1981 Corporate Plan will be sufficient

to close the widening finance gap. The Plan after all has

——
been running for only six months, and has fallen short of

achievement in virtually every one of its major components.

4, Against this background, I suggest our next step should
be to give argent and specific considerations to finding

ways and means of containing the Government's commitment.

This may well require a drastic change to Michael Edwardes'

concept of the company's future. The situation, as I see it,

calls for a much more vigorous programme of disposal and

closures than he seems prepared to contemplate.

5t The Leyland Group Plan is relevant here given the

deteriorating performance of the Group. My impression is

that Michael Edwardes' first priority is to look for

collaboration deals rather than disposal possibilities,

not only in respect of Leyland Group but over the whole
range of the company's operations. But how far it will
prove feasible to negotiate such deals, other than in the
limited sense of arrangements like the Honda agreement on
the Acclaim, must be open to dou*t given the company's
dismal prospects. BL simply does not look like the kind of
company which more successful motor manufacturers are going

to want to become closely associated in a financial sense.

6. The disposal problem falls into two. Frdst, there is

the long list of disposals agreed by Michael Edwardes in the
1981 EDrEurata Plan. Over 1981 to 1985 these amount to a

probable cash value of £125m. Alvis has already been sold

and I believe Coventry Climax is to be shut down. In my view

we should consider pressing for accelerated progress on the

other items in the list - it is not apparent to me why the process

of disposal need stretch out over such a long period.
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Ph Second, we should examine the case for disposals (or
closures) on a wider and more dramatic scale. Landrover for

example, which I note has done baaIy in Iﬁ&l, must still be

e e
a saleable asset. On the other hand Jaguar, which might have

=2 Y
been saleable at one time, now seems - despite being helped

a little by the appreciation of the dollar - to have an

uncertain future. I am not altogether persuaded by the

optimism of its Chairman (reported in today's FT). We shall
need to probe this closely: BL cannot afford a prestige
model which is unlikely to be able to pay its way within a
reasonable period of time. Then there is the Leyland Group
itself; the possibility of disposal and closure of the
various components which make up the Group lies at the heart

of our consideration of the plan for the Group.

8. If all these various possibilities were pursued with

determination and vigour BL would emerge as a more

concentrated company orientated towards the production of

a limited range of wolume cars. Whether all this would make

longer term sense is something we should need to give further
study. It might however provide a set of sensible and logical
objectives against which a 1982 Corporate Plan could be framed.

95 In short, in view of BL developments so far this year we
should not sit by and wait for the 1982 Plan to emerge;

although, no doubt this will offer renewed assurances that
things will look better by the mid 1980's. There is too much
public money at risk, and we cannot afford to add to our
commitments. Fringe operations, not crucial to the business
should be eliminated now, either by sale or closure, while

in the case of Leyland Group our approach should be based on
a realistic assessment of the prospects for early recovery.
It may well be that the future for BL lies in a more
concentrated product strategy than was contemplated when the
1981 Corporate Plan was framed.
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9. I am copying to Keith Joseph, Jim Prior, Robin Ibbs

and Sir Robert Armstrong.

(G.H.)

¢ July 1981
]
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JM}\, Y
THE LEYLAND GROUP PLAN AND BL'S FINANCIAL PROSPECTS

As mentioned in my letter of 2 July, officials of this
Department, together with those in the Treasury, CPRS, and other
Departments concerned, have been examining the revised Corporate
Plan for the Leyland Group submitted by BL at the end of May. I
have today received their report, which, because of time, is not
an agreed interdepartmental report but attempts to harmonise the
various points of view expressed. I have not had an opportunity
to study the report, but I am sending it to you and other
colleagues straight away so that you have time to consider it
before the meeting which the Prime Minister is chairing on 13
July.

2 I also attggh’a copy of a letter sent to me by Michael
Edwardes on 3 July covering revised financial forecasts for BL as
a whole for the years 1982 and 1983, together with a note on the
forecasts prepared by officials of this Department in
consultation with the Treasury and the CPRS. This should enable
us to assess the Leyland Group Plan in the context of BL's
overall financial position and prospects. These documents also
I am sending to you without prior study.

3 I am sending copies of this letter and enclosures to the

Prime Ministery Jim Prior, Robin Ibbs and to Sir Robert
Armstrong. 5

e

r~




CONFIDENTIAL
COMMERCTIAL IN CONFIDENCE

LEYLAND GROUP : REVISED 1981 CORPORATE PLAN
Note by Department of Industry Officials

SUMMARY

1 The 1981 BL Corporate Plan was only provisional as regards
the Leyland Group Qcommercial vehicles). Shortly after submission
of the an, € Leyland Group's management was changed, and
the new management are still coﬁﬁleting plans to respond to the
extremely severe cyclical trough facing commercial vehicle makers
worldwide. The present revised Plan leaves important issues un-—

resolved; and is also based on sales forecasts about which the BL
Board themselves reserve judgment.

2 The BL Board do not propose oval of the Plan; it should
be used as a short~term operating Plan until The autumn when the
Board takes firm decisions on whether they can support the Group
or should, instead, close it or reduce its scale drastically
(which could involve closure of either Bathgate, in Scotland, or
Leyland in Iancashire). By then, they expect to be able to jud ge
better the new management's performance, its proposed plans on
unresolved issues, and the sales forecast.

3 Until very recently, the Leyland Group has been seen as a
stg%ag_panh_nt_ﬁb and of the UK's manufacturing base, to be isolated
as tar as possible from the much worse Cars business., But it has

been declining throughout the lat S, is now running at a
se e 15ss, anH'TE'%%I?’EEﬁécEeE (even on the sales forecasts des—
cr%%%ﬁ'ﬁﬁlow) to return to modest profit in 1982. At a time when
the Cars business is making major progress, Leyland Group has

moved into severe difficulties.

4 The sales forecasts foresee a strong cyclical recovery in

the UK market in and 1984, which is plausible., They also

predict a considerable (though not massive) recovery of market

share to the level of the late 1970s, and a very large increase in
export volume based on the new model range now coming into production;
we have substantial doubts about whether these forecasts are
achievable,

5 The new management have, since it was submitted, settled
several of the issues left unresolved in the Plan, The financial
forecasts may not take full credit for the corrective actions
still to be taken. But there are downside risks too.

6 The Leyland Group is pursuing collaboration on engines to
save costs, and for the same reason is planning to buy instead of
Egying a gearbox. FEn

7 In the long run, the Leyland Group may be too small to sur-~
vive as an independent full-range producer., It is actively seeking
large-scale collaboration or merger, but we conclude, after a
review of possibilities, that a partner is unlikely to emerge in
the next two years, while the world commercial vehicle industry is
in acute recession.
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8 We share the apparent scepticism of the BL Board about

the achievability of the Leyland Group Plan. But the only
effective alternative to a decision to proceed to immediate
dissolution is to invite the Board to assess all the possible
courses between a full-range Leyland Group and dissolution; in
particular, a narrower-range operation probably based on buses
and the larger trucks and probably involving closure of either
Bathgate or Leyland (Lancs?. The Government cannot sensibly
prescribe such a course without asking for the Board's assessment
and detailed alternatives; and the Board can hardly carry out
such a radical review more quickly than they are already committed
to in their main Corporate Plan timetable.

9 Immediate dissolution would probably result in the closure
of virtually all the UK operations except the bus manufacturing
operation (which accounts for 2,500 out of the Group's total UK
workforce of 21,000). Apart from buses and certain overseas
operations, only break-up values can be expected for the assets,
given the present deep world recession in commercial vehicles.
The costs of an immediate dissolution depend on the view taken
about the effects on aggregate unemployment levels; on the basis
described in Annex IV, the first year PSBR cost could be in the
range of £230m to £280m. The cost of continuing to fund the
Leyland Group while a radical review of options is carried out

and presented with the Corporate Plan is likely to be of the order
of £50m,

10 Given the comparatively small cost of deferment, the poor
prospects for much of the Group surviving a dissolution, and the
possibility of viability being established - perhaps on a reduced
scale - as a result of a radical review of options, we recommend
that the BL Board should be told that the present Plan is acceptable
only as a short=term operating Plan while a radical review of
options is carried out. These options should then be presented in
the context of the 1982 Leyland Group Corporate Plan in fully-
developed form = including operational plans - covering a full=-
range strategy; a narrower-range strategy based on contracting out
of potentially less profitable sectors; and closure with disposal
of those parts of the business which can be sold.

Department of Industry
7 July 1981
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LEYLAND GROUP REVISED 1981 CORPORATE PLAN
NOTE BY DEPARTMENT OF INDUSTRY OFFICIALS
I INTRODUCTION

A Revised Plan

nk In their summary to the main BL 1981 Corporate Plan, the
BL Board wrote:

"So far as the Leyland Group is concerned, the BL
Board is not satisfied with some important aspects
of the 1981 Plan. These relate to product policy,
the use of installed capacity and collaboration. It
has not been possible to resolve these in time for
this Plan proposal. The Board will therefore re-
examine the Leyland Group Plan in early 1981, when
these issues should be clearer. The results of that
re-examination will be put to the Government."

The revised Leyland Group Plan, which is the result of this re-
examination, was submitted under cover of a letter from Sir
Nichael BEdwardes dated 28 MNay 1981 (Annex I). It has been pre-
rared ty the new management of the Leyland Group against a taclk-
drop of a serious deterioration in the financial prospects for the
business. ' :

2 Of the main unresolved issues noted by the BL Board, some
have been settled since the 1981 Flan was put forward. Most im-
portant of these are BL's proposals for the replacement of light
trucks and panel vans. The proposed involvement of the Freight
Rover (Sherpa) division of Iand Rover for the panel van sector

of the truck market means that some assembly facilities at Bathgate
(Scotland) can be closed. However, for various reasons, the BL
Board feel unable to take the firm view promised at the time of
the main 1981 Corporate Plan:

a) there are further aspects of the future of Bathgate
which remain to be decided (dependent on tractor and
engine strategy);

b) the main collaborative proposal identified in the 1981
. Plan - with Cummins/Case on light diesel engines =
although nearer completion, is not yet fully agreed;

c) although the BL Board profess - themselves satisfied that
the new management is taking all possible steps to
reduce fixed costs, they feel it is premature to take
a firm view on the crucial question of forecast sales
volumes.

. An important aspect of the BL Board's reservaticn is that a sub=-
stantially new top menagement has been installed at the Leyland
Group since January 1981, which needs time both to prove itsell
(on cost=cutting in particular) and to develop its own solutions
to the key outstanding issuese.




(several
of them
have al=
ready been
deter-—
mined
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Accordingly, the BL Board propose that the 1982 Leyland
Group Plan, due to be put to the Government as parft of the main
BL Corporate Plan later this year, should address the unresolved
issues. The Board feel that by the autumm they would be in a
better position to take a.view on the level of confidence they
could place on the truck plan, on these grounds:

i}  the Cummins/Case negotiations should then be in
their final stages;

ii) the existing unresolved issues such as the future
of Bathgate will have been decided;

iii) the Board expect to be in a somewhat better position
to judge the forecast sales volumes.

The BL Board also say that, if the ILeyland Group performance during
1981 demonstrates that the truck business could not be made viable,
the 1982 Plan would examine more drastic alternatives for the
usiness, including ceasing truck operations altogether or reducing
the UK truck product range to cover narrower market sectors.

‘Options for linisters

4 The BL Board do not recommend approval of the Plan as a
long-term strategy. Their proposal is that it should serve only
as an operating plan for the months before the full BL Corporate
Plan is submitted in November. By then, the BL Board expect the
vnresolved issues noted in paragraph 2 above to have been de-
termined /in the time since the Plan was submitted) and intend
themselves Lo take firm decisions on whether to support the Plan
or to go instead for more radical options.

) It follows that there is no question of Ministers' approving

_the present Plan. The effective range of options is:

a) to accept the Board's proposal, if necessary with some
qualification; and

b) = +to reject it and to ask the BL Board to carry out the
immediate dissolution of the Leyland Group.

AELL APPRATSAL OF THE PLAN

Backeground

6 The truck and bus manufacturing operations which now form
the major part of the Leyland Group have historically been a
profitable and important part of the British motor industry. The
Leyland Group's record of success persisted after the merger with
the then British Motor Corporation. Within BL, it has until very
recently been seen as an area of actual and potential health, to be
insulated from.the vproblems of the Cars side.
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i However, the truck business's record has deteriorated in
recent years and, as the table (in paragraph 11) shows,its market
share has drifted downwards during the late 1970s. This struct-
ural decline in the. company's fortunes was during 1980 aggravated by
an extremely severe cyclical downturn in demand. This downturn
has affected all truck manufacturers in Europe and North America
but Leyland Group is particularly badly placed to cope because of
its poor market performance in recent years. The key question
underlying this Plan is therefore whether a credible programme

can be identified to restore the Leyland Group's truck operations
to their former strength, at an acceptable cost and within a
reasonable timescale, given the hostile and competitive environment
within which this must be achieved.

Current financial position of the Leyland Group

8 Leyland Group's forecast £74m losses in 1981 are more than
twice as large as both the 1980 figure and the 1981 budget figure,
and reflect an unprecedented fall in truck demand. The Group has
lost £37m to the end of April 1981 (compared with a budgetted loss
of £18.3m) although cash outflow is being contained, largely by
reductions in capital expenditure, which is currently running 40%
‘below budget. By the year end, capital expenditure is forecast

to have recovered virtually to its budget level, and cash outflow,
at £05m, to exceed budget by £20m. Leyland Group is not alone in
sach poor results - for example, both International Harvester and
IVECO made considerable losses in 1980, as did some of the smaller
UK producers, eg ERF,and virtually every commercial vehicle business
in Murope is believed to be operating at about or below break-even
in real terms.

Main points of the Plan

9 Leyland Group sales volumes are projected to increase from
50,000 units in 1981 to 82,000 units by 1985, and its trading
account position to improve from a loss of £/4m in 1981 to & profit
of £130m in 1985. The Group is projected to become self-financing
in cash terms by 1984. Fixed costs are planned to be strictly
controlled in all companies, particularly in the UK. Capital ex-
penditure peaks in 1982, partly due to the Leyland Vehicles revit-
alisation programme and partly due to the heavy investment in
Ashok Leyland (although this will not involve any financial commit-
ment from the parent company). Manpower, which has been cut back
in the UK in 1981 will increase to meet the projected volume growth,
particularly in India. Further details of the Plan are contained
in Annex IT.

Economic assumptions

10 The econcmic assumptions on which this Plan has been drawvn

up are those which BL intend to use as a basis for all their 1982
Corporate Plans. They differ from the 1981 Plan assumptions by being
more pessimistic on activity (a 3 percentage point reduction from
1980 rates instead of a 1 pnercentase point increase) and exchange
rotes (an effective rate of 100 for 1981 instead of 94). These
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assumptions have been discussed with Treasury officials (although
without any Government commitment to them). Although of course
much uncertainty attaches to such forecasts, it is worth noting
that BL's current economic assumptions may be if anything some-
what conservative rather than central, compared for example with
the year to date EER of 99.6, and a current rate of 93.

Market prospects

11 Leyland's forecast UK sales can be broken down into two
components: market volume and market share. Exports break down
into European and all other markets.

Trucks and articulated vehicles

1977 1978 1979 1980 l 1981 1982 1983 1984 1985

UK mzrket size l
*000 61 70 80 (S 46 50 60 75 70

UK market Shafe : I
0/; * 17-3 17-3 ] 17-7 18.6 1805

UK sales '000 * 13.9 9.2 8.2 9.9 12.0

Exports:
Europe '000 1.0 0.7 | 0.8 1.06 1.8

% increase/
(decrease) : 251 1 (30) 33 73

Other '000 (in-
cluding buses) 122l 90 00 9, 1

%a;§§2§§2§/ -5 (260 11 (9) 30

* Market share figures refer to registrations, and sales figures
to deliveries. : :

The BL forecasts of UK market size look realistic and compare very
closely with both the SilMI's and the Department of Industry's own
latest forecasts in showing & sharp cyclical rise.

12 The revised Plan projects market share increasing over the
period 1981=85 by 4 percentage points. This would still leave
Leyland Truck below its 1977 market position. The most important
contributors to the increased market share are light trucks
(approximately 3.5 — 7.5 tons GVW), which account for 30% of the
total truck market, and over-28 ton articulated lorries. EIL are,
because they no longer meet emission requirements, phasing out most
of their existing 1ight truck models in fthe early part of the Flan
period, and are Telying on the ageing Terrier model to maintain
market presence until the introduction of a new light truck model
in 1984. Although BL reflect this model availability pattern in
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their market share forecasts, the ability of the Terrier to
provide a launch base for the new model must be questionable,

For this reason, there is a considerable risk that the light

truck market share forecast for 1983 and 1984 will not be achieved.
At the heavy end of the market, the introduction of the T45 series
over the Plan period is assumed to offset some of these problems.
The bhetter than forecast sales performance of the T45 so far this

. year. suggests that the heavy truck market share forecast may be

" better founded.

13 The Plen envisages most of the future growth in sales coming
from exports, which are projected to increase by 30% between 1981
and 1082 while domestic sales increase by only 21%. Historically,
UK sales have exceeded exports in volume terms; this position was
reversed in 1980 and continues to be so throughout the Plan period.
Since profit mergins on export sales are considerably lower than on
UK sales the achievement or otherwise of these exact export fore-
casts is not necessarily vital to the profit forecast. However,
high export levels will enable the Leyland Group to take advantage
of the economies of scale resulting from higher volume production.
Their achievement will therefore have an effect on the competitive=
ness of the Leyland Group generally.

14 As they stand, the assumptions made in the Plan about exports
to Burope seem highly optimistic, showing substantial year on year
increases. The 73% increase for 1983 seems particularly optimistic,
in view of the strength of sterling against European currencies

and Leyland Group's declared intention to cut representation in
Belgium and the Netherlands to a minimum and to concentrate their
Buropean marketing effort in only two countries, France and Eire.
ILeyland Group management have defended the forecasts by referring
to the extremely buoyant French commercial vehicle market and their
expectation of capturing a share of this after a suitable period
for familiarisation. In overall terms, the projected European
sales volumes are however small.

15 Although there is reason to believe that some other overseas
markets, such as Nigeria, offer good prospects for greatly increased
sales on recent recession-affected levels, the above projections
nevertheless appear optimistic despite the new model line=up
specially designed for third world markets; in particular, they do
not aprear to take sufficient account of the likely difficulty in

" obtaining ECGD cover in certain key markets. Taking account of
this, the above projections could be overstated by some 15%.

16 The Leyland Group should undoubtedly increage UK and
overseas volumes as the total industry volumes pick up after the
recession, and as more of their new model range becomes available.
We do, however, heve substantial doubts whether, in all markets,
they can achieve the increase they forecast, especially as their
competitors are currently improving their product ranges as well.

Cost cutting

17 As a result of decisions taken since the new management took
over in Janvary, Leyland Group are taking action to cut costs
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by strict inventory control; trimming of capital expenditure
programmes; and cuts of up to 5% in fixed costs. However, they
envisage it may be necessary further to reduce their manufacturing
base - even if the demand forecasts materialise-and Leyland Group
will consider (as part of the 1982 Plan) closing or mothballing
part of Bathgate. The effects of these measures on the Leyland
Group's financisl situvation are not taken into account in the
forecasts presented with the Plan.

Collaboration

18 The Leyland CGroup currently has capacity in the UK to
produce 52,000 units = and is represented right across the truck
and bus market. As with BL Cars, the question is whether Leyland
Group is now too small to be competitive over the full model range.
Some other Furopean producers (Ford, Renault, MAN) are in a sim=-
ilar position. Others (IVECO, Daimler-Benz) have at least double
the capacity of Leyland Group; while some producers have similar
capacity, but cover a much narrower segment of the market (Volvo,
Scania, Bedford). It is open to question whether the Leyland Group
in its present shape can secure the production economies necessary
to compete in the current tough market envircnment. It is for
this reason that, over the last three years, leyland Group has
actively sought collaboration of two main kinds =~ on components,

in order to secure economies of scale on those items whose cost

is particularly volume-sensitive; and on full production, whether
by outright sale, by merger, by joint production of particular
models or by shared marketing. In most of these cases, a producer
with a complementary market range is required., Because of the
obvious importance of a possible disposal, or a collaboration which
could lead to a disposal (enalogous to what is being sought for

BL Cars), we have examined the range of possible candidates.

19 The Leyland Group have overall come rather late to the
search for collaborative partners ~ as has BL as a whole. There

is a lot of international activity already in progress. The only
deal of any size so far concluded gives the Group the right to
manufacture; gearbox under licence from ZF, a West German components
mnufacturer; however, in order to cut costs the Group is likely
to buy this gearbox directly from ZF, at least initially. The major
collaborative deal on components currently being pursued by the
Leyland Group is the development and manufacture of engines with
Cummins and Case; if concluded, such an agreement would be highly
advantageous in procuring economies of scale,

20 A currrent difficulty in seeking collaboration is the weak
financial position of most major commercial vehicle manufacturers.
This may well preclude these %IVEEO and International Harvester

in particular, both of whose financial difficulties have been well
publicised) from pursuing major collaboration/merger deals as it
would preclude them from considering outright purchase., The re-
maining Furopean manufacturers may find some commonality of interest
(Volvo, Scania, Magirus Deutz, Daimler Benz, Renault) with the
Leylend Group on, minor \Lolluﬁuux'd'biuu,‘uub LU is Giflficuiv bu fiud a
product match for a large—scale merger. 1In addilion, Renault is
currently engaged in assimilating the Dodge facilities and franchises
it has recently bought into.
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21 One of the main attractions of the Leyland Group to a
potential partner is its new over-28 ton articulated truck family
(starting with the T45) and the modern manufacturing facilities
at Leyland where it-is built. Of manufacturers in Europe, the
availability of the T45 would suit Ford's needs in particular,
Ford have begun to overhaul their model range from the lighter
end - 3.5 tons and upwards = and have now introduced their Cargo
series. Leyland Group, on the other hand, have &artedat the heavy
end with the T45 series. The complementary nature of the stages
reached in the companies! model renewal programmes suggests that
both companies might see advantage in merging their activities.
Given the acute financial embarrassment of Ford in the USA, how-
ever, it must be regarded as unlikely that, at least in the next
two years, Ford would be able to undertake the commitment which a
major collaboration with the Leyland Group would entail.

22 itside Europe, only the Japanese are likely to be attracted
by a major collaborative venture. The Japanese enjoy a growing
presence in the light panel van end of the UK market - an area

wnere BL, with the Sherpa, are weak = bul are not strongly rep=-
resented in other sectors. Collaboration with ILeyland would enable
them to acquire manufacturing facilities, a presence in Europe and

‘a base for expansion into third world markets, where they might be
attracted. The Japanese, however, might consider that there was no
advantage in inheriting Leyland Group®s ageing middle range vehicles.

23 As a result, we conclude that there is little prospect of
another manufecturer taking over or merging with the ILeyland Group,
at least within the next two years.

Funding implications of the Plan

24 Within the sums already announced for BL as a whole, the
amount of funding which is currently destined for the Leyland
Group is £100m in 1981 and £50m in 1982, Over the period 1981=83
there will also be some net increase (around £20m) in the private
sector borrowing of the Leyland Group. BL state firmly that they
will not seek, from the Government, funding for 1981 and 1982
beyond what has already been agreed (ie £620m and £370m for the
whole company). The Leyland Group Plan shows a cash outflow in
1981 of £18m more fvas projected in the main 1981 Plan, but BL's
latest corporate forecasts provide for this to be more than offset
by the improved 1981 forecast cash position of the Cars Group.

Risks to the oubtcome

The Leyland Group revised profit and cash flow forecasts have been
prepared on the basis of '"central'" economic assumptions. The
company has also assessed the financial implications of both a more
pessimistic and a more optimistic set of economic assumptions

(which are described in Amnex III). The effect of these alternative
assumptions on the Leyland Group's profit (PBIT) and cash flow (CF)
is:
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£m current prices
1982 1983 1984

Central Case:

PBIT
CF

tOptimistict Case:

PBIT
CF

21
(64)

66
(21)

77
(22)

158
49

185

tPessimistic? Case:

PBIT %82% (6% 45 53 77
CF 97 (75 (46) 23 36

It should be noted this approach is rather methanical: it assumes
that the basic business strategy of the Leyland Group will be un-
affected by changes in .-the economic conjuncture. In reality, the
tpessimistic! case (with its high exchange rate path) would prob-
ably force the company to re~appraise at the very least its export
strategy and perhaps its whole future.

26 The external economic environment is only one aspect of

the risks facing leyland Group. Of equal, perhaps greater, im-
portance are the risks within Leyland Group itself. These include
Leyland's ageing model range in certain market segments, and hence
its ability to achieve its market share forecasts; the possibilily
of slippage in the timing of product plans; its ability to improve
productivity to the extent plaenned; the likelihood of achieving

the predicted increased export penetration; and the reality of its
forecast reductions in fixed costs. These are all sizeable risks,
some of which, for example reduction in fixed costs, have a direct
and immediate impact on profitability. A consistent failure to
achieve these many targets would result in the continuvation of
Leyland's loss-making position, if offsetting action were not taken.
A 10% shortfall in total sales volumes would have the following
effect on profit: )

1982 1983 1984 1985

&n  current prices

(6.6) (9.5) (12.4) (1543) (19.3)

These sensitivities are an understatement of the effect on profit-
ability of volume shortfalls in that they take no account of the
effect of volume reductions on economies of scale in production,
price advantages of scale in purchasing, unit fixed cosis and the
ability to retain dealers and hence future market share. On the

A lamnn Tamaad Flm Pamannmtm am vt Falra e Anasintk AR Flha aasd
B e T e T L L M Ukt dal AU A S LieA N e wemw o w e s

cutting action being taken or centemplated, in particular the further
reductions in capacity at Bathgate. Despi%e the immediate costs,
this action should in later years significantly improve the profid
forecasts. -




CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
: — 9 —

Effect on other manufacturers

27 The Leyland Group expect to improve their market share in
all sectors except one. A reasonable way of assessing the market
impact of this share!'s being achieved would be that other pro—
ducers will lose market share in proportion to their weighted share
of the total UK market excluding Leyland. With the total importers?
weighted share of the non-Leyland UK market standing at around 25%
in 1980, it is clear that the greatest impact of displacement will
be felt by UK producers. In market share terms the main sufferers
will be Ford, Bedford and Dodge. At the heavier end of the market
Seddon Atkinson, ERF and Sandbach. Engineering (formerly Foden) would
bear the brunt of displacement along with Volvo, DAT and Scaniz. It
is only at the heavy end that importers have a significant share of
the market, either individually or collectively, and even here some
of the Volvos are assembled in Scotland.

28 Translating these effects into implications for the strength
and viability of the individual UK producers is difficult. The
decline in market shares may be quite consistent with increases in
total individual sales = and indeed would be if Leyland TIV fore-
casts proved to be right. But insofar as ILeyland were simply re—
couping merket share lost over recent years, the smaller producers
(of which two are in fact subsidiaries of large multinational
companies) would return to the smaller volumes they produced before
Leyland's decline. Whether these levels of operation, either with
or without an improved ILeyland performance, would be eccnomically
sustainable in an industry of increasing scale, standardisation

and competition, without rationalisation and merger, must be doubi-
ful. Alternatively, it could be argued that Government support

for the Leyland Group is incidental to the future of the small
independents, who have lost a lot of ground to the importers even
during the Leyland Group's period of decline. On the whole, we

do not think the disappearance of the Leyland Group would in itself
be the salvation of any UK truck manufacturer whose survival is at
present doubtful.

Unresolved issues

29 Four major issues are identified in the Plan as being un-
decided. These are:

i) Buropean truck marketing: since the Plan was produced,
Leyland Group management have decided to concentrate
their Buropean marketing effort on France and Eire alonej;

tractors: +this has always been a peripheral activity for
TLeyland. In view of the small and declining demand for
their tractors, and the need to secure fixed cost re=
ductions, Leyland Group management have decided, since
the Plan was produced, to cease production of tractors
in 1983;

Bathgate: final decisions on the amount of assembly
Capacily ab Dalligate depeud O the gutcome jof Gvhe

Cummins/Case collaboration proposals;
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gearboxes: a decision has been taken to buy gearboxes

from the West German firm ZF, rather than to manu-

facture them under license at Albion (near Glasgow).
Consideration is being given to the transfer of axle
manufacture from 2nother BL plant to Albion, and the

closure or sale of the other plant (which is part of BL Cars).

OPTIONS

30 The effective range of options, as explained in paragraph

4 above, is:

a) to eccept the Board's proposal (which is
effectively to defer decisions until the
new BL Corporate Plan), if necessary with
some qualification; and

b) to reject it and to esk the BL Board to carry
out the immediate dissolution of the Leyland
Group.

Option A

il The cost of this option is the amount of funding that the
Group requires between now and when the Tinal decision is taken.
Some £100m of the total funding agreed for BL for 1981 is allo-
cated to the Leyland Group. It is impossible to tell how much

of this funding has been "used up" so far this year: the Leyland
Group has lost £37m in the four months To the end of April, and
has spent £10m on capital items. As 2 rough approximation, the
amount "at stake" in deferring by about four months a decision to
liquidate the Group is thus of .the order of £50m, assuming that
a liquidation could be carried out in four months' time on similar
terms to one begun now.

32 The BL Board have advocated deferring decisions on the
Plan because they feel that they will be in a better position in
the autum = on the basis of four or &t most five months' further
information - %o take a view about wheither or not this Plen can be
achieved. The two key points underlying the Plan on which a view
will need to be taken at that time are: ;

a) the Group's performance during 1981, and the
effectiveness of the new menagement. The Board
will be taking a view on this on the dasis of
August financial informetion and against the
background of the corrective action taken during
the year;

the Group's sales forecasts for future years,
which currently depend on 2 recovery of the de=-
pressed UK truck market and an increase in over-
seas sales.
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23 At the time of the main BL 1981 Corporate Plan, BL pro=-
miced to produce firm preposals for the future of the Leyland
Group in the spring of this year. They have not done this, partly
in the sense that the Plan itself/major issues unresoclved éthough
some have been settled since it was prepared), and partly in the
more important sense that the BL Bozrd have withheld their en-
dorsement. The withholding of endorsement is partly because of
the still unresolved technical issues like the important Cummins/
Case engine proposal; but much more fundamentally because of their
"scepticism about the sales forecasts and because the new management
of the Leyland Group is still working its way in. ‘Mr David Abell
left Leyland Group in December 1980, after the 1980 Plan was pre-
pered, The new management under Mr David Andrews (Executive Vice=
Chairmen of BL and also Chairmen of the Lend Rover Group) was
installed progressively from January, and faced an unexpectedly
grave and deteriorating position. But the current situation of
uncertainty evannot be allowed tc drift beyond the autumn.

34 e believe that the grounds for scepticism aboubt the Leyland
Group's sales volume forecast, and hence about the Group's long
term viability as a full-range commercial vehicle producer, are
substantial if not yet overwhelming. We do not therefore believe
Ministers can simply accept the Board's proposal to defer judgment,
This option, thereiore, is best viewed not as acceptance of the
Board's proposal, but as a formal reguest by linisters.to the BL
Board that they -should cerry-out & radical review of the altermative
courses for the Leyland Group. They sheuld also be required to
produce, in the forthcoming Corporate Flan, a Plan for the ILeyland
Groupr wnich evaluates not only the viability prospect of the Group
on the present full-range basis, but also evaluates:

a) a radical restructuring of the truck model strategy,
involving a withdrawal from less profitable sectors
(probably the light end) which would probably mean.
the closure of either Bathgate cor Leyland (Lancs)
whose workforces are 3,700 and 11,400 respectively;
and

the dissolution of the whole Groun. (This is, of
course, on the assumption that the Board do not
themselves decide in October to proceed to a partial
or full dissolution.)

Option B

35 The alternative course at this stage is to reject the
Roard's proposal and ask the BL Board to carry out the immediate
dissolution of the Leyland Groupe.

36 In a dissolution, some parts could be expected to survive.

We judge that the relatively small otul modestly profitable bus
menufacturing operation should be salvagable, by virtue of its
‘dominance of the UK market (this is not the same as saying the bus
operation could be Lived off ail Lhe sawe Liwe as sSeekliig TO MGl
tain the truck business: because of shared manufacturing facilivies,
this would have implications for the viability of the truck
business). Some of the profitable overseas operations - Ashok
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Leyland and Leyland South Africa, in particular - should also

be disposable in a liguidation. But we see, in the present acute
cyclical trough in the European and world truck markets, very little
prospect of Bathgate or Albion works (in Scotland) being acguired
as going concerns; and even the extremely modern andé advanced
Leyland Assembly Plant in ILancashire is most unlikely to survive.
Only. asset break-up value can therefore be expected for the greater
part of the non~bus UK manufacturing operations, and about 18,500
Leyland jobs are likely to be affected.

5y On this basis we have calculated the cost of this option.
The elements of the calculation are:

- assessment of which sectors of the bhusiness
would close; ;

numbers made unemployed in Leyland Group and
supplier industry;

rete at which lost jobs are regenerated;

unemployment and other benefits;
- other (non-labour) closure costs.

These add up to the public expenditure costs of a closure. To get
to the full effect on the PSER, we must add to the above

- lost tax and NI contributians.

38 A summary of the assumptions made on each of these headings
is contained in Annex IV. Pulling together all the elements, the
closure cost calculation is as follows:

£m current prices
1981/2 1982/3 1983/4 Total

Redundancy costs 30-80 0 0 3080
Benefit costs ) 15 20 15 50
Cost of funding LG debt 270 15 0 285
Less net asset realisation (110)  (40) (10) (160)

Public expenditure costs 205-255  (5) 205=255

Lost tax revenue and NI
contributions W2h

220-280
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3 The employment, public expenditure and PSBER estimated
effects of the Leyland Group closure given above are based on a
methodology which is essentially micro-economic in charecter.

It is concerned in particular with the problems of adjustment in
a labour market affected by major redundancies concentrated in
areas of above average unemployment, and assumes a time profile
;of unemployment re-absorption elsewhere in the economy. The
analysis is partial in that the extent to which the costs of
closure given above are avoidable depends on the longer term
viability of the Leyland Group which it has not been possible to
take into account in view of the interim nature of the Corporate
Plan. This micro-econcmic approach does not incorporate explic-—
itly all the wider economic effects at the macro—economic level,
not does it take account of possible effects on other objectives
of Government policy. The current stance of policy is to secure
a lasting reduction in the rate of inflation by control of the
money supply. This implies a view about nominal incomes and the
level of unemployment which is consistent with the development
of the economy as a whole. If these consistent levels of both
nominal incomes and unemployment are considered to be unique then
any action by the Government to avert unemployment at Leyland
and its suppliers must result in an offsetting equal number of
unemnployed elsewhere in the economy. On this alternative view
a strategy to "rescue" the Leyland Group within this overall
policy stance would result eventually in no net job gains and no
related PSER effects.

40 Whilst there is considerable debate on the broad principles
concerning how the labour market operates and how the economy in
general responds to such actions, in practical terms there are
major questions relating to the speed and time profile of the
absorption into the labour force; this is where mzjor uncertainties
arise., Quantifying all of these effects whilst taking into account
the wider nature of policy is likely to be an impossible under—
taking. In the earlier exercise on the effects of possible closure
of the whole BL Group, a view was taken that re-absorption would

be rather slow to take effect. As noted in Anmex IV, in this
instance the assumptions are slightly different because of the
differing scale of the closure. Thus, whilst remaining & partial -
analysis, it is believed that in this case the labour market mighi
react rather faster and that rather more than one half of the
initial addition to unemployment will have been re~absorbed after
three years. In the face of the considerable uncerteinties this
must be regarded as a working assumption and in the nature of a
best guess central view about what might happen. Clearly there
are arguments for a faster or slower response.

Conclusion

41 We share what we take to be the scepticism of the BL Board
about the achievability of the Plan put forward by the Leyland
Group. It is possible, but we think at best no more than possible,
that the BL Board will be able later in the year to put forward a
BT: Cornorate Plan which includes a Plan for the Tevland CGronn le=
to a fair prospect of viability as a full=range commercial vehicl
manufacturer, -

Adr
-
=
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42 But the only radical alternative to deferring judgment

which is immediztely open to lMinisters is to proceed to dis=
solution. Our assessment is that only a few parts of the Leyland
Group-within the UK,probably only the bus operation — would

survive as going concerns. The costs of closure in the short

term are debatable, depending primarily on the views taken about

the effects on aggregate unemployment levels; our calculations,
which are based on one view of the operation of the economy, suggest
that the first-year PSBR cost could be in the range £230-280m.

The Leyland Group's share of the Government's investment of £520m
in calendar year 1981 is £100m, of which probably about half remains
to be drawn beiween now end the submission of the new Corporate
Plan. The amount "at risk" in deferring judgment (in the sense

of money which would not be paid if an immediate dissolution were
decided on) is thus very small in relation to the cost of closure
calculated on the hasis-described. -

43 There are possible course which lie between a full-range
Leyland Group and immediate dissolution: a narrower-range operation,
probably based on buses and the larger trucks, could well be the test
course. But the Government cannot sensibly prescribe such a course
over the heads of the BL Board without having their assessment of
its implications by comparison with alternatives. And if the BL
Board were asked to make such an assessment and comparison, they

could hardly do it sooner than the BL Corporate Plan due for sub=-
mission: in the autumn. :

-

44 We therefore recommend that the BL Board should be told that
the Plan they present is acceptable conly as a short term operating
esis; and that the Corporate Plan to bpe submitted in the autumn
should contain the resulis of & radiczl review of the alternative
courses for the Leyland Group, including a fully-developed study,
with operational plans, of: ;

a) the full-range strategy on which the present
Plan is based (if BL still wish to pursue this);

D) a narrower—rangg strategy based on contracting
out of less profitable sectors; and

c) closure, with disposal of those parts of the
business which can be sold.

Department of Tndusiry
7 Jduly 1981
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FrROM SIR MICHAEL EDWARDES - 28th May 1981

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

123 Victoria Street,

London SW1.

s Loty 7084

1 advised you in my letter of 10th April that the BL Board
would be considering a revised 1981 Plan for the Leyland
Group. This Plan, details of which are being sent separately
to your officials, was considered by the Board at its meeting
on 13th May. The Board concluded that it should only accept
the Leyland Group Plan pro tem as an operating base for 1981
since, while we are reasonably satisfied with the viability
of the operations in India, South Africa, Nigeria, and the
Bus operations in the UK, the Board had a number of reservations
in respect of Leyland Trucks. This letter is to explain the
rationale behind the Board's nualified approval.

You will recall that when we submitted the 1981 Corporate Plan
in November last year, the Board was not satisfied with
important aspects of management thinking. The truck market
in the UK had collapsed in the second half of the year. The
then management's response to this offered no realistic hope
either of meeting short-term cash commitments or of restoring
the business to viability in the longer term. In particular
the Board had doubts about the validity of the UK Truck
operations proposals on product policy, use of installed
capacity and collaboration. We put the Plan on ice while

we brought about a change in the leadership for that part of
our business.

Continued




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

28th May 1981

In January of this year we put in place a new management
team under the direction of Mr. David Andrews, and at the
same time established the Leyland Group, as one of our
four business entities. This new team has had to tackle

! two key priorities; firstly the very serious deterioration
in the trading position of Leyland Vehicles Limited, which
incurred a PBIT loss of £30.9 million in the first quarter
of this year. Secondly, the new team has had to develop a
revised Plan.

1981 LEYLAND GROUP PERFORMANCE AND CASH OUTLOOK FOR BL

7Yith regard to the first priority, the problems lie primarily
in Leyland Trucks where a vigorous attack on fixed costs has
reduced 1981 expenditure, excluding depreciation, from the
running rate of £144 million at the end of 1980 to the now
forecast £130 million. The benefits of these fixed cost
reductions will continue into 1982 (as your officials will
see from the revised Plan document) when Leyland Trucls fixed
expenses are further reduced to £122 million, even after
allowing for inflation. In addition, asset utilisation is
being improved by large reductions in inventory.' ' Despite
these actions, the severe fall in the UK truck market means
that this area of operation will exceed its budgeted cash
outflow but taking the Leyland Group as a whole, the projected
1981 cash flow overrun against the original Plan can be
limited to a little over £20 million. However, and most
important, the Board is satisfied at this stage that for BL
as a whole the cash flow outcome for the year will be in line
with budget and the Plan approved by Government in January of
this year, as a result of offsetting action in other parts

of BL.

Continued




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

28th May 1981

REVISED LEYLAND GROUP PLAN

With regard to the second priority, the new management team
has resolved a number of the issues which were of concern
when the original Leyland Group 1981 Plan was submitted.
Projected sales volumes have been reduced to more realistic
levels than those included in the original Plan and fixed
costs have been cut back to produce a planned trading
breakeven by 1982 for the Group as a whole and in 1983 for
Leyland Trucks. The facility plans for the proposed new
panel van and light truck range (MIL210/211) have been
rationalised between the Land Rover and Leyland Groups,
involving the projected closure of parts of the Bathgate
nlant, and this has helped to halve the forecast capital
expenditure and working capital requirements for the relevant
investment programme. ;

The attached comparisons of the profit and cash forecasts
of the revised Plan with those of the original Plan slow
that these actions are forecast to speed up the return to
viability for the Leyland Group and remain within the cash
constraints of the original Plan, even though they take
account of a more severe fall in the truck market and
consequently lower sales volumes than previously forecast.

Nonetheless, the management team has identified a number of
fundamental issues, primarily in respect of Leyland Trucks,
which it needs to study in more detail. These include the
strategy for tractors (which will be an important factor

in opening possibilities for further rationalisation of
facilities at Bathgate), the future of gearbox manufacture
at Albion, and the strategy for truck distribution in Europe.

The 1983 breakeven position for Leyland Trucks and the
subsequent growth of profitability depends upon, on the one
hand, achievement of fixed cost reductions to match the
anticipated level of business and, on the other hand, increase
in volumes of business from a forecast 24,000 truck units in
1981 to the breakeven level of 33,000 units in 1983. This in
turn assumes a recovery in the (presently depressed) truck
market.

Continued




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

28th May 1981

While the Board is satisfied that the new management team
is taking all possible steps to reduce fixed costs, the
Board considers it could not at this time endorse the 1983
Truck sales volumes upon which the Plan for this section

, of the business rests. The sales are dependent upon increased
" penetration of overseas markets by recently launched models
and a significant pick-up in UK truck demand following the
end of the recession. On both these issues, the Board
believes it is premature to take a firm view at this time.
In the Autumn, the Board believes it will be in a better
position to take a view as to the level of confidence it
can place upon the Truck Plan.

In addition, the prospects for a major collaborative deal
on engine development and manufacture should be clearer by
the Autumn, when the current negotiations with Cummins and
Case should be in their final stages. The Leyland Group
will also be looking for collaborative possibilities on
"trucks. Sale of the Truck business as a whole is not
practicable, with major truck makers like International
Harvester and Iveco making huge losses themselves.

LEYLAND CGROUP 1982 PLAN

The 1982 Leyland Group Plan will address the unresolved
issues. If the Leyland Group performznce during 1981
demonstrates that Leyland Trucks plans for 1982 cannot

be achieved, then the 1982 Plan will examine more drastic
alternatives for the UK Truck business including ceasing
truck operations altogether or reducing the UK truck product
range to cover narrower market sectors.

In the meantime, the Board considers that, given the new
management team's belief that the cash and profit targets

of the revised 1981 Plan can be met, their Plan should be
supported so that they are allowed the time necessary to
address the unresolved issues and to show (through the
Group's performance in 1981) their ability to achieve targets
and to bring the business back on course for recovery.

Continued




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

28th May 1981

I hope that you will concur with this general line of
approach. If you have any questions, we will have the
opportunity to discuss them when we meet on 15th June.

" Y CQ“W




'ORICINAL PLAN a/

PEIT !
Asset (Inc) /Dec.

Trading Cashflow:

Interest
Extraordinary

Taverc.

TOTAL CASBFLOW

REVISED PLAN
PRIT
Asset (Inc) /Dec

Trading Cashilow
Interest
Extraordinary

Tax etc.

TOTAL CASHFLOW

REVISED PLAN B /(W)

- LEYLAND GROU?

1681 OPIGINAL PLAM

CASETLOW

NS

REVISE

-

(9

(37)

(31 (73)
(46) 8

(77 (65)
(21) (23)
@) (1
(4) (5)

(109) (94)

THAN ORLGINAL

PBIT

Assets
Interest
Extraordinary

Tax etc.
TOTAL B/(W)

MEMO:

Revised Plan

(16) (55)
19 31

1 1
(9) 4
2 2

(3 b/ (18) b/

—====

PBIT/Assets employed (7.5) (16.9) 4.6

al Nricinal Plan adincted for arganisational changes

b/ Cumulative shortfall of £2IM in 1981 cash position
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GROUP

OF ACTIVITIES

It comprises
consolidated companies, together with management responsibilit;
further two companies and trade interests in Turkey and Irzn,
turnover in 1980 was £808m.

Leyland Vehicles Ltd is the largest company in the Group, with
a 1980 turnover of £443m, and 21,000 employees. Manufacturing
activity is concentrated in the North Vlest and Scotland. The Company
speciglises in the manufacture of truck and bus chassis/running wnits
and in 1980 held 17% of the UK truck market and, including BM (H),
69% end 42% of the double and single deck bus markets respectively.
Leyland Vehicles is split into 3 management uvnits: Truck, Bus and
Parts. '

i Leyland Bus is responsible for all aspects of the Bus interests
within Leyland Vehicles. [These comprise BM(H) - a jointly owned
compeny with the Nationzl Bus Company - and DAB. BM(H) comprises
four plants.  Bus chaessis are assembled at Bristel, and bedied at
Lieeds and Lowestoft. Integral double and single deck chassis are
produced at Workington., DAB is a wholly ovwned subsidiary of BL
based in Denmark specialising in chassis and bus body building.

Qe Self Chenging Gears Ltd. is a small company specialising in t
design and manufacture of gearboxes. Some of its major products &
based on LVL designs and its major customer has been BM(H).

b Ashok Leyland Ltd, 2 50.6% owned subsidiary in India, menufeacturss
trucks and buses, holding 27% of the Indian truck merket. Ernore
Foundries Ltd is the major supplier of castings to Ashok.

6. Leyland South Africa, a wholly ovned subsidiary, specialises in
the manufacture of commercial vehicles and Land Rovers, and imports
and sells BL cars. ;

T BL also has a major interest in Leyland Nigeria Litd. This
company commenced trading in January 1980, and will concentrate on
the assembly (and eventual manufacture) of LVL's export models TES
end T43, as well as Land Rover, Range Rover etc.

COMMERCIAL IN CONFIDENCE
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LEYLAND GROUP

SUMMARY OF PERFORMANCE

1981 REVISED PLAN

Sales Revenve &m

PBIT &£m

Working Capital £m
Capitel Expenditure £m
Total Ceshflow £m

Seles Velumes '000
Return on Assets %
Manpovier '000

(UK and Overseas)

1981 ORIGINAL PLAN

Sales Revenue &£m 1010 1350
PBIT £m (5) 45
Vorking Capital &m 233 275
Capital Expenditure £m 101 81
Total Ceshflow £m (65) (58)

Sales Volumes '000 Sy €0 €4
Return on essets % (1) 6 8
Manpower 1000 39 39 39
(UK and Overseas)

Note: The figures quoted above are not strictly comparable because
the 1981 original plan placed Alvis end Coventry Climax in the
Leylend Group. Some of the key finencial indicators are given
on & comparsble basis in the attachment to Sir Michael Edwardes'
letter of 28 May 1981, which is at Annex I.

COMMERCIAL IN CONFIDENCE
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The above essumptions have been prepared by BL for thelr
1982 Corporate Plen exercise, end have been used a2s the
basis for the revised Leyland Group 1981 Flan.

Department of Indusiry
6 July 1981
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IEYTAND GROUP: EFFECTS OF CLOSURE

s of the calculation of the effects of
in paragraph 3” of the main paper, and some
ifications in paragraphs 39 and 40, The IOllONlLH
micro-economic ¢n:1"°ﬂ“ is bm»mh oﬁ the problems of adjustment,
particularly in the labour market, associated with major
redundancies concentrat in greas of above average unemployment.
A Tull micro-economic ana;351s of closure effects would need to
ake into account the likelihood of the continued viability
t;c Leyland Groun. While there will undoubtedly be
employment losses _0110J;n; & closure now of all or part of the
Leyland Group, these losses would be unavoidable if the ILeyland
Group proved to be unvia“le. In that event, the resource
and puulﬁc expenditur costs would be higher than we have
celculated to the equ that resources devoted to the Groud
in the interim cou*a e been uaed more productively elsewhere
in the economy. v 5 im nature of the Leyland Groun
Corporané Pla it ha ; be poasible to take a definitive wvisw
ox tl 1 riability the Group. Consequently the
;ollow1n" asse SQWC i ure costs is paritial only and is
ayaM1ﬂ~u in public penditure and PSBR terms as magnitudes of
erest in their
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3e Employment at risk does not end here since there is fthe
associated employment, both directv esnd indirect, in supplier
industries. For BL Cars it wes estimated, on the basis of
input=output analysis and data on the cost structure, that for
every verson employed in the car compznies there is a further
person employed, directly and *ndﬁfﬂctly, in supplierst firms
this is the l:1 BL Cars supplier employment ratio. From a
comparison of cost structures for BL Cars and ILeyland Vehicles
(ie the UK truck business) which imply greater dependency of
Leyland Vehicles on supplier 1nnuts, vie have concluded that the
appropriate Leyland Vehicle s/sunn;zer firms employment ratio is
1225 Con secueqtly, closure of Leyland Vehicles would place
around 23,500 jobs at risk in supplier industries. FinallJ, we
have estineted that UK manufacturers can be expected to take up
around 75% of lost Leyland UX sales. Thas cxtremely difficult

/to
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likely teke-up of Leylandt's exports by other
scturers - a range of 0=50% is possibles;  we have

On these assumptions, the total job loss due to
of Leylaend Vehicles is:

-

Leyland Vchicles 18, 800
Suppliers! effects (x1.25) 23,500

42,300
take~up of employment
by other manufacturers
and suppliers 21,250

21,050

tabe at which lost jobs ars —~oenerated

4o It is difficult to gspumptions concerning both the
scale and speed with which any replacement of the net job losses
might take place. Unlike the BL Cars closure analysis where no
net replacenent in the First two years was assumed, here it is
felt that the smaller scale of redundancies,their location and
the ficular skill groups affected, reguire rather different,
igti sumptionse. The closure would not be
d concentration to possible closures examiy
epartment of Industry under Sections 7 and 8 of the
y Act 197 Currently for these cases, it is assumed
e will be net job replacement of 37% in year 1 rising
ear 3. For Leyland Vehicles, these assumnptions may
> at the optimistic end of the range = but we regard
them as sufficiently well-=founded to be a useful indication.
The implication of this is that the jobs lost in year 1 due
t0 closure of ILeyland Vehicles would be around 13,250. By year 3
the figure couvld fall to¢ 10,300,

Sl g O c

tahe

Unemvloyment and other benefits, and PSBR costs
')

Se The cost of this level of unemployment to the Excheqguer
consists of:

redundancy payments. We have assumed that the Govermment
would meet the total statutory redundancy payment cost,

‘as it does in cases of insolvency (ie both ‘the employers?
and the Redundancy Fund contributions). If the Government
were also to make extra-statutory payments (as was assumed
in the BL Cars analysis), this would triple the redundancy
cost. The allowance made for redundancy payments to
suppliers? employecs includes some provision for cases of
insolvencys

social security benefits (standard assumptions about

ATA A s T A e srAmas e A Ve
U-l.--.b-l-b.‘-n_.d. v‘, A B e | ,

lost tax and NI coatributions (again, standard assumptions
were made).
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Other (non=labour) costs

Ge Other costs arise because of the possible need to repay
some or all of the Leyland Group's debt, from which can be
ssubtracted the proceeds of disposing of assets, net of any
closure costs and penalty clauses. The debts directly
attributable to Leyland Vehicles at present amount to some £195m
of which the main part (£140m) is trade credit.

Te Tn addition it is highly probable that BL itself would face
demands for the repayment of some £90m of loan stocks and
foreign bonds. This would result in a total demand on BL of
some £285m,on the assumption that the closure of Leyland Vehicles
was orderly and carried through with the co-operation of BL's
bankers in such a way as to avoid alarming BL's creditors.
Assuming that trade creditors would require repayment in year 1
and that Govermment guarantees were available to enable a spread
of repayments over several years, the profile of debt repayment
could be £270m in year 1 and £15m in year 2. It mey he possible
for BL to re-—finance the term element of its debt (£90m); but

we regard this as unlikely, given the extent of existing private
sector exposure to BL.

8. Estimating the proceeds for disposal of UK assets is
difficult, given the problems of disentangling the UK bus
operation from the rest. A crude estimate of UK asset disposal
proceeds (mainly stocks and work~in~progress) would be £1.00m

in year 1; &£40m in year 2 ; £10m in year 3.

9e In addition to the obviously attractive businesses of Ashok
Leyland South Africa and bus manufacturing, it is possible that
some parts of the Leyland Group in the UK could be sold. Ve think
it unlikely —~ given the state and prospects of the commercial
vehicle industry worldwide =~ that these other assets would fetch
more than their obreak-up value — which is included in the figures
given in paragraph 8. A rough estimate of the proceeds of the
sale of overseas assets is £10m. Disposal proceeds of the

UK bus business are also included in the figures given in
paragraph 8: because of the difficulty ofisolating the bus
manufacturing assets, we have assumed proceeds would amount to

the break-up value alone. It must be noted that the dependence
of the bus business on the truck manufacturing side is such that
splitting the two could prove very difficultbe We have no basis
on which to assess whether the proceeds would improve or deteriorate
if the disposal were postponed until, say, the autumn.

Effect on unemployment levels

10. The most marked increase in unemployment rates will occur
in +the Bathgate and Preston Travel-to-ilork Areas, where
unemployment could rise from the lMay 1981 figure of 16.8% in
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Bathgate to 22.8%,and 10.5% in Preston to 16.6%  These

rates compare with the llay averages for all Development Areas
and Special Development Areas of 13.7% and 15.6% respectively.
There has already heen considerable pressure for the upgrading
of Bathgate to SDA and an increase of this order would clearly
increase the pressure; SDA status would, it is estimated,
cost about £0.1lm per annum in additional Regional Development
Grants. Preston is due to lose its IA status in August 1982
and it is not one of the TTWAs for which there has so far been
much pressure for reten_tion of AA status, but an unemployment
rate significantly above the SDA average would clearly bring
pressure not only for retention of AA status but for upgrading
to DA; it is estimated that this would cost £3—4m per annum
in RDGs. These figures have not, however, been included in the
overall costs of closure, which are summarised in paragraph 38
of the main paper, because they will only be incurred if the
pressures referred to above for regrading are accepted.

Department of Industry
7 July 19381
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BL'S REVISED FINANCIAL FORECASTS FOR 1982 AND 1983

NOTE BY DEPARTMENT OF INDUSTRY OFFICIALS

The Chairman of BL wrote to the Secretary of State on 3 July
enclosing schedules showing the outlook for BL's profits,

cash flow and the major balance sheet items including Government
funding in 1981-83 compared with the forecasts in the 1981
Corporate Plan. The profit and cashflow forecasts are also
broken down into BL's four main business groups. The Chairman's
letter and enclosures are anmnexed to this note.

2. The forecasts show BL making a total loss of £476 million
compared with £420 million in 1981 (a larger divergence in the
figures for loss kefore interest and tax is offset by lower
exceptional costs), of £321 million compared with £230 million
in 1982, and £65 million compared with £11 million in 1983.
However, cash outflow is forecast to be £47 million better than
planned in 1981 and the same as planned in 1982 and 1983.
Government equity funding is still forecast at £520 million in
1981, £420 million in 1982 and £150 million in 1983. In terms of
Government financial years, this still means £620 million in
1981-82, £370 million in 1982-83 and £100 million in 1983-84.

(A last tranche of £50 million was forecast in the 1981 Plan

as the requirement in 1984, and this would score as £50 million in
1984-85). BL do not envisage any increase in this requirement.

s BL's borrowings are now forecast to fall slightly in 1981
comparcd with the Plan and to be level with those plammed in

1982 and 1983. Deterioration in the cashflow projections of

the 1981 Plan has been avoided mainly by further planned
improvements in the utilisation of working capital (down by

£200 million in 1983). However, fixed assets are also cumulatively
£95 million lower than planned by 1983, mainly as a result of
trimming capital expenditure programmes. Sir Michael Edwardes has
assured the Secretary of State that this is not affecting major
programmes. ;

4. The revised forecasts take account of the corrective action
announced by BL in Mey 1981 (including the earlier than planned
closure of Solihull). Plant closures will entail once-for-all
costs in 1981 and 19562, but will also bring savings in '

1
CONFIDENTIAT,
COMMERCIAL IN CONFIDENCE.
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operating costs of £20 million a year from the main actions
alone.

54 The revised forecasts are based on the assumption of

, sterling at an index of 100 in 1981 against a basket of
currencies (compared with 94 in the Plan). The value of
sterling has in fact recently fallen to 93 in terms of this
index, and the average so far this year is around 99. This
cautiops assumption {which carries over into the later years)
should help BL to achieve their forecasts for losses and cash
outflow. BL say that if the economic assumptions in their
1981 Plan had been fulfilled, the company's losses would have
been broadly in line with the forecasts in that Plan, and
could have been bettered as a result of the remedial actions
they are now taking. This is because key physical indicators
in the cars business, such as market share and productivity,
are in line with the targets in the 1981 Plan.

6. In the schedule showing the breakdown of the projections by
. groups, BL Cars' losses before interest and tax are forecast
to be £108 million greater over the period 1981-83 than in the

1981 Plan, but cash outflow is £59 million lower then plamned

in 1981 and in line with the Plan in 1982 and :1983. The Leyiland
Group's losses show a £57 million increase on the Plan in 1981,

but profits are only £5 million lower in 1982 and £33 million
higher in 1983 (cashflow also improves). The profits and

ceshflow of the Land Rover and Unipart Groups show a deterioration
in 1981 followed by improvements in 1982 and 1983. BL remain of the
view that it will be possible to inject substantial amounts of
private cepital into these two businesses in 1983.

Department of Industry
7 July 1981

2
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35-38 PORTMAN SQUARE

RECEIVED N : LONDON W1H OBN
$0.5.FOR
IKBUSTRYS OFFICE

FROM SiR MICHAEL EDWARDES 3rd July 1981

The Rt.Hon. Sir Keithtodseph, Bt,ll!EF;,a 4

Secretary of State for Industry,
Ashdown House,

123 Victoria Street,

London SW1.

Lns foote, 18

At our meeting on 15th June I undertock to let you have an
indicative view of the prospects for 1982, as we see it at
present in advance of the 1982 Corporate Plan.

I attach schedules showing the outlook for PBIT, cash flow

and the major balance sheet items including Government

funding, compared in each case with the forecasts in the

1981 Plan. The PBIT and cashflow forecasts are also broken

down into our four main business groups. Indicative figures

for 1983 are included so that you can obtain a broader view

of our path towards recovery, and in particular towards a

breakeven position in 1983/84 - as requested in your letter of 2 July

As indicated in recent discussions with you, there will be

a shortfall in profit before interest and tax compared with
the 1981 Plan, but this need not prejudice our recovery,
particularly as we expect to be able to hold the cash outflow
to the level already agreed with you. This shortfall in PBIT
is in line with the deterioration in the economic environment
and the exceptionally severe fall in the UK truck market. Both
car and truck exports have been inhibited by the strength of
sterling, which at the time of writing shows signs of easing.
This more realistic value of sterling, which is not reflected
in the assumptions we have made in the attached schedules,
adds credence to the estimates for PBIT and cash outflow. I
must stress that the control of cash to the level envisaged
in the 1981 Plan is despite the cost of further streamlining
actions to be undertaken in 1981 and 1982 which will ensure
that we achieve the breakeven in 1983/84.

"Continued




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

3rd July 1981 2.

For example, the .bringing forward of the Solihull closure

from 1985/86 to Spring 1982 will add to cash outflow in

1982 by at least £5 million, but it will produce an operating
cost saving of £8 million per annum; similarly, our foundry
rationalisation (brought forward from 1982/83 to September 1981)
will have a one-off cost of £4 million but generate £3 million
per annum of cost savings subsequently; and the current Jaguar
programme of 1,400 redundancies will entail an initial cash
outflow of some £4 million but will save £9 million per annum
in operating costs.

Deterioration in the cash flow projections of the 1981 Plan has
been avoided mainly by further planned improvements in the
utilisation of working capital. We are on target for our
revised forecast of the level of working capital at the end of
1981, having successfully prevented any absolute increase in our
working capital during the first five months of the year, despite
inflation and the need to avoid excessive delivery times for our
new models.

I must emphasise that these forecasts are essentially 'desk-top'

calculations and are not, of course, based on the detailed work
which is being done in preparation for the 1982 Corporate Plan.
They are therefore subject to considerable margins of error.

There are many sources of risk, both internal and external,
which the Board believes may hinder the achievement of our
recovery strategy. As we have stressed on previous occasions,
success in the Government's handling of the economy (including
issues such as public sector pay which are within its control)
is a major determinant of BL's future prospects. If the
economic assumptions in our 1981 Plan had been fulfilled, our
PBIT for 1981-83 would have been broadly in line with our
forecasts in that Plan - and could have been bettered as a
result of the remedial actions we are now taking.

Continued




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

3rd July 1981

These updated forecasts are based on what we call the 'main
case' economic assumptions which we are using to compile the
i) Plan - thoug ese assumptions will be further reviewed
before the Plan is finalised, particularly as the pound is
showing some signs of moving towards more realistic levels.
The details of our 'main case' assumptions are familiar to
your officials, but I attach a short note describing them
together with the alternative scenarios which we are taking
into account. 3

I said over dinner the other evening that we see no prospect
of an increase in dema i s and tru S, and
I said I would Iet you have some evidence to support our

reasoning. You will see from the attached note that even our

relatively optimistic 'low sterling case' does not envisage

any major upturn being felt in the t plac il 1983.

But brﬂm—mmﬁmwmeted;
the economy should be showing some growth; and the first of
the LC10 medium car family will be on the market. We would
therefore hope that BL's recovery would become much more

universally apparent during that year.

We shall, of course, be in a position to give you a clearer
view of our prospects when the 1982 Plan has been put together.




EL LIMITED
PROFIT AND CASE OUTLOOK
1981 - 1983

(amount in £ millions)-.

1981 ' 5 e Jes3

'Piaﬁ F'cast ' ‘ Plan e asT

Cashflow Ih/Out

PEIT
Interest, Tax etc.
Exceptional items

Total Earnings/loss

Movement in Assets

Total Czshflow

Financing

New Equity
Less duty etc.

Borrowings -

Short Term
‘ Long Term

Leasing

Other

Total Financing

FLF/AJG
12th June 1981




Assets Employed

Fixed Assets

Working Capital

Total Assets

Financed By

Opening Share Cap/
Reserves

New Share Cap(nett)

Changes in Reserves

Total Share Cap/
Reserves

Borrowings - :
Short term

Long term
Leasing

Other

Total Financing

FLF/AJG
12th June 1981

BL LIMITED
BALANCE SHEET PRCJECTION

1981 - 1983
(Amounts in €millions)

1981 1982

Plan Plan

F'cast




BREAKDOWN BY GROUP OF PROFIT AND CASH OUTLOOK
( Amounts in £ Millions )

1981 1982 1983

Plan F'Cast Plan F'Cast Plan F'!'Cast

PBIT

Cars (186) (210) (110) (163) (31)
Unipart 15 6 25 21 30
Leyland Group (17) (74) 26 21 77
Land Rover 25 2ol 36 15 32
Others 7 4 6 6 ' 9

Consolidation &
Contingency (&1

(157)

CASHFLOW
Cars (467) (408) (364)
Unipart (6) (34) (8)

Leyland Group e ) ' (77)

Land Rover (35N R8s (351
. Others (25) (9) (26)

Consolidation &
Contingency (35) (9) (6)

(644) (597) (516)

29.6.81.
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THE THREE CASES

The main elements of the three cases are described below and the
relevant data given in the attachments to this paper:-

Attachment 1 - The Main Case
_" 2 - The High Sterling Case

3 - The Low Sterling Case

The Main Case

This is considered to be the most likely. For 1981, it is
forecast that sterling will depreciate somewhat by the end of the
year. No Autumn Budget is assumed. Economic activity is likely
to continue to decline through the year with the average GDP still
forecast to be 3% below 1980. .

By Spring 1982, .either the three years of government policies will
be presented as having worked or political pressure could warrant
a change of direction. However, any stimulus will be hesitant and

milg. This reflation will COINCIOC I v S0me Telaxattron o1 Tiscal

and monetary restrictions in other OECD countries. It is
therefore unlikely that sterling will depreciate to any significant
extent during the course of 1882. Economic activity is assumed to

pick up in the_second half of 1982 leaving the average level of GDP
unchanged Irom that in 1 , but manufacturing output is forecast

to decline by 2%. Inflation does not fall further.

Over the medium term 1983-86, the main case assumes that cautious
monetary and fiscal policies continue giving a modest 1% pa average
GDP growth. Inflation stabilises at around 9-10%. A fairly stable
real exchange rate is projected. The losses in competitiveness
during the 1978-81 period will not be regained. The stable real
exchange rate and low level of total final demand will lead to
continuing small losses in UK manufacturing output.

High»Sterling Case

This case assumes that present policies are continued without
adjustment and that failure to meet the targets leads to more
deflationary measures. The real taxation burden .is assumed to

increase again in 1982 to lower the PSBR. Sterling is then

expected to remain steady in 1981 and rise in 1982 as other OECD
economies reflate demand. Inflation is forecast to average 11%
in 1981 and 9% in 1982.

The recession is forecast to continue through 1982 with manufacturing
output hardest hit. GDP growth in 1982 is -2.5% after -3.5% in 1981.
From 1983 the economy runs fairly flat, with manufacturing output
continuing to decline, though at a decreasing rate. The real
exchange rate stablisies at around the high level of 1982. Inflation
remains low at around 7%.




v

.J_.OW Sterling Case

This assumes fairly strong expansionary volicies over the course
of the next two years, with an Autumn Budget in 1981 giving help
to the corporate sector through cuts in National Insurance
surcharge and effective energy prices.

The Spring 1982 Budget is then forecast to give large boosts to
investment and consumption demand - increases in public sector
capital programmes and tax cuts. The measures induce a fairly
strong depreciation in sterling.

This 1982 reflationary package has the biggest impact on demand in
1883 when consumption is forecast to increase by 4%. However, with
import leakages, GDP growth is limited to 2.5%. Manufacturing
output continues to improve although the losses of 1980 and 1981 are
not regained until 1986. GDP growth averages just under 2% during
1983-86 after +1.5% in 1982 and -3% in 1981.- Inflation is forecast
to increase in 1982, averaging 14% in the year but stabilising by
1984 at 10% pa. : Y

Competitiveness

In the Main Case overall UK competitiveness (measured by relative
retail price inflation) is forecast to deteriorate further in 1981
because of the strength of sterling against the EMS currencies.

The level of uncompetitiveness is forecast to improve only slightly
(4% points) from 1981, and remain worse than the 1980 position over
the Plan period.

For the High Sterling Case, UK competitiveness is'significantly
worse than the Main Case. For the Low Sterling Case, the reverse
applies. ;

Note that the competitiveness indices against each country are
based on national retail inflation forecasts and the composite.
'effective' competitiveness index is a trade-weighted measure
based on UK trade pattern. Implications for BL's competitiveness
will of course depend alsc on specific cost and competitive trends
in the world motor industry as well as on the trade patterns for
the products of each of BL's groups and their competitors.

NJC
10.6.81
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE

123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-2123301

SWITCHBOARD 01-212 7676
Secrstary of Srate for Industry

: 2 July 1981
The Rt Hon Sir Geoffrey Howe QC MP :
Chancellor of the Exchequer ; copies to
HM Treasury ! : PS/Mr Tebbit
Parliament Street PS/Mr Marshall
London SW1 PS/Secretary

3 Mr Steele

Mr Mountfield

Mr McFetrich

Miss Bowe

Miss Spencer -
: ’ " Mr Bowder

BL'S FINANCIAL POSITION -

Thank you for your letter of 9 June agreeing that I shouls tell
Michael Edwardes that the Government accepts the BL's Boa‘'d's
decision not to .review the 1981 Corporate Plan as a whole, I
have also seen Robin Ibbs' letter of 1S5 Jupge. It is certaiinly
intention that our consideration of the Leyland Group Plan will
be based on a review of that Group's operations in which all
options will be considered.

2 I agree with you that we should look for ear nings that
the £370 million allocated to BL for the financial year 198z *3
may prove to be inadequate unless early corrective action is
taken. I therefore asked Michael Edwardes when I met him on 1]
June to let me have revised financial forecasts for BL as a whole
for the years 1982 and 1983. He agreed to do this, and I
understand that the figures will be available shortly, O0fficials
of the various Departments involved in the current review of the
Leyland Group Plan will therefore be able to cover the current
position and prospects of BL as a whole in the report which will
be submitted to me (and which I shall circulate to colleagues)
early in July. This will enable us, as you suggest, to take
stock of the affairs of BL as a whole when we meet to consider
the offieials' report.

3 You commented in your letter on the more adverse economic
assumptions which have recently been discussed between officials
and BL economists. I think it is worth pointing out that these
more adverse assumptions are fully reflected in the financial
projections for 1981 as a whole which are discussed with the
company each month by officizls of this Department and the
Treasury. I would expect that the revised financial forecasts
(for 1982 and 1983) which BL are currently preparing will take
account of these assumptions.
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4 Turning to the other matters in your letter, the future of
Jaguar is to be reviewed by the BL Board both in July and
September. Accordingly I do not think this is something which I
need to take up specially with BL at present. Norman Tebbit and
I discussed with Michael Edwardes on 18 June the possibility of
early disposal of Land Rover.: Michael Edwardes is still firmly
of the view, for the reasons which he gave uslast January, that
disposal is not possible this year or in 1982. However, he
considers that it might be possible to inject private capital
into Land Rover, Unipart and Jaguar in 1983. He has also
recently sought my approval for the disposal of Alvis at a price
of £27 million. Officials are considering this proposal
urgently. I should, of course, point out that the Government's
agreement to this disposal would not reduce the level of
Government funding of BL required in 1981-82, as the disposal of
Alvis was assumed in the 1981 Corporate Plan.

5 I am sending copies of this letter to the Prime Minister, Jim
Prior and Robin Ibbs and to Sir Robert Armstrong.

CONFIDENTIAL
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

Sap-es to TELEPHONE DIRECT LINE 01-212

PS/Nr TEbbl't SWITCHBOARD 01-212
Secretary of State for Industry PS/Mr Marshall
' PS/Secretary
Mr Steele 2 July 1981

; : Mr Mountfield
Sir Michael Edwardes Mr McFetrich

BL Limited Miss Bowe

35-38 Portman Square ,
London W1H OBN Miss Spencer

Mr Bowder

b

oo

Further to my letter of 15 April, I am writing to let you know
that I have consulted my colleagues and we have now agreed that
the Government should accept the BL Board's decision not to
review the 1981 Corporate Plan as a whole at this stage.

However, as I mentioned to you at our meeting on 15 June, the
Government would like to have fresh financial forecasts for BL as
a whole, broken down by Groups, for 1982 and 1983 in order to be
able to assess whether, despite the increased losses forecast for
1981, the company is still on course for recovery. It would also
be helpful to know whether the further equity funding requirement
of £150 million in 1983 and 1984 identified in the 1981 Plan

remains valid. :
‘N
5

e
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23 June 1981

L S e - et [, e .

BL

I spoke to Dol officials (John Bowder + AS) and discovered that
Sir Keith accepts the Chancellor's view that there should be a discussion
soon of BL's prospects as a whole.

I was also told that Sir Keith misses ho opportunity to remind Michael

Edwarides of the Government's wish to see progress on disposals as
rapidly as possible. A small disposall is coming up soon, but Edwardes
doesn't think there is scope to move gn the bigger disposals quickly.

Sir Keith has asked Edwardes for more| information on the prospects for
the group as a whole. This will be corporated in the report by
officials on the commercial vehicle Husiness, so as to put that problem

in context. PR wj'f""’\#tc’\. > w?-a-nw;.j;.

This report will be available in early July. Dol naturally would much
prefer a meeting to take place on the basis of this report. It.could
then consider: '

(a) the whole business; and

(b) commercial vehicle business

On balance, I think we should'wait{ for this report for the meeting. It
isn't completely clear to me whether the Prime Minister wishes to chair
it, but I suppose that is the implication of her note. / Lﬁrv Jhe w&xo
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17 June 1981
Policy Unit

. PRIME MINISTER

BL

Last year the cost of continued support for BL soared. No progress was
made on selling the company. Despite this, in the end it was
reluctantly decided to support BL once again - with the proviso that

a mid-summer review might be necessary if it went off course.

Keith has now written to Geoffrey saying that BL is off.cggsse. Since
Edwardes has taken some corrective action, Keith says that a full-scale
review is not now necessary. However, the commercial vehicles side of

the business still needs review as its plans were not available last

January.

Geoffrey has replied by expressing unease and suggesting that instead
of a full review, we should '"re-examine BL's prospects between ourselves"

when we look at the commercial vehicle plans.

Any reconsideration of BL's prospects would face us with the same
difficult issues that we faced last time. But in the next few months,
we could be in a stronger position to oblige Edwardes to make further
disposals if he has not found a partner. In particular:

(a) Nissan may have decided to come to the UK, making the future of
car and component production here less dependent on BL.

(b) Metro has already done better than expected. This weakens
Edwardes' argument that BL could not make further disposals
without precipitating its immediate collapse.

If you think there is a chance of making further progress on BL, we
think a meeting between you, Geoffrey and Keith should take place
before decisions are rijjﬂﬁﬂ on the future of the commercial vehicle

=l

-Eﬁsiness.
JOHN HOSKYNS_ "\ L
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From: J. R. Ibbs

Qa 05391
CONF'IDENTTAL 15 June 1981

BL's Tinancial Position

I have read the Chancellor of the Exchequer's letter of 9 e to

you about BL's worsening profit position.

I share his concern that the reduced profit forecast for 1981, and .
problems in certain parts of the group, may create a cash requirement in
excess of the £370 million allocated for 1982/83. I'agree that it wéuld
be appropriate to take stock of BL's overall financial prospects when
the Leyland Group Plan is reviewed,

At this time, it would also be relevant to take a first look at
the financing requirements beyond 1982/83, The 1981 BL Corporate Plan
showed a further equity funding requirement of about £150m, in 1983 and
1984, This requirement may well he increased if volume and working
capita%,after the reduction in 1981/82}build—up again to the levels
forecast in the present Plan, and we ought to have as much warning as
possible about this,

As the Chancellor suggests, it is not appropriate to review the
full BL Corporate Plan immediately, but corrective strategy changes must
be incorporated in the 1982 Plan, Since BL's position appears to be
deteriorating I think you should insist that the Plan is produced in

good time,

I am sending copies of this letter to the Prime Minister, the
Chancellor and the Secretary of State for Employment, and to Sir Robert
Armstrong.,

J R Ibbs
The Rt Hon Sir Keith Joseph Bt MP
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

?June 1981

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

it i

BL's FINANCIAL POSITION

In your letter of ] May you sought agreement that you should write
to Sir Michael Edwardes saying that the Government accepts the BL
Board's decision not to review the 1981 Plan as a whole, but that
we are prepared to review the activities and prospects of the
Leyland Group on the basis of the Plan for that Group now to be

put forward. In the meantime we will continue to monitor BL's
performance and revised forecasts closely. ,

I am content that you should proceed as you suggest on the
understanding that our consideration of the Leyland Group Plan
will be in effect a review of that Group's operations in which
. all options will be considered.

At the same time I feel bound to say that I am uneasy about the
way in which things seem to be developing. Each of-the major
components of the BL Group appears to be facing difficult problems,
some of them unique to that area, but some relevant to the company
as a whole. It must follow there is a high risk of cumulative
failure as weaknesses in one area are transmitted to other parts
of the BL Group. While therefore I am prepared to accept that

we should not argue for an immediate review of the Corporate Plan,
I do feel that we should now re-examine the BL situation and
prospects between ourselves. Halfway through 1881 is a good time
to do this, partly as a basis for our approach to the 1882
Corporate Plan. There is the question of the future of Jaguar,
for example, as well as the possibility of early disposal of Land
Rover which deserves another look. More important, I think is
that in spite of Michael Edwardes’ assurance that he will manage
on the £990 million for this financial year and the next, we
should, I think, look for early warnings that the £370 million
allocated for 1982-83 may prove to be inadequate unless early
cn}{éctive action is taken. There can be no question of our
argeeing to anything more. I understand that the discussions
between officials and BL economists, which took place recently,
suggested that the basic economic assumptions on which the 1981
Corporate Plan, and therefore the financial requirement for

CONFIDENTIAL /1982-83
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1982;83 are based, look much less favourable to BL than was the
case last year. The implications of these changes have yet to
be fully reflected in the figures.

A suitable opportunity to take stock would be when we consider the
officials' report on the Leyland Group Corporate Plan. We might
then take the opportunity to look at BL's prospects as a whole

as well as the state of play. I would be very glad to chair

such a meeting if you agree. e TR R e

I am sending copies of this letter to the Prime Minister, Jim
Prior, Robin Ibbs.:and to Sir Robert Armstrong.

GEOFFREY HOWE

CONFIDENTIAL
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Ssorerary of State for Industry l
b X2 May 1981
The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer
HM Treasury
Parliament Street
London SW1

T
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BL'S FINANCIAL POSITION

Thank you for your letter of SLﬂéy. I have been considering BlL's
prospects further in the light of your views, those of the Prime
Minister (recorded in her Private Secretary's letter of 27 April)
and my meeting with Michael Edwardes on 12 May.

2 Before I saw Michael Edwardes, I had seen BL's results for the
period up to the end of March. These showed that, for the year
to date, losses were about 20% above budget, but that the company
was well within its budgeted cashflow. The forecast for the
year-end was for losses of £283 million, £140 million worse than
budget but a slight improvement on the previous month's forecast.
BL now believe that they will be able to stay within their cash
flow budget, principally by savings on working capital and to a
minor extent by savings on fixed capital.

3 These forecasts do not take full account of the
announced corrective action in the Cars Group, the
of which are the transfer of assembly of the Rover
Cowley and closure of the Solihull ecar (but not

in April 1982, termination of production of the
this September and a severe pruning of costs and
Lonsequential action is being taken at a number
around the country. So far this year BL has st

up to another 8,000 are scheduled toc go in the
year. I am satisfied that this amounts to the v
remedial action which we agree is necessary but
serious financial

financial position there carefully over the next

The Leyland Group is now the part of BL which gives the
for concern. The Group's losses for the ye
be £74 million worse than budgeted, mainly as
a forecast reduction of 50% in the UK market for
cial vehieles in 1281 compared with last year. A= vou will




recall, the Leyland Group Plan received last autumn was intended
to be only indicative and was to be reviewed by the new
management team under Mr David Andrews (Executive Vice-Chairman
of BL). The revised Plan for this Group was recently considered
by the BL Board and I expect to hear gbout it on 15 June from
Michael Edwardes. This will provide an early opportunity to
assess whether the measures designed to improve the profit and
gash prospects for the Group look like being effective.
Meanwhile, inventories in the Group are being cut heavily and an
exercise to reduce staff numbers is in hand.

5 Like you, I am concerned that the taxpayer's money we are
providing should not be used to keep the company afloat but
should be used to strengthen BL so that it will be in a better
position to negotiate partnership deals with other car
manufacturers. The Department's monitoring has in fact shown
that BL's expenditure on rationalisation is on target and that
the capital investment programme to produce new car and truck
models, although slightly reduced by economies, is substantially
on course. The same depressed market conditions which are the
main cause of BL's losses are also making it possible to reduce
working capital.

6 Michael Edwardes told me on 12 May that he believed that a
comprehensive collaboration arrangement with Honda would be
possible and that this might conceivably involve Honda taking an
equity interest in BL Cars. He did not think the possibility of
a closer arrangement with Honda would weaken the prospects of the
whole of BL being taken over by another company. The talks with
Honda are only exploratory at this stage and the BL Board will
not be considering the Honda collaboration proposals until either
July or August. Government approval would not be sought until
October. As Michael Edwardes promised in his confidential letter
to me of 26 January, no commitment would be entered into without
the Board having first cleared the principles of any such
arrangement with the Government. I shall let you and colleagues
know if there are any significant developments.

7.1 hs

5 ormed the impression from my discussion with Michael
Edwarde
&

ve £

s and from the Department's regular monitoring of BL (with
which the Treasury is associated) that the corrective sction in
BL Cars is sufficient to keep BL as a whole within the financial
nrovision we have agreed for the years 1981-82 and 1982-83.
Indeed, Michael Edwardes has stated publicly that BL will not be
seeking more than the £990 million we have agreed to provide.
to whether the Plan is still on course, the measures being taken
in BL Cars are vigorous and, so far as I can see, on the right
lines. As I said in my letter of 16 April, we decided
~ollectively in January to keep BL alive despite doubts abou
~ompany's viability. Events since then have done nothing tc
reduce our own scepticism about BL's chances of achieving

L‘,

¥}
=
i

t the

wiability in theée timescale envisaged. The position has worsened
in eral respects but BL is taking corrective action in the
siness and has done relatively well on preoductivity znd

~rme
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industrial relations. It cannot therefore be said that BL's
longer term prospects have changed so significantly since January
as to destroy what prospect there is of recovery or to justify
withdrawal of the Corporate Plan. There are serious questions
about the future of the Leyland Group buf ‘the BL Board has not

yet reached final decisions on the revised Corporate Plan for the
Group. However, Michael Edwardes and David Andrews are calling on
me fio discuss the Leyland Group Plan on 15 June and officials

will have a full opportunity to review the Leyland Group's
prospects when considering the Plan.

8 I propose, if you and other colleagues agree, to write to
Michael Edwardes saying that the Government accepts the BL
Board's decision not to review the 1981 Plan as a whole at this
stage, that the Government looks forward to reviewing the
activities and prospects of the Leyland Group on the basis of the
revised Plan and that the Government will continue to monitor
closely BL's monthly results and revised forecasts.

9 I am sending copies of this letter to the Prime Minister, Jim
Prior and Robin Ibbs and to Sir Robert Armstrong.




COMMITTEE OFFICE
HOUSE OF COMMONS
LONDON SWIA OAA
01-219 5469 (Direct Line) /5778/5779

01-219 3000 (Switchboard)

INDUSTRY AND TRADE COMMITTEE

Information for the Press

Finance for BL

[y

On Friday 8th May at 11.00 a.m. the Industry and Trade
Committee will publish a report on the provision of £990
million finance for BL Ltd, together with the written and oral
ev idence.

The witnesses were:-

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

Sir Michael Edwardes, Mr. N.J. Carver and
Mr. F.L. Fitzpatrick of BL Ltd.

Attached to the Report is an Index giving references to
Questions and Memoranda submitted in evidence on some of the
principal matters.

Among the Appendices is a paper by the Committee's
Specialist Adviser, Mr. D.G. Rhys, a senior lecturer in
economics at University College, Cardiff. His paper
highlights the salient points that emerged during the inquiry.

Copies of the Report may be collected from the Committee
Office, House of Commons at 11.00 a.m. on Friday. No
Confidential Final Revise Copies of the Report will be made
available. i

G. Cubie
R. Lloyd Thomas

Clerks to the Committee

6 May 1981
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Treasury Chambers, Parliament Street, SWIP 3AG
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5th May 1981

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

'1‘(

BL'S FINANCIAL POSITION

You wrote to me on 16 April attaching a letter dated 10
April from Sir M Edwardes about BL prospects. Since then
the Prime Minister has also commented.

This, of course, is worrying news. I understand that at

the last monitoring meeting the deterioration in profit

loss forecast compared with the 1981 Plan was put at some
£150m. A deterioration of this order - expectation of profit
losses have more than doubled - is extremely alarming.

It is based, after all, on experience in the first 2 months
of 1861, and unless this rate of loss can be stemmed very
quickly the company's survival prospect is thin indeed. Even
so I agree with you that it would be premature at this

stage to consider either closing the company or requiring

a complete and formal review of the Plan within the terms

of the Chairman's letter of 26 January. At the same time it
is clear that some pretty drastic measures are needed and
that Sir M Edwardes will need to work fast if they are to

be effective, and to offer firm prospects that the company
will be able to manage within the substantial sums we have
agreed to provide. I am sure that we are all agreed that it
would be out of tfequestion to consider increasing these

sums further. '

There is a further point on which I feel some concern. We
envisaged that public money would be provided to help
strengthen the company so that it would be placed in a better
position to be able to negotiate partnership deals with

other car manufacturers. To this end the Plan incorporated
provisions for new investment and for rationalisation costs.
I am sure you will agree it would be a waste of the funds,
and in the end self defeating, if the money is used for

no more than keeping the company afloat from one month to

and next. Hence, while I agree with you that we shauld

/accept the
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accept the Board’s decision for the present not to initiate
a formal review of the Plan, I do think we should probe

very carefully into the revised prospects and the assumptions
on which they are based. We need to be confident that
whatever specific corrective action is proposed by the

Board will be sufficient to keep the company within the
financial provisions we have agreed. At the same time the
measures should continue to offer reasonable prospects of

a sustained recovery. If there are serious doubts on either
of the two points we shall need to think carefully before
continuing to commit further funds.

In the meantime, I understand that our officials have met
BL economists to discuss the company's economic assumptions
of part of the preparation for the 1982 Corporate Plan.
These discussions suggest that the basic economic assumptions
behind the 1981 Corporate Plan require substantial revision,
especially in some sensitive areas like the exchange rate.
The BL economists assured our officials that the results of
the review would be incorporated in any revisions of the
1981 prospects in respect of the 1881 Plan. Clearly, it

is important that this should be so and that a re-

appraisal of the outlook should be based on the latest

and most realistic economic assumptions about the outlook
for the remainder of the year.

I am copying this letter to the Prime Minister, Jim Prior,
Sir Robert Armstrong and Robin Ibbs.

GEOFFREY HOWE

CONFIDENTIAL




BL Limited

35-38 Portman Square,

London W1H OHQ.

Telephone: 01-486 6000. Telex: 263654.
Cables: Leymotors London W1. Telex.

1st May 1981

T. Lankester, Esq., Ph...‘... sl
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Peas linn ko Doama,

Sir Michael has asked me to thank you for your letter of
28th April. e 1)

We understand fully that the Prime Minister has many
important calls on her time, but Sir Michael is, of course,
disappointed that the BL Board will not be able to have an
exchange of views with her about the future of the British
motor industry, in view of the fundamental problems faced

by the industry throughout the Western world and their inter-
connection with Government policies.

We will be in touch with you later in the year to see whether
there is any point in returning to the subject then.

s sl
fo P

Roger Holmes
Assistant to the Chairman

Directors: D. R. G. Androws, C.B.E., Sir Austin Bide,
Sir Robaert Clark, Sir Micheel Edwardes,
A. Horrocks, Sir Robert Hunt,
J. R. Mayhew-Sanders.

Registered OHice:
36-38 Portman Square, London W1H OHQ
Registered in England No. 1213133,




10 DOWNING STREET

From the Private Secretary 28 April 1981

The Prime Minister has asked me to thank.
you for your letter of 23 March, and also to
say that we are sorry that you have not had a
reply earlier.

The Prime Minister was grateful for your
invitation to dine with you and your Board, but
she has reluctantly decided that - in view of her
very heavy commitments between now and the summer
recess - it will not be possible for her to
accept at least for the next three months.

Sir Michael Edwardes
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10 DOWNING STREET

From the Private Secretary - 27 April 1981

T

BL'S FINANCIAL POSITION

The Prime Minister has seen a copy of your Secretaryof
State's letter of 16 April to the Chancellor of the Exchequer.
Subject to the latter's views, she agrees that Sir Keith
should proceed on the lines he proposes in the penultimate
paragraph of his letter; but she has commented that, in
relation to the proposed reconsideration of BL's position and
of the specific corrective action which BL say they will be
taking, Ministers should take a fairly tough line. Since
other companies are having to operate in identical economic
conditions, she does not believe it would be right to do other-
wise.

I am sending copies of this letter to Richard Tolkien
(H.M. Treasury), Richard Dykes (Department of Employment),
David Wright (Cabinet Office) and Gerry Spence (CPRS).

Ian Ellison, Esq.,
Department of Industry.

CONFIDENTIAL
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10 DOWNING STREET

From the Private Secretary 27 April 1981

BL FUNDING: CLEARANCE WITH THE COMMISSION

The Prime Minister has seen your letter
of 14 April, and is content for your Minister
to proceed as he proposes.

I am sending copies of this letter to the
Private Secretaries to the members of E
Committee, and to David Hayhoe (Chancellor of
the Duchy of Lancaster's Office), James Nursaw
(Law Officers' Department) and David Wright
(Cabinet Office).

TRLL

Peter Mason, Esq.,
Department of Industry.
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e pan e
The Rt Hon Sir Geoffrey Howe
Chancellor of the Exchequer
HM Treasury
Parliament Street, urtv
London &SW1P 3HE

BL'S FINANCTAL POSITION

I attach a letter dated 10 April which the CThairman of BL has
sent me about BL's prospects.

2 You will see that the BL Board believe that economic conditions -
in terms of both currency Jlevels and economic activity - are
siggifjgggtxx-ﬂorgg than assumed in the Corporate Plan. Internal
performance, on the other nand, 1S safisfacgory and indeed better
then predicted in several key respects; for example, manpower at

end February was 4000 lower than the budget figure and UK market
share is running well above forecast (20.7% for cars up to the end

of March compared with the budget of1&5% for the same period - and
this is on a rising trend with 23.1% in the whole of March).

% The Chairman's letter is based on the fi itori Tt
for 1981, covering both Janu and February. Treasury officials
ave copies of this material and were present at the regular
meeting with BL at staff level. I understand that the BL Board
did not accept the revised forecasts for the whole of 1981 prepared
by their staff, partly because the economic assumptions made were
still somewhat optimistic, but partly because they had assumed that
no corrective actiom would be taken. In fact the Board plan early
end harsh corrective action (of which I have some preliminary
details but expect to hear more on 12 May) involving significant
accelerated closures, sharper manpower reductions and Tncreased
pressure on suppliers.

4 Tor these and other reasons set out in the letter, the BL Board
have concluded that it would be premature to initiate a formal
review of the Corporate Plan within the terms of the Chairman's
letter of 26 January.

CONFIDENTTAT,
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5 We need to decide now how to react to the Board's decision.

The purpose of a formal review, if one were instituted, would be

to decide on corrective action if that were possible, or on closure
if not. It is clear that the Board already have corrective action
in hand. As for closure, whatever our individual attitudes at the
time, our collective decision in January on the balance of arguments
was to keep BL alive. The question now is whether the balance of
arguments has changed decisively. BL's internal performance and
,market share are rather better than the company's management or we
expected. The external prospect in their view is somewhat worse:
but I think it would be difficult for us to argue that the longer
term economic prospects have changed so significantly since January .
as to destroy what prospect there is of recovery, especially since
vigorous and early corrective action is planned. I therefore
propose, if you and the Prime Minister agree, to tell the Chairmen
that I accept the Board's decision for the present. But I propose
to say also that we shall be reconsidering the position in the light
of the specific corrective action notified to us in mid-lMgy and that
we shall continue to monitor closely BL's monthly results and revised
forecasts for the year in the light of economic prospects at the
time.

6 I am sending copies of this letter to the Prime Minister,
Jim Prior, Sir Robert Armstrong and Robin Ibbs.

{..V{/L ’
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FROM SiR MicHAEL EDWARDES

The Rt.Hon, Sir Keith Joseph, Bt ,MP,

Secretary of State for Industry,

Ashdown House,

123 Vietoria Street,

London SW1. CONFIDENTIAL

ud feti 74,

IMPACT OF ECONOMIC OUTLOOK ON BL

Further to my letter of 11th March, the Board has now had

an opportunity to consider the status of our 1981 Corporate
Plan in the light of the present economic outlook, including
the impact of the March Budget.

Volume

The Board believe that the immediate economic outlook has
deggﬁigéggngmnganxLally since the 1981 Plan was submitted
to e Government. We now forecast that the UK car market
will fall to 1.375m in 1981, compared with 1.42m in our Plan,
and the declTHE® 1n the UK truck market is even more severe.
In addition, the developing trend towards smaller cars is
likely to be accentuated by the Budget; this change in sales
mix helps Metro, of course, but damages overall profitability
because of the lower margins obtainable in this sector of the
market. I should add that both our Plan and our latest
forecasts have been broadly in line with motor industry forecasts.

Continued




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

Sterling :
The other economic factor which is showing a substantial
deviation from the assumptions in our Plan is the level

of sterling. Not only has the trade-weighted rate—so Tar
Femained substantially higher than our forecast; but even
more important to BL is the particular strength of sterling

?gg;ggp the European currencies, at a time when we are

aunching our new car and truck models into Europe.

Revised Assumptions

The Board concluded that the Government should be informed

of the deterioration in these aspects of the external
environment assumed in our Plan for 1981. We also considered
whether it would be appropriate to agree at this stage on

a new set of more pessimistic assumptions for the later years
of the Plan and to review the strategies for the four main
business groups accordingly, as provided in my letter to you
of 26th January. The Board decided that such action would

be premature, for three main reasons:-

3L The uncertainties about the economic outlook after
1981 are so great that we believe we are not in a
position at this stage to take a firm view, even
though many of the assumptions in our 1981 Plan now
look optimistic compared with most recent external
forecasts. However, BL staff are opening discussions
with your officials on the economic assumptions which
Wweérshall have to establish in due course for the
compilation of our 1982 Plan.

BL's trading serformance in the first two months of
roa i

1981 was y in_line with-the Plan. Nonetheless,
we are already in the process of developing action
programmes, with the objectives both of offsetting

the additional cash outflow caused by the deterioration
in the economic situation, and of improving our
competitiveness in future years. These actions

Continued




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

/These actions

are likely to include further reductions in manpower,
additional or accelerated plant closuresamtTurther
pressure on the prices of our component suppliers

(with re-sourcing oqgfseas where necessary). Our
current financial projections for 1981 as a whole

take no account of the impact of these measures.

Some of these actions will be painful and controversial,
and a meeting between us has been provisionally arranged
for 12th May so that I can give you advance warning of
any ''sensitive' actions we may need to announce at or
before the Annual General Meeting on 14th May. These
actions are unlikely to represent any fundamental

change to our strategy, apart from timing.

In the Leyland Group, where there has been a particularly
substantial shortfall from the forecasts incorporated

in UTTTe8I—Gerpermte Plan, the Plan is in any event
already under review. You will recall that the original
Plan for the Le¥yland Group was intended only as an
indicative document, to be reviewed by the new
management team which is now fully in the saddle.

The revised Leyland Group Plan (which will be submitted
to the BL Board in May and thereafter forwarded to the
Governmewf) will, of course, include actions designed

to improve the profit and cash outlook for the Leyland
Group, in so far as the severe recession in the
commercial vehicle market allows. For action purposes,
this Plan will have to be based on updated and therefore
tougher economic assumptions covering e full Plan
period 1981-85. While these are acceptable for
immediate operational decision-making, we would not

want to rely on them when making long-term judgements
about the Leyland Group, as there is no certain
foundation for the economic assumptions.

Continued




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

To summarise: The external economic environment makes

life more difficult for us, but, until we are clearer

as to the impact of the Government's policies and actions
on medium term economic prospects, we will not be proposing
a major review of the Plan other than that already in hand
for the Leyland Group. In the meantime, we are stepping up
our streamlining programme.

I trust that the Board's overall approach and our tentative
arrangements to meet on 12th May are acceptable to you.

/’Zoc.;}z,:wm |
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Sir Michael Edwardes
35-38 Portman Square
London W4H 0HQ

'

Ay

Thank you for your letter of 10 April
about your Board's approach to the
influence of economic conditions on BL's
financial performance. I shall be
discussing this with my colleagues and
will write to you again thereafter.
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BL FUNDING: CLEARANCE WITH THE COMIISSION

Thank you for your letter of p-April conveying the Prime
Minister's comments on my letter of pA~March. UIMr Tebbit has
asked me to let you have the further report on developments
which was promised in my letter.

The Minister duly discussed this dossier with Mr Andriessen

n 7 April in Groningen in the margins of the Informal Council
of Industry Ministers. lMr Andriessen told him that he was
willing to recommend his Commission colleagues at their weekly
meeting on 8 April to agg_gve straight away the payment of

£380 million to BL, and open the procedure under Article
93(2) of the Treaty of Rome in respect of the balance of the
proposed £990 million of funding pending further examination
by the Commission of the justification for this. Mr Tebbit
pressed him to increase the figure for immediate approval to
£400 million (the sum which BL estimate they will need in the
next few months), drawing attention to the presentational
problems with Whlch he would be faced if the Commission
appeared to be making difficulties. Mr Andriessen said that
this was not at all his intention; the Commission was open-
minded about the case, bubt needed more time to examine it.

Mr Andriessen subsequently resisted pressure from the British
Commissioners at the Commission meeting 1tself to go to the
.higher figure.

Mr Tebbit considers that, although the &£380 million is less
than he had hoped for, there is g good case for being under-
standing towards Mr Andriessen's tactics: it is in the UK's
wider interest that the Commission should be tough with the
aid schemes which are about to be put forward by other Member
States, particularly in the steel sector. Moreover, 1n the
case of BL, Mr Andriessen has agreed to the

publicity about the opening of the Article 93 52) procedure.

CONFIDENTIAL
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Other Member States' Govermnments have to be informed of this by
letter to give them an opportunity to comment, but there will
be no multilateral meeting about the case, no announcement by
the Commigsion on the opening of the procedure and no consulta-
tion of other interested parties by means of a notice in the
Official Journal. Mr Andriessen has also promised that the
Commission's further consideration of this case will be brought
to a speedy conclusion.

In the circumstances, the Minister thinks that he and officials
should proceed coolly into the next stage of discussions with
the Commission in the expectation of reaching a satisfactory
outcome by the end of June, if possible. He has left
Mr—ATndriessen in no doubt that he would be unable to accept a
refusal by the Commission to clear the BL plan, and That =
ParTiament would take the same view. J1I trouble seems likely
to develop, the Prime Mimister and other colleagues will be
informed in good time so that they can consider the Govermment's
response, including the possibility of direct intervention
through Mr Thorn before a final Commission view is reached.

I am copying this letter to the private secretaries to all
members of E Committee, David Hayhoe (CDL), James Nursaw (Law
Officers' Department) and David Wright (Cablnet Office).

YU—«M‘S

PRIER MASON &jt~ /)%, e

Private Secretary

CONFIDENTIAL
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5501

SWITCHBOARD 01-212 7676
Secratary of State for Industry

9 April 1981

Tim Lankester Esq ﬂVN; wh
Private Secretary to the

Prime Minister Minkru  BAramns (Flag ,q.) s
10 Downing Street 1 Ex

Spe a0 Sype b T o

Thank you for your letter of 24 March seeking advice as to
whether the Prime Minister should accept Sir Michael Edwardes' 72“
invitation to a working dinner with his Board.

Minister accepted the invitation, she could be assured of a
stimulating discussion. The Prime Minister would have the
opportunity to hear at first hand how BL think they are doing so
far this year and how they view future prospects. On the other
hand,Sir Michael could be expected to criticise the recent Budget
and the Government's policies on such matters as the exchange
rate and imports of cars.

5 The BL Board is small and high-poweredand, if the Prime AY

%z On balance, my Secretary of State would recommend the Prime
Minister to accept the invitation if it can be fitted in with
her other engagements.

Youns oty

lan

I K C ELLISON
Private Secretary

CONFIDENTIAL
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10 DOWNING STREET

LPO From the Private Secretary 6 April, 1981
5 ;

D/M

MAFF

D/Trade

D/N

Chief Sec., HMT

Dear Peter,

BL Funding: Clearance with the Commission

The Prime Minister has read your letter
of 31 March about the clearance by the EEC
Commission of BL's new funding programme.
She has commented:-

"We must make it clear to the Commission
that they must not make difficulties."

I am sending copies of this letter to
the Private Secretaries to the members of E,
to David Heyhoe (Office of the Chancellor of
the Duchy of Lancaster), James Nursaw (Law
Officers' Department) and David Wright (Cabinet
Office).

Yours sincerely,

(T.P. LANKESTER)

Peter Mason, Esq.,
Department of Industry.

CONFIDENTIAL
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2. PRIME MINISTER

We may be running into
difficulties with th
Commission over the BL
funding. PN

/

2 April, 1981.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 7691
SWITCHBOARD 01-212 7676 _°

e‘\'ﬁ’-

Minister of State

PS/Norman Tebbit MP

~

Private Secretary to the
Prime Minister
10 Downing Street

London SW1 31 March 1981 =

e

BL FUNDING: CLEARANCE WITH THE COMMISSION

Tim Lankester Esq (JJ L
\l)

IMr Tebbit thought that it might be useful for his colleagues
to have a brief progress report on the discussions which he
is having with Commissioner Andriessen about the Government's
intention to invest £990 million in BL in 1981-82 and 1982-83.

The attached telegram from UKREP reporting on Mr Tebbit's
meeting with Mr Andriessen on 27 March gives a good summary
of the position which has been reached. As will be seen,
Mr Andriessen agreed to consider urgently the suggestions
put to him and to give Mr Tebbit a reaction early this week.
In the light of this, my Minister does not consider that
there is a immediate action for the Government to take
before he sees Mr Andriessen again, but thought that his
¢olleagues should be aware that there may soon be a serious
problem with the Commisston which will need to _be faced.
The Commission's deadline for considering this dossgier is
13 April, which is also the day on which the first tranche
0T money has to be paid to BL. We will of course keep the

Prime Minister and other colleagues informed of any
developments.

I should add that the Cabinets of both British Commissioners
have been kept informed of the position on this application
and Mr Tebbit himself spoke to Mr Tugendhat about the best

way to proceed; indeed, it was on Mr Tugendhat's advice that
he sought the informgl meeting which took place on 27 March.

I am copying this letter to the the private secretaries to

all members of E Committee, David Hayhoe (CDL), James Nursaw
(Law Officers' Department) and David Wright (Cabinet Office).

Private Secretary




GR 1658 RESTRICTED

RESTRICTED
FRAME INDUSTRYAL { Pk;cﬁ“'ED [N
DESKBY 2717607

M UKREP BRUSSELS 271505Z MAR 81 ICMAR

TO IMMEDIATE F C 0 onncE OF -ggs:a

TELEGRAM NUMBER 1139 OF 27 MARCH. FAiNIATER OF SVATE

BRITISH LEYLAND

1. MR TEBBIT CALLED ON ANDRIESSEN TODAY ACCOMPANI ED BY
MASON (PS) AND EXINS—DAUKES. VAN VOORST (ANDRIESSEN CABINET)
WAS ALSQ PRESENT.

2. MR TEBBIT OUTLINED THE CASE FOR SUPPORTING B L IN POLITICAL
TERMS. HE COULD UNDERSTAND THAT THE CASE PRESENTED ANDRIESSEN
WITH PROBLEMS. EQUALLY, THE DECISION HAD NOT BEEN EASY FOR HME,
INVOLVING AN ADDITION OF POUNDS STERLING 1 BILLIGN TO THE
GOVERNMENT’S POUNDS STERLING 18 BILLION DEFICIT. BUT THE COST
OF CLOSURE WOULD HAVE BEEN GREATER THAN THE SUPPORT NEEDED TO
ACHIEVE VIABILITY. POLITICALLY, WHILST A LIQUIDATION OF BL
MIGHT HAVE BEEN CONCEIVABLE ONE OR TWO YEARS AGO, IT WAS NOW
VERY DIFFERENT GIVEN METRO’S SUCCESS AND THE TRANSFORMATION OF
ATTITUDES (N THE COMPANY. HMG COULD NOT EXPECT TO CARRY THE
HOUSE OF COMMONS IN FACE CF A COHMISSIOH REFUSAL TO AUTHORIZE
AID.

3. ANDRIESSEN SAID HE WAS NOT CONVERSANT WITH ALL THE

TETAILS. HIS FIRST IMPRESSION WAS THAT SOME PARTS OF BL
PRESENTED KO DIFFICULTIES (UNIPART, LAND ROVER) AND INVEST-

MENT 1N THEM DID NOT CONSTITUTE AID. THE OTHER DIVISIONS _

WERE THE PROBLEM AND MORE DISCUSSION AND INFORMATION ON VIABILITY
WERE NEEDED. HE WAS SURPRISED THAT AN INCREASE IN PRODUCTION WAS
ENVISAGED. MR TEBBIT DEMONSTRATED THAT THIS WAS NOT THE CASE

AND UNDERTOOK TO SUPPLY ANY FURTHER INFORMATION REQUIRED. ON
VIABILITY, HE STRESSED BL'S PROGRESS AND PERFORMANCE SO FAR -
INTERNAL OBJECTIVES ATTAINED, DATES FOR NEW MODELS MET, GOOD
QUALITY AND SALES PERFORMANCE, MAJOR FALL IN_DISPUTES. THE

13 MODELS OF CARS WERE BEING REDUCED TO 3 MAIN FAMILIES, THE
FIRM UNDERSTANDING WITH SIR MICHAEL EDWARDES THAT IF CONDITIONS
DETERIORATE, HE WOULD INITIATE CLOSURES, AND THE REALISATION OF
THIS BY THE WORKFORCE, WERE ALSO IMPORTANT. MOREOVER BL'S
PROGRESS WAS BEING MONITORED MONTHLY BY MR TEBEIT PERSONALLY

(EG HIS VISIT NEXT WEEK TO JAGUAR TO DECIDE THE FUTURE OF

THE NEW MODEL).

RESTRICTED /L. ON




4, ON PROCEDURE, VAN VOORST SA{LD TH&T ARTICLE 93 NEEDED TO

BE INVOKED TO FACILITATE FURTHER DISCUSSICN WITH HMG AND BRING
IN OTHER MEMBER STATES WHO HAD TO BE INFORMED AND GIVEN THE
CHANCE TC COMMENT. ‘BL'S PLAN WAS BASED GK CERTAIN ASSUMPTIONS,
BUT THERE WERE A RANGE OF POSSIBLE SCENARIOS WHICH NEEDED TO BE
EXPLORED. IF, THROUGH THIS EXAMINATION, BL COULD BE SEEN TO BE
PROFITABLE IN A FEW YEARS, SUPPORT COULD EASILY BE DEFENDED AS
RESTRUCTURING AID. MR TEBBIT RESPONDED THAT HE WISHED TO AVOID
THE ARTICLE 93 PROCEDURE. THIS COULD DAMAGE BL BY AFFECTING
CONFIDENCE AND INFLUENCE OPINION IN THE UK AGAINST THE EEC.

B NEEDED SUBSTANTIAL SUMS URGENTLY AND DRIP=FEEDING IT DUR!NG
THIS PROCEDURE WAS NO SOLUTION. BUT HE UNDERSTOOD THE COMMISSION’S
GDNCERN AND WAS WILLING TO CFFER ASSURANCES

IN LIEU OF ARTICLE 93

PROCEDURE WHICH WOULD LEAVE THE COMMISSION'’S POSITION UNAFFECTED,
FOLLOWING EXCHANGES BETWEEN VAN VOORST AND EKINS-DAUKES OVER THE
NATURE OF ARTICLE 93 PROCEDURE AND THE NEED FOR A HULTILAT:RAL
HEETING ANDRI:SSEH EXPRESSED RECOGNlTION OF THE POLITICAL
PROBLEM AND, HH!LST STRESSING THE NEED TO AVOID DANGEROUS
PRECEDENTS, HITHOUT COHMITHENT UNDERTOOK TO LOCK INTO THE .
QUESTION OF AVOIDIHG ARTI CLE 93. HE ALSD FAVOURED A DISCUSSION
OF DIFFERENT SCENARIOS TO TEST ASSUMPT IONS.

5. MR TEBBIT REFERRED TO BL’S URGENT NEED FOR FUNDS. PART!AL
FUNDING ON THE BAS|S OF PROFITABLE DIVISIONS WAS NOT REALISTIC.
ONE SOLUTION WOULD BE A LETTER FROM ANDR| ESSEN SAYING THAT PART
OF HMG’S INVESTMENT IN BL COULD BE REGARDED AS A NORMAL

UJMMERCIAL PROPOSITION FOR HHICH THERE WAS NO REQUIREMENT FCR
COMM1SSIQN APPROVAL : PENDING FINAL EX&MINATION OF THE REH&INBER

A TRANSFER OF POUNDS STERLING 4po-598 MILLION COULD BE AUTHORISED
ANDRI ESSEN COMMENTED THAT _HE HAD OTHER URGENT CASES AND NEEDED

TO BE CONSISTENT. HE WAS INCLINED TO QUERY THE AMOUNT OF THE
TRANCHE AND WOULD HAVE TO LOOK CAREFULLY AT THE TERMS AND
UDHDITIONS. _(VAN VOORST SUGGESTED AN EXPLIC!T REFERENCE TO REFUNDING
IF THE COMMISSION FOUND AGAINST BL. ) ANDRIESSEN UNDERTOOK TO CONS—
IDER VERY URGENTLY AND GIVE A REACTION EARLY NEXT WEEK.

6. ANDR]ESSEN INSISTED ON THE NEED TO CUNT!NUE W1 TH ARTICLE
93 PROCEDURES ON A PRECAUTIONARY BASIS. 1T WAS AGREED THAT HE
AND MR TEBB!T SHOULD MEET VERY SOON AND DISCUSS FURTHER BEFORE
ANY DECISION WAS REACHED,

FCO ADVANCE TO:—
FCO -  SPRECKLEY, JONES-PARRY
CAB - BROWN  _ y
- PS/MR TEBBIT, MOUNTFIELD, BOWDER

BUTLER
FRAME INDUSTRIAL [ADVANCED AS REQUESTED]

ECD (I)
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10 DOWNING STREET

&?'7/{\3
MISS ,STEE@ :

v

Re Sir Michael Edwardes' invitation

to the Prime Minister to a

working dinner. I have written

to Industry asking them for
advice and have not put in your
note to the Prime Minister.

Tt

T.P. Lankester

24 March 1981




24 March 1981

Dear Ian,

You should have received a copy of Sir
Michael Edwardes's letter of 23 March to the
Prime Minister inviting her to a working dinner
with his board (copy enclosed if you have not).
I should be grateful for your advice as to
whether the Prime Minister should accept this
- assuming we can find a suitable date.

Yours sincerely,

" T.P. Lankester

Ian Ellison, Esq.,
Department of Industry.




24 March 1981

I am writing on behalf of the Prime
Minister to acknowledge your letter of

23 Marcn., I will place this before the Prime

Minister and you will be sent a reply as soon

as possible,

CAROLINE STEPHENS

Sir Michael Edwardes




10 DOWNING STREET

1. MR. LANK l/sﬁrﬁz
loid ttet To
2. PRIME MINISTER [0Q walten (o

MW

Michael Edwardes invites
you for a working dinner in
April or May with his Board
and some of your colleagues.

Do you wish me to find a

date?

24 March 1981




DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWIP 3EB

P Woanntox

Mike Pattison Esq g .
Private Secretary to //OV'( K 4

the Prime Minister wilh fnjdf'/uuw( dv we

10 Downing Street =
LONDON meleos - A’A anc

SW1 23 March 1981 7 4/(

s run s Amj

s o’ fo
Rooy M, Iunw modificalian
_._._'____._.———-—'_""b
U s _atmendy Locin
nlioduel o
/uom
Thank you for your letter of 23 March about a sible /y
defect in the Mini Metro.

The attached two statements which are Jjust about to be
issued simultaneously by British Leyland and the Department
set out the latest position.

We will be providing briefing on this for tomorrow's Prime
Minister's questions.

M‘\juﬁe}

R A J MAYER
Private Secretary




DEPARTMENT OF TRANSPORT STATEMENT ON MINI METRO
23 MARCH

- 54 Department of Transport officials discussed the possible
steering problem on the Mini Metro with British Leyland engineers

today.

2. BL have decided to introduce a minor modification to
‘overcome any possible risk and they will be writing to all
owners later this week inviting them to contact their local
dealer in order to have’pfhodification carried QEE_EEEfi:fF
charge. The modification has already been introduced on
venicles in production.

e The Department stresses that the problem only arises if
drivers put very heavy pressure on the rubber seal underneath
the clutch at the base of the steering column, Provided the
car is driven in the normal way there is no need for concern.
The Department would advise owners to have the very small
modification carried out as soon as their local dealer contacts
them.




BRITISH LEYLAND STATEMENT ON MINI METRO
23 MARCH

Al British Leyland engineers have now completed their
investigations into two incidents involving Austin Metros
neither of which involved injury.

2, A meeting was held earlier today with DTp officials.
Bﬁ have decided to write this week to all Metro owners

explaining that certain unorthodox driving techniques could

cause heavy pressure from the driver's left foot on the rubber seal
at the base of the steering column, thereby stiffening the

steering action.

Be Left hand drive Metros are not affected.

4. The minor modification designed to overcome this problem

has already been introduced in production and owners will be
invited to contact their local dealers so this modification
can be carried out on all existing vehicles free of charge.




36-38 PORTMAN SQUARE
LONDON W1H OHQ

FROM SIR MICHAEL EDWARDES 23rd March 1981

The Rt.Hon. Mrs. Margaret Thatcher, MP,
Prime Minister,

10 Downing Street,

London SWI1.

[b-v’mm-b ,

Now that the BL Plan has been approved, and there are no
immediate issues, my Board would very much like to invite
you (together with any colleagues) to join us for a
working dinner.

I think you know that we have a small Board, mainly non-
executive in make-up, and I believe that you would be
assured of a constructive debate. We have no funding
axes to grind at this stage!

If the idea appeals to you - perhaps for April or May -
we will respond to any dates your office has in mind.

Your L
L

A=

Copy: The Rt.Hon.Sir Keith Joseph, Bt.MP.




23 March 1981

Thank you for your letter of 20 March
about a possible defect in the Mini Metro.

The Prime Minister has seen this and
would be grateful %o be kept informed as
soon as there are any developments.

PR

R.A.J. Mayer, Esq.,
bepartment @f Tmansport.




DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWIP 3EB
Prime Minister

10 Downing Street

LONDON SW1 /0;, ¢ /Yomsfa 20 March 1 981
This mabko potdems will be clears
MNeos Mo o Mmday bt wh Qs b L6
J cannol apnly b U Eunspuam modd,
You asked for urgent advice on the story which appeared in/ﬁﬁﬁ?
this morning's Guardian about a possible defect in the Mini Metro

following two recent accidents in which the car steering %?V
apparently locked, ‘3

Mike Pattison Esqg
Private Secretary to the

BL are now carrying out urgent tests on the Metro, and the
Department's Vehicle Examiners have already inspected one of the
auagect cars. The results of all this will be available for the

meeting between the Department and British Leyland on Monday and
it will be possible t& decide then whetfer there 1s a safety

defect in the steering and whether the Metros so far produced
need to be recalled and modified, Meanwhile we understand that
British Leyland have, as a precaution, modified the suspect
component in all Metros now in production,

The background is briefly this. Two cases have been reported
in which the Metro's steering has locked whil
motion, This seems to have happened as a result of the RQglts
af the base of the steering column accidentall King, The
bolts'mm% we have
inspected what seems to hav appened is that the driver's foot
pushed the rubber seal on to the bolts and caused them to jam,
What we have to establish is whether this would happen in any but
the very rarest of cases, The driver in the case we know of was
wearing a heavy surgical boot and was not able to feel that he was
exerting abnormal pressure. Quick tests that we and BL have
carried out have been unable to reproduce the failure without
exerting the sort of pressure which would not normally occur,

All new cars tend in their first year or two to display
unexpected faults which are gradually picked up and put right as
the model develops. Most are very minor and have no safety
implications. The Department of Transport investigates with the




manufacturers all those which maﬁ have safety implicatéona

under a Code of Practice on the han ng erects

which was agreed with the Society of Motor Manufacturers and
Traders in 1979. If they turn out to be safety defects - and
many in the event turn out either to have no safety implications
or, more commonly not to be defects in design or manufacture

but simply one-off failumes or the 1t of poor treatment -
immediate steps are taken to trace the venicles and have them
modified. Nearly 700,000 vehicles have been regalled under

such ements so far. In this case we have no evidence so far
fC suggest that a recaI{ will be justified but, depending on

the results of the further investigation, we should be in a
position to decide definitely on Monday.

The Prime Minister might also like to know that British
Leyland tell us that the steering column fixing on left-hand
drive Metros which are now beinﬁ launched in Euroge is quite
different. So if there shou ave to be a reca to modify
the steering components, it would not affect the European
launch.

I am copying this letter to Ian Ellison, Private Secretary
to the Secretary of State for Industry.

Joss,

R A J MAYER
Private Secretary




e 27 February 1981
*———ﬁm W""Z‘“’Q Policy Unit

@® s vinisTER

BRITISH LEYLAND

You will remember that Keith raised the question, just before
Christmas, of CPS doing some further analysis of the implications of
liquidating BL. The Policy Unit argued that the Treasury looked
purely at PSBR effects and not at a proper cost-benefit analysis.

We h;ve in fact taken the first steps towards cost-benefit analysis,
involving Alan with CPRS.

A

I have had further discussions with CPS, in particular with John
Redwood of Rothschild's and Dr Alex Rubner (by whom I was impressed).

They are prepE;33~to do further work to establish a more realistic
assessment of what would happen if BL was liquidated. I have told
them that they should not put this work in hand if you have already
taken a decision that liquidation of BL is simply not a starter
between now and the next Election.

To some extent it is a chicken-and-egg situation. If the analysis

showed that we could absorb the break-up of BL much more easily

than the Treasury realised, then the colleagues might be ready to
TR oy g

face reality over BL. If you think that liquidating BL is at least

a political possibility, then I would suggest that CPS aims to
prepare a paper before the summer recess, so that E members have got
time to read, think and understand what the BL decision is really

all about, well before the begging bowl comes round yet again.

Do you think it is worth CPS putting this work in hand?

e

JOHN HOSKYNS
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/3 February 1981
The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer
HM Treasury
Parliament Street
London SWl

BL: DMONITORING AND ANNUAL REVIEW /

.
v

Thenk you for your letter of 4 gééruary about the arrangements
for monitoring and annual updating of BL's plans.

2 I quite agree that it is iwportant to have a clear picture

of the Government's role in these arrangements, and to ensure that
there is no roowm for misunderstanding with Michael Edwardes on this
scope.

3 The draft lMeworandum of Understanding on the relationship
that will obtain between BL and myself after the transfer from the
NEB takes place at the end of March contains satisfactory passages
both on monitoring and on the annual updating of the Corporate
Plan. Treasury officials commented last year on the draft
Memorandum and the Memorandum was subsequently accepted in principle
by the BL Board. BL has given an assurance that Michael Edwardes
has no intention of re-opening this issue in the light of the
Government's decision on two-year funding. A final text of

the Memorandum will, of course, be cleared with Treasury officials
before the transfer of BL takes place.

4  As to the monitoring process itself, meetings with BL are
attended by officials here, including accountants from the
Industrial Developuent Unit. Treasury officials already receive
copies of BL's periodic financial. reports and have the opportunity
to comment on them. I envisage thet they will continue to be
involved in this way and any comments which they make will be
followed up with the company.

5 I am copying this letter to the Prime Minister and Robin Ibbs.
[t//ww~;/{?; ~
/’___,,’-"‘"

CONFIDENTIAL
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000 'L
4Fehruary 1981
§)n

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

(AR

BL: MONITORING AND ANNUAL REVIEW

Now that you have announced the Government's decisions on the
BL Corporate Plan I should like to be clear about the
arrangements for monitoring and annual up-dating of BL plans.

We have of course taken a firm decision on two-year funding
for BL, though as your statement makes claé?‘?ﬁ%g_fommitmant
depends on BL's progress. Indeed it applies as much to the
£620 million for 1981-82 as to the £370 million for 1982-83,

I am not concerned here with what we say in public about
monitoring and annual reviews. I recognise the awkwardness of
linking the Government in public statements with the monitoring
process and wifR Turther annual plans. I also recognise the 3
risk of implying even in confidential exchanges with Michael
Edwardes that we are expecting the sort of prolonged review
towards the end of 1961 which we have had in ERE last two years.

However, there are very large sums of public money at stake and -
il is important to have a clear picture of the arrangements for
Government monitoring and involvement in the annual review, and
- to ensure that in your confidential exchanges with Michael
Edwardes there is no room for misunderstanding on this score.

I was glad to see that in his letter to you which was published
in Hansard on 26 January Michael Edwardes referred to 'the
annual updating of the Plan towards the end of 1981', as well
as to BL's normal monitoring of progress. I should be grateful
If you could let me know how you envisage the regular system

of monitoring after BL is transferred from the NEB, a process
which should involve Treasury officials.

I think that it is important to have a written understanding
with Michael Edwardes on the arrangements for monitoring and
for the 'annual updating' mentioned in his letter. I should
be grateful if your officials could clear the final text

of the proposed Memorandum of Understanding with mine. The

/key point

CONFIDENTIAL
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key point for 1882-83 is that the updating and Government
examination of the plan would precede our decision to
confirm the £370 million of additional equity.

I am sending copies of this letter to the Prime Minister and
Robin Ibbs.

GEOFFREY HOWE

CONFIDENTIAL
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THE INDUSTRY BILL : THE FUNDING OF BL

It is hoped that Members will find the attached brief
of use for the Debate on Wednesday 4th February 1981
on the remaining stages of the Industry Bill. The
Debate is expected to focus on the Government's recent
decision regarding BL.

Contents
Background to BL
BL!'s recent performance
The 1981 Corporate Plan

The Government's policy

Conservative Research Department RH/CFM
32 Smith Square, London SWil S




Background to BL

BL's predicament is the result of an almost unique combination of
private mismanesgement and public interference over the years. The
1950s and 1960s were a period of rapid merger between motor
industry companies in the UK and abroad. Even the emergence of

BMC and the Rootes Group left then a2t a disadvantage as far as

size was concerned compared with Renault and Citroen which fell
underFrenchstate management, and compared with the larger Volkswagen
and Fiat comparies. That disadvantage stemmed from the fact that
the pursuit of high volume and long production runs had heéome

the principal way of cutting costs sufficiently within the industry
in order for firms to be competitive.

HoweVver, such a strategy could only succeed if three further
conditions obtained:

first, there had to be a small number of highly attractive
models,

secondly, there had to be sufficient profitability for heavy
new investment to be afforded,

thirdly, long prcduction runs required smooth industrial
relations. :

In varying degrees each of these conditions went unfulfilled. 1In
the early 1970s, whereas the Rootes Group under Chrysler and
Vauxhall under General Motors had limited themselves to producing
2 few models, BL maintained the widest model range of any car
producer in the world.

Secondly, profits were very low; those that were made were distributed
largely as dividends; new investment suffered. The Ryder Report in
1975 noted that more than half BL's plant (by cost of acquisition)
dated from before 1966.

Thirdly, in 1973 figures published in the Economist revezled that
BL workers produced 5.8 vehicles per man compared with 11.6 vehicles
from Volkswagen and 14.6 from Renault.

Against that background, it is no surprise that neither the formation
of British Leyland in 1968 through the merger of British Motor
Holdings and the Leyland Motor Corporation (encouraged by Mr., Benn
and the . Industrial Reorganisation Corporation with taxpayers'
money) r.or the subsequent 1975 nationalisation deal, did anything

to revive the ailing car giant. The Ryder Report (March 1975)
recommended: state ownership, increased capital expenditure,

reduced manning levels, reorganisation of BL's corpcrate structure
and more 'industrial demeocracy'. Unfortunately, the Ryder
recommendations were fatally flawed in two ways. First, they were
based on unrealistic (and unattained) estimates of future profits
(£1.4 billion for investment to match £1.4 billion from Government):
Secondly, there was no effective means proposed of bettering working
practices and increasing productivity.

The British Leyland Act received Royal Assent on 3rd July 1975.
Since then the Government - any Gevernment - has perforce been

in the motor car business and the potential cost of pulling out
- particularly in times of recession - has spiralled along with
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thelcost of staying in. The fcllowing table shows Government
funding through 'equity' for BL since nationalisation:

Eguity

£ million
*

.1977-8 1978-9 = 1979-80 1980-1* 1981-2

BL funding 475 300 620 370
* Proposed

Between 1975 and 1978, BL's record on all fronts was poor.

The following table shows BL Cars' UK market share over the years

1975 1976 1977 1978 1979 1980

30,9 27.4 24, 23.4 196 18.2

In November 1977 Michael Edwardes became BL's Chairman and Chief
Executive and in April 1978 the main components of the new strategy
were revealed. While fully supporting the strategy itself - based

on remodelling the Mini replacement, updating existing medium

range models prior to introducing a new one, improving the Land

and Range Rover meodels, maximising the potential of Jaguar.and Rover -
Conservatives were less happy about the £850 million (£450 million

in 1978) required for it in Government funding. However, Conservatives
voted against the extra funds (£300 million) for the NEB's funding

of BL not against the principle of further state aid for BL.

Sir Keith Joseph made it clear at the time: '"We want British

Leyland to succeed." (Hansard, 15th April 1978, Col. 1018).

BL's Recent Performance

BL's 13980 Corporate Plan was arnounced with a request for Government
funding of £297 million in 1980. BL also envisaged a requirement

of £133 million more between 1981 and 1983. The Government in

fact agreed to provide £300 million in 1980-81 - in two egual amounts
the second tc be drawn on if need was proven, £150 million of lcans
were also converted to equity. The Government's decision reflected
BL's better performance, especially in the field of industrial
relations. It also reflected the undertaking given in a letter

from Sir Michael Edwardes to Sir Keith Joseph, that if there were

a significant shortfall in cash flow, ‘whether from internal or
external strikes, or delays in BL's programmes for investment and
launch of new products, redundancies, better productivity and
working practices, or any other cause internal or external, the

Plan would be abandoned.
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The performance of BL during the period since December 1979 when
this undertaking was given can, of course, be judged according
to various criteria. The following table shows the result
according to one criterion - profitability:

£ millioen

Full year Full year First Half
1978 1979 1980 i

Profits (Loss)
After extraordinary .
Items: (37.7) (144.5) (181.5)

It is, however, important to note that of these losses costs
incurred in reducing manpower both in plans kept open or in plants
closed, plus other closure costs - in other words costs which
would reduce the closure cost of BL if such a decision were for
any reason at some future time to be taken - are as follows:

Full year Full year First Half
1978 1979 1980

@foYfim ol

Man power

Reductions +

Closure costs: 28.2 26 46,7

It is also true that the strength of sterling - particularly when
95 per cent of all materials bought by BL are purchased in the UK
as a matter of policy - has caused BL serious difficulties on

UK and foreign markets.

The second criterion for BL's performance must be output. The
following table shows world sales volume of BL's products:

(000s)
1978 1979 1980 (Est.)

BL cars 702 583 470
Land Rover 59 57 60
BL Commercial Vehicles DiZ e 53 45
Other and Consolidation (18) 0 4
Total Company 797 693 579

For reasons of commercial confidentiality BL do not make available
significant productivity figures i.e, figures reflecting the level
of manning on their production lines. On the other hand, it can
be seen from the following table that significant de-manning

had taken place to match the fall in volume of output:




World-wide Manpower (0Q00)

Dec 1977 Dec 1978 Dec 1979 Dec 1980

Total Employees DH O T 198 187 169 141

Reductioniinii¥ean W iiaes £ 18 28

BEL claim that their formal productivity figures have been affected
by the amount of short-time working resulting from the recession
and the world-wide problems of the motor vehicle industry.

The third criterion for judging BL is its success in introducing
and selling new models. In fact during 1980 the following new
products were launched: Morris Ital, TR7 Convertible, Metro,

T45 Roadtrain truck (new version), B45 Double Deck Bus ('Olympian'),
T43 Landtrain truck (new version). Of these the most successful

by far was, of course, the Metro. The recovery of BL's fast
dwindling home market share is almost exclusively a result of the
Metro's success. The Metro obtained 10.5 per cent of BL cars'

22.2 per cent market share in December 1980. The result would

have been better still if 5,000 Metros and Minis had not been lost
as a2 result of the strike - ended cn 4th January 1981 - at Longbridge.
Production of the Metro is currently running at approaching 4,000

a week and has been increasing.

The fourth and - because of the wider effects as an example
throughout the rest of British industry - arguably most important
criterion is labour relations. the repeated victories (complete
or partial) of BL's management over militants and those seeking
to disrupt production are seen by many to have had an important
impact in raising the morale of management and inducing realism
among the work force. This was recognised by the Prime Minister
in her interview with Brian Walden's 'Weekend World' programme

on lst February 1981. She noted:

"Does it really seem to be the time to say to them, 'No,
I am going to chop you off at the stocking tops, when
you're getting enormously increased improvements in
productivity. You are in fact not having more people
than is necessary to do the Jjob, you're getting rid

of your wreckers, you've got a new spirit of co-operation "
(For the Prime Minister's further elaboration of Government
intentions towards BL, see below: 'Government Policy' .

Notable on the labour relations front have been:

the vote on 20th February 1980 by 10 to 1 Longbridge workers
against striking over the dismissal of Mr. Derek Robinson,
Commur.ist shop steward.

the unilateral imposition, in spite of the TGWU giving official
backing to those refusing to accept it, of a 5 to 10 per cent
pay increase in March 1980.
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the acceptance of the latest 6.8 per cent pay offer after a
majority of factory meetings voted against disruptive action.

the return to work on 4th January 1981 of 1,500 Metro workers
striking over the dismissal of eight of their colleagues
(including four shop stewards) after a riot at Longbridge.

above all, the dramatic fall in the number of working days lost
though industrial action (This is, of course, it should be
noted, .a not entirely unigue or unexpected occurence during

a deep recession).

Man hours lost through internal disputes were as follows:

1977 1978 1979 13880

Man hours lost
(millions) 14.8 10.0 13.5% 3.5

* Includes 8.7 million hours lost as a result of the CSEU dispute.

The 1981 Corporate Plan . (see Bl's Memorandum - available in the
Vote Qffice)

The 1981 BL Corporate Plan is a development of the approach in the
other plans brought farward by Sir Michael Edwardes. The principal
difference 1s that it envisages very heavy funding by Government
over the next two years. It aims at profitability for BL 'in

a five to ten year period'. It seeks a return on assets of

15 per cert in a similar period. It assumes that the UK's
competitiveness - principally price competitiveness - will continue
to deteriorate in 1981 and not return to the 1980 level within

five years. 1Inflation is expected to remain significantly higher
than in BL's major competitor countries, bar Italy. A fzll in

the trade-weighted exchange rate is predicted from 75 in 1980

to 65 by 1985,

BL wanted the following sums from the Government:
£ million

O S o R o)
TSR RamE e e ey
1983-4)

1984-5)" 150

The disposal of 'major non-mainstream interests' over the period
of the plan shouldreach £70 million.

BL strategy is based on two important principles - decentralisation
and collaboration - which Sir Keith Joseph explained to the
House of Commons on 26th January 1981 in his statement on BL:

"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 operating units.




The intention of the board, as stated in the plan, is to

draw these operating units intec four distinct businesses

to enable management to concentrate on well-defined product
groupings. These businesses are BL cars, Land Rover,

Unipart and the Leyland Group. As the structure evolves

so the progress of each business will be separately monitored,

"The board is meanwhile 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

en important part of its strategy for recovery and reducing

and eventually removing dependence on Government support.

‘This might take the form of collaboraticns on components

or on particular parts of the business; but the board would
also welcome, end actively seeks, a relationship of a more
comprehensive kind which might grow out of such collaberation'"

(Hansard, 26th January 1981, Col. 637).

Within the main product groups of BL the following developments
are envisaged:

BL Cars: The Triumph Acclaim (formerly Honda 'Bounty') - the
first result of BL's willingness to collaborate, is due to be
launched in the last part of 1981. The first of the LC1l0 medium-
range vehicles - known as the LM10 - is due for launch in about
two years time. Improvements to the Princess, Rover and Jaguar
saloons and a convertible Jaguar XJS are planned. £930 million
investment in total.

Land Rover: Stage II of the investment programme will go ahead -
increasing capacity. £200 million total investment.

Leyland Group: (See 1980 developments above). Also plans for
engines, gearboxes and axles are being developed in collaboration
with other manufacturers. .£430 million investment.

Unipart: Planned expansion through specialised franchises and
Joint ventures overseas.

BL Technology: Further work on R&D above all the 'economy vehicle
programme' .

The Government's Policyv

The Government recognises that the provision of funds on anything
like the scale requested by BL has significant implications for
the profitable areas of the economy. Sir Keith acknowledged this,.
answering questions after his statement.

"The Government have to obtain the money that they spend

: from taxing, berrowing or printing . . . certainly
public spending of this order has an implication for the
dispesable income of the private sector, through which

wages and taxable spending flow, and for the private citizen."
(Hansard, 26th January 1981, Col. 638)
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The Government has, however, approved the Corporate Plan and will
provide £620 million in 1981-2 and £370 million in 1982-3. A number
of factors bear on this decision. Though it is possible to dispute
the number of jobs dependant upon BL's survival - a figure which

is certainly much less than the 1 million claimed by the Opposition
- it remains true that in a recession it would be difficult to
imagine alternative sources of economic activity and jobs quickly
taking the place of a liquidated BL. The Prime Minister in her
'Week-end World' interview (see also supra) noted that many firms
in the motor car component industry supplied BL. However,

Mrs. Thatcher continued: BT

"I do not think that at this moment we could have cut it off,
ybut I disagree that we need to keep it going by government
in perpetuity. It is being kept going so 1t can become
very, very much nearer to complete effiency, so that parts
of it or the whole can be sold off, or we can get someone
else to collaborate with the British Government and become
perhaps 51 per cent owned . . . I never want to take on
another British Leyland, we shouldn't be in it at all, but
now we're in it we have to choose the time, and we have

to back Michael Edwardes' judgement. He's the manager,

I am not the manager."

Although Government - and the tax-payer - are thus inevitably
involved in BL as a result of the Labour Government's acquisition
of the company, Sir Keith Joseph has made it quite clear that he
does not wish to interfere in the decisions proper to BL's management.
The Government has, therefore, while deciding to transfer control
over BL from the NEB to. the Secretary of State for Industry when

the Industry Bill becomes law (reflecting the wishes of the NEB

and BL) in order to eliminate unnecessary complication in monitoring
its activities, provided the two sizeable sums Sir Michael requested
without involving itself in the direction of BL's strategy.

However, the Secretary of State has received a public letter from
Sir Michael Edwardes, dated 26th January 1981, which recognises
that the fate of BL is essentially in the hands of its management
and work-force - not guaranteed by state funding. The letter's
relevant paragraphs read as follows:

"Government approval of cur Plan and funding request would
not change this situation, because it is our own performance
in the external competitive envircnmentwhich fundamentally
determines whether or not the business can survive. Dealers
and customers would simply walk away from the company if
there were a major strike. Moreover, they would desert

us more gradually, but no less surely, if we allowed our
costs to rise to uncompetitive levels - or indeed if it
seemed to them that the necessary funds would not be sought
from Government.

"Circumstances may arise in which, through a substantial
deviation in performance or an appreciable departure from

the assumptions underlying it, the Corporate Plan is clearly
not being achievecd and it appears impossible to bring about
recovery within the timescale envisaged. This could arise
for external or internal reasons; an example would be a major
strike which damaged or appeared certain to damage any
substantial sectar of the business. In such circumstances
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""the Board would, in acccrdance with section 1 of the Plan,
very quickly initiate a review (in consultation with the
Government) cof the Plan of the relevant business group, with
consequent implications for continued Government funding."

The Government made it clear at the time of tre Second Reading of
the Industry Bill in December last year that the token £1 million
increase in the NEB's financial limit for which the Bill makes
provision, would be amended when the Government had concluded

its consideration of BL's corporate plan and had made its decision
upon the financing of future investment. It is against the
background outlined above that that decision has now been taken.
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

29 January 1981

Peter Mason, Esq.,

Private Secretary to the Minister of State
Department of Industry

Ashdown House

123 Victoria Street

LONDON SW1 12

9,

Peen (i :
BL : FINANCIAL LIMIT

The Chaﬁcellar has seen Mr. Tebbit's letter ofl%?fﬂ/,
January.

He recognises that the Government's decision to go for
two-year funding for BL means that the initial tranche
for BL is bound to be very large and to cover the bulk of
the funding envisaged. Since it must cover all the
private borrowing as well as the £990 million of public
dividend capital, he accepts the upper 1dmitE o fe sl 4B
million Mr. Tebbit proposed. :

As for a second tranche, the objective is that the
Government should divest itself of the BL shareholding as
soon as possible. But the Chancellor recognises that
there must be some statutory headroom to cover the
remaining years of the Plan, and £350 million is broadly
in line with the funding envisaged for the last three '
years of the Plan. He shares Mr. Tebbit's hope that if
the second tranche proves to be needed at all the main
call on it will be private borrowing.

On procedure he is content that Mr. Tebbit should go
ahead as he proposed.

ThlS approach to the financial limit has the merit of
treating BL and Rolls Royge in the same way in the Industry
By LS

I am sending copies of this letter to the Private Secretaries
to the Prime Minister, the Chancellor of the Duchy, Members
of E Committee and Sir Robert Armstrong.

jruﬁscunkwda
,)6 [wn .W;. r‘\-t
A.J. WIGGINS




10 DOWNING STREET

From the Private Secretary 29 January 1981

BL: Financial Limit

The Prime Minister had a word with the
Chancellor of the Exchequer this morning
about Mr. Tebbit's letters of 27 and 28
January. This is to confirm that the Prime
Minister reluctantly agrees that, if it is
really necessary to increase the financial
limit for BL by £1,780 million if further
primary legislation is to be avoided in 1983,
then that is the course that should be followed
in the Industry Bill.

I am sending a copy of this letter to
Peter Mason (Department of Industry) and David
Wright (Cabinet Office).

I. P. LANKESTER

John Wiggins, Esq.,
H.M. Treasury.

CCNFIDENTIAL
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 /691

SWITCHBOARD 01-212 7676
From the

Minister of State

2 f January ’I9'8_’l

}h\n\nh:‘:t\’ -
The Rt Hon Sir Geoffrey Howe MP QC AR S o
Chancellor of the Exchequer T F“”“';I ;ﬁ . bu;t;ﬁv“
HM Treasury s 1, oo i s
Parliament Street bz o JP

London SW "}ﬂ” Eﬁf
W' f"c i O
[

D Geefpey, e

BL: FINANCIAL LIMIT Pt

I understand that you have not yet taken a view on my letter

of 27 January about the financial limits for BL to be’
incorporated in the Industry Bill. As you know, it is essential
that a reference to the Report Stage should be included in the
Business Statement tomorrow (29 January) if we are to stick to
our present timetable.

2 It occurs to me that an additional factor we need to bear

in mind is the political difficulty of not making legislative
provision for more than two years now. New primary legislation
in early 1983% would be within about a year of the last possible
date for a General Election.

3 I do not think that providing for BL's financing requirements
beyond the two years carries the necessary implication that we
will providé rurther Government finance: the financing limit
relates to the total external financing requirements of companies
owned by the Secretary of State and might in principle,therefore,
relate entirely to private sector finance.

4 Moreover, the proposed provision allows for a break-point at
the end of two years with extension beyond that subject to
affirmative resolution. So the Parliesmentary interest is fully
protected.

5 In view of the political aspect I am copying this letter to
the Prime Minister in case she has any views on it in relation to
the timing of a General Election. My own view is that on balance
it would be best to go for the larger sum, avoiding the need of
further embarrassing legislatiohi whilst making it clear that this
in no way presumes that further Government money will be provided.

——
’(//\ NORMAN TEBBIT

CONFIDEN
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE o1-212 /697
SWITCHBOARD 01-212 7676
Minister of State

Norman Tebbit MP

The Rt Hon Sir Geoffrey Howe MP QC

Chancellor of the Exchequer

HM Treasury

Parliament Street

London ©SW1 27 “January 1981

LD Geefey,

BL: FINANCIAL LIMIT

You will recall that, following discussions in Legislation
Committee, it was agreed that the Industry Bill should be
published with only a token increase of £1 million for BL,
so as not to prejudice our decisions on BL's Corporate

Plan. An amendment would be tabled at Report Stage to allow
for the appropriate increase.

Now that we have reached agreement in E Committee on BL's
Corporate Plan, we need to agree a figure for this agreement,
so that it can be tabled and taken at Report Stage in the
week beginning 2 February. I should therefore be grateful
for your agreement to my proposed increase for BL's share of
the financial limit from the current level of £1500 million
(within the NEB's total of £2250 million) to £3250 millionk
This would bring the aggregate limit in the Bill to £6000
million.

I also propose, in accordance with what we intend for Rolls
Royce, to provide for staging of the BL limit. Thus, an
increase of up to £1400 million will be available for the

first stage, and the second stage will provide a further

£250 million. I should emphasise that these figures cover BL's
borrowing from the private sector not only in the next two
years, but in subsequent years as well.
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I have considered carefully whether we might have a legislative
limit for two years only, with new primary legislation in 1982-83.
I think that the best course is to confine the first stage to

two years, which would cover the vast bulk of the funding requirement,
both public and private. The second tranche of £350 million
would provide some limited margin, particularly for private
finance after 1982-8%. It would also ensure that the Bill is
treating BL and Rolls Royce in the same way for the purposes of
the Bill. This should limit the scope for questions on our
long-term intentions towards BL at the Report Stage of the
Industry Bill.

To maintain progress towards our target of Royal Assent for the
Bill by mid-Marcn, we need Report Stage of the Industry Bill
early in the week of 2 February. The timing of the Report

Stage of the Indastry Bill needs to be referred to in the
Business Statement on 29 January. I should therefore be grateful
for your agreement to what I propose not later than the morning
of 29 January.

I am sending copies of this letter to the Prime Minister, to
Francis Pym, members of E Committee and to Sir Robert Armstrong.

NORMAN TEBBIT
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From the Private Secretary e 26 January 1981

o

I enclose the final version of your
Secretary of State's Statement on BL for

this afternoon as approved by the Prime
Minister.

I am sending copies of this letter and
enclosure to Private Secretaries to members
of E Committee, the Chancellor of the Duchy,
Lord Gowrie, the Chief Whips in both Houses,
David Wright (Cabinet Office) and Gerry Spence

(CPRS) .

lan Ellison, Esq.,
Department of Industry.
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REVISED DRAFT STATEIENT ON BL'S CORPORATE PILAN

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

BL 1981 Corporate Plan,

I am making available in the Library of the House and in the Vote

Office a Report by BL on its recent performance and details of the

Corporate Plan.

The Plan contains BL's strategy for returning the company's

businesses to viability in the medium term., It 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 éssist the continuing programme‘of restructuring and
investment in new projects, including the new IC10 medium car

family. The Plan was submitted in four business sections, The

policy of the BL Board has been (and will continue to be ) to
de-centralise decision-making to the operating units. The

intention of the Board as stated in the Plan is to draw these operatin
units into four distinct businesses to enable management to concentratg
on well-defined product groupings. These businesses are BL Cars,

Iand Rover, Unipart and the Leyland Group. As the structure

evolves, so the progress of each business will be separately

monitored,

Contd.o .




CONFIDENTIAL Second Draft of 23 January 1981

meanwhile
Th'e Board is /exploring a variety of possible forms of collaboration,

and has written to the Government in the following terms:

"Mhe Board sees collaboration with other manufacturers
as an important part of its strategy for recovery and
for reducing and eventually removing dependence on
Government support. This might take the form of
collaborations on components?in particular parts of the
business; but the Board would also welcome, and actively

seeks, a relationship of a more comprehensive kind which

might grow out of such collaboration,"

The Government supports BL's intention of creating. viable
businesses and of attracting private capital into them. It has
approved the Plan and has agreed to fund the first two years of
the Plan (including the first phase of the IC10 programme) - that
is £620m in 1981/82 and £370m in 1982/83 - subject to regular
monitoring by the BL Board of progress in achieving the Plan.

The Government as shareholder will also be watching closely the

financial performance of the company.

The Chairman's letter to me of /26/January, which I am publishing

in full today in the Official Report and placing in the Vote Office,
also makes it clear how the Board will respond if the chances

of achieving the Plan's major objectives are appreciably reduced.

/He




He says that:

"Circumstances may arise in which, through a substantial
deviation in performance or an appreciable departure from

the assumptions underlying it, the Corporate Plan is clearly
not being achieved and it appears impossible to.bring about
recovery within the timescale envisaged. This could arise

for external or internal reasons; an example would be a

major strike which damaged or appeared certain to damage

any substantial sector of the business. In such circumstances
the Board would, in accordance with section 1 of the ﬁlan,
very quickly initiate a review (in consultation with the

Government) of the Plan of the relevant business group,

with consequent implications for continued Government funding.'

The Board and management have assured me that they will not hesitate
to take whatever difficult and fundamental decisions about the
future of the company are necessary if circumstances, inside or

outside BL, require it.
As I have already told the House, there will be an opportunity
for 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
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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 fromthe 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. Meanwhile the Government will discuas.ﬁith BL
matters arising from the change of ownership, in order to ensure

continuity of BL's financial arrangements.

The Government wishes the BL Board and the company's employees

well in their task.
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PRIVATE LETTER FROM SIR MICHAEL EDWARDES ON COLLABORATION

The Board undertakes to seek Government approval for the disposal

of any significant equity holding in any of BL's major subsidiaries.

If the Board at any time proposes to authorise collaborative

arrangements for any of the four main business groups which might
preclude either a comprehensive collaboration agreement with
another manufacturer for that group, or any other'arrangement
involving disposal, merger or substantial equity participation,
the Board would clear the principles of any such arrangements
with the Government before reaching a position from which it
might be difficult to withdraw. The Board emphasises that a
rapid response from the Government would be necessary to avoid

jeopardising desirable opportunities.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE o1-212 5301

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

ELé,January 1981

Tim Lankester Esq

Private Secretary to the
Prime Minister

10 Downing Street

London SWl
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BL STATEMENT

I enclose for information a copy of Michael Edwardes' letter
to my Secretary of State of today's date to which direct
reference is made in the statement. I am arranging for copies
of this letter to be published in the Official Report and
placed in the Vote Office in the House of Commons and the
Printed Paper Office in the House of Lords.

2 I am copying this letter and enclosure to the private
secretaries to the Earl of Gowrie, the Leader of the House,
and to the Whips in both Hbuses.

e

/ CATHERINE BELL
Private Secretary

CONFIDENTIAT
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The Board believes that BL's 1981 Corporate Plan offers -
subject to the risks and qualifications which are made
clear in the Plan - the best feasible prospect of bringing
about the recovery of the business.

As you know, recovery will take time, and during this period
the risks to the survival of whole sectiorns of the business
will remain considerable. While it should be possible for
the business to accommodate the normal trading fluctuations
within the framework of the Plan, the achievement of
competitive cost levels is essential to ensure our survival.
As we have made clear in recent weeks, even the success of

a particular new model such as Metro cannot allow us to relax
the strict discipline which has to be exercised on all aspects
of our cost structure.

Government approval of our Plan and funding request would not
change this situation, because it is our own performance in
the external competitive environment which fundamentally
determines whether or not the business can survive. Dealers
and customers would simply walk away from the company if there
were a major strike. Moreover, they would desert us more
gradually, but no less surely, if we allowed our costs to

rise to uncompetitive levels - or indeed if it seemed to them
that the necessary funds would not be sought from Government.

Continued




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

26th January 1981 ; Page 2.

Circumstances may arise in which, through a substantial
deviation in performance or an appreciable departure from
the assumptions underlying it, the Corporate Plan is clearly
not being achieved and it "appears impossible to bring*about
recovery within the timescale envisaged. This could arise
for external or internal reasons; an example would be a major
strike which damaged or appeared certain to damage any
substantial sector of the business. In such circumstances
the Board would, in accordance with section 1 of the Plan,
very quickly initiate a review (in consultation with the
Government) of the Plan of the relevant business group, with
consequent implications for continued Government funding.

The Board will, of course, be monitoring progress under the Plan
regularly in the normal course of its business and in the context
of the annual updating of the Plan towards the end of 1981.

In our recent discussions on the Corporate Plan, you also asked
me to confirm to you the views of the BL Board on the importance
of collaboration in our recovery strategy for each of our main
business groups. ;

The Board sees collaboration with other manufacturers as an
important part of its strategy for recovery and for reducing
and eventually removing dependence on Government support. This
might take the form of collaborations on major components or on
particular parts of the business; but the Board would also
welcome, and activély seeks, a relationship of a more
comprehensive kind which might well grow out of such
collaboration.

A
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FROM SIR MicHAEL EDWARDES 26th January 1981

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

123 Victoria Street,

London SW1.

Ltws Coets 82,

The Board believes that BL's 1981 Corporate Plan offers -
subject to the risks and qualifications which are made
clear in the Plan - the best feasible prospect of bringing
about the recovery of the business.

As you know, recovery will take time, and during this period
the risks to the survival of whole sections of the business
will remain considerable. While it should be possible for
the business to accommodate the normal trading fluctuations
within the framework of the Plan, the achievement of
competitive cost levels is essential to ensure our survival.
As we have made clear in recent weeks, even the success of

a particular new model such as Metro cannot allow us to relax
the strict discipline which has to be exercised on all aspects
of our cost structure.

Government approval of our Plan and funding request would not
change this situation, because it is our own performance in
the external competitive environment which fundamentally
determines whether or not the business can survive. Dealers
and customers would simply walk away from the company if there
were a major strike. Moreover, they would desert us more
gradually, but no less surely, if we allowed our costs to

rise to uncompetitive levels - or indeed if it seemed to them
that the necessary funds would not be sought from Government.

Continued




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

26th January 1981 Page 2.

Circumstances may arise in which, through a substantial
deviation in performance or an appreciable departure from
the assumptions underlying it, the Corporate Plan is clearly
not being achieved and it appears impossible to bring about
recovery within the timescale envisaged. This could arise
for external or internal reasons; an example would be a major
strike which damaged or appeared certain to damage any
substantial sector of the business. In such circumstances
the Board would, in accordance with section 1 of the Plan,
very tquickly initiate a review (in consultation with the
Government) of the Plan of the relevant business group, with
consequent implications for continued Government funding.

The Board will, of course, be monitoring progress under the Plan
regularly in the normal course of its business and in the context
of the annual updating of the Plan towards the end of 1981,

In our recent discussions on the Corporate Plan, you alsc asked
me to confirm to you the views of the BL Board on the importance
of collaboration in our recovery strategy for each of our main
business groups.

The Board sees collaboration with other manufacturers as an
important part of its strategy for recovery and for reducing

and eventually removing dependence on Government support. This
might take the form of collaborations on major components or on
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 such
collaboration.
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PRIME MINISTER

I have spoken to Tim about the BL statement.
He says that if the statement is unacceptable to you,

then he would need to know pretty soon. If you decide

that it is unacceptable, then the only way the statement
could be strengthened is if you agree to meet with

Sir Keith Joseph and Sir Michael Edwardes. As the
statement is to be made tomorrow, a meeting would have
to be arranged for tonight; therefore Tim would need

to begin setting up such a meeting quickly.

25 January 1981




CONFIDERTIAL

MR. LANKESTER
v

Following the Prime Minister's meeting on Friday evening,
Robin Mountfield and I have discussed at length with Sir Michael I\l_
Edwardes the changes she wished to incorporate in the draft 4
Statement to be made on Monday 26 January. I attach a re-typed
copy of the Statement and of the private letter on collaboration
incorporating the changes the Prime Minister sought.

With considerable difficulty I have persuaded Sir Michael
to accept all these changes except those in the extract (on page 3
of the Statement) from the letter he is to send about the
circumstances in which his Board will review the Plan. On this
he takes the view (and his Board concurs):

a. That it is essential to leave an element of
discretion with the Board about what constitutes a
"substantial deviation in performance'. This is
indeed part of their essential responsibility as
managers of the company; and

b. That any such deviation must be judged to some
extent in relation to how far it prejudices the
achievement (current as well as eventual) of the Plan.

He has in mind, for example, that an adverse deviation in the
market share might be offset by a favourable one in realised price.
He has however agreed - with marked reluctance - to a formulation
of this extract (which I attach) which uses all the words the
Prime Minister sought, and none of those (e.g. about the Board's
opinion) to which she objected; but does so in a changed order.

It is true that this revised order does go some way to restore the
link between a substantial deviation in performance and the
achievement of the Plan. But it does this in the matter which is
relatively objective and which emphasises the current achievement

Jjof
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of the Plan not some ultimate and long delayed achievement.

In any event (as Edwardes acknowledges) the Government retains

the ability to conclude from its own monthly monitoring of BL that
performance is going badly wrong and to insist on the Board's
carrying out a review: but it would be as undesirable from the
Government's as from BL's point of view to stress this publicly
since it would detract from the Board's authority (for instance
with the unions) and put the Government in the front-line.

I have shown these texts to the Secretary of State for
Iﬂdustry and explained the above points to him. He has asked
me to say that he commends these wordings to the Prime Minister
as securing the essential objectives, and as going as far as it
is reasonable or judicious to press Edwardes. Edwardes has
emphasised that he has found it very difficult to accept several
of the points incorporated recently in the Statement and in the
letters he is asked to send; and that if further changes were
proposed he would need to see the Prime Minister himself to
discuss the position.

I am sending copies of this minute and attachments to
Sir Keith Joseph, Sir Robert Armstrong and Robin Ibbs.

R, Mt

lf PETER CAREY

n
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REVISED FORM OF QUOTATION FROM BL'S LETTER ON PAGE 3
(as acceptable to Sir Michael Edwardes)

"Circumstances may arise in which, through a substantial deviation
in performance or an appreciable departure from the assumptions
underlying it, the Corporate Plan is clearly not being achieved ﬁ‘~_&\

and it appears impossible to bring about recovery within the ;’ca“hnm

timescale envisageq& This could arise for external or internali\ PV VN

R

reasons; an example would be a major strike which damaged or
appeared certain to damage any substantial sector of the
business. In such circumstances the Board would, in accordance
with section 1 of the Plan, very quickly initiate a review

(in consultation with the Government) of the Plan of the relevant
business group, with consequent implications for continued
Government funding."
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CONFIDENTIAL Second Draft of 23 January 1981

@

REVISED DRAFT STATEMENT ON BL'S CORPORATE PLAN

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

BL 1981 Corporate Plan,

I am making available in the Library of the House and in the Vote
Office a Report by BL on its recent performance and details of the

Corporate Plan.

The Plan contains BL's strategy for returning the company's

businesses to viability in the medium term. It 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 IC10 medium car

family. The Plan was submitted in four business sections. The

policy of the BL Board has been (and will continue to be ) to
de-centralise decision-making to the operating units. The

intention of the Board as stated in the Plan is to draw these operating
units into four distinct businesses to enable management to concentrate
on well-defined product groupings. These businesses are BL Cars,

Iand Rover, Unipart and the Leyland Group. As the structure

evolves, so the progress of each business will be separately

monitored.

Contd.e..
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meanwhile
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 an important part of its strategy for recovery and
for reducing and eventually removing dependence on
Government support. This might take the form of
collaborations on components?Zn particular parts of the
business; but the Board would also welcome, and actively

seeks, a relationship of a more comprehensive kind which

might grow out of such collaboration."

The Government supports BL's intention of creating viable
businesses and of attracting private capital into them. It has

approved the Plan and has agreed to fund the first two years of

the Plan (including the first phase of the IC10 programme) - that

is £620m in 1981/82 and £370m in 1982/83 - subject to regular
monitoring by the BL Board of progress in achieving the Plan.
The Government as shareholder will also be watching closely the

financial performance of the company.

The Chairman's letter to me of /26/January, which I am publishing
in full today in the Offical Report and placing in the Vote Office,
also makes it clear how the Board will respond if the chances

of achieving the Plan's major objectives are appreciably reduced.

/He




CONFIDENTIAL Second Draft of 23 January 1981

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 substantial deviation in performance or any

appreciable departure from the assumptions underlying

the Plan, whether relating to internal or external
factors, would very quickly cause the Board to initiate
such a review of the Plan of the relevant business group,
with consequent implications for continued Government
funding of the business. This could arise for example
if there were a major strike which damaged or appeared

certain to damage any substantial sector of the business."

The Board and management have assured me that they will not hesitate
to take whatever difficult and fundamental decisions about the
future of the company are necessary if circumstances, inside or

outside BL, require it.

As I have already told the House, there will be an opportunity
for full debate in the context of the amendment to the NEB's

financial 1limit in respect of BL in the Industry Bill which I

/shall
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shall table for consideration at Report Stage. Clearance from
the European Commission will be needed for the Government's

funding.

1Finally, it is the Government's intention that the shareholding
in BL should be transferred fromthe 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. Meanwhile the Government will discuss with BL

matters arising from the change of ownership, in order to ensure

continuity of BL's financial arrangements,

The Government wishes the BL Board and the company's employees

well in their task.




CONFIDENTIAL

PRIVATE LETTER FROM SIR MICHAEL EDWARDES ON COLLABORATION

The Board undertakes to seek Government approval for the disposal
of any significant equity holding in any of BL's major subsidiaries.
If the Board at any time proposes to authorise collaborative
arrangements for any of the four main business groups which might
preclude either a comprehensive collaboration agreement with
another manufacturer for that group, or any other arrangement
involving disposal, merger or substantial equity participation,

the Board would clear the principles of any such arrangements

with the Government before reaching a position from which it

might be difficult to withdraw. The Board emphasises that a

rapid response from the Government would be necessary to avoid

jeopardising desirable opportunities.
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INTRODUCTION

1 In December 1979, staff of the National Enterprise Board
(NEB) produced a Report for Parliament entitled "BL Ltd -
Performance in 1979 and the 1980 Corporate Plan and Budget".

This present document, which has heen prepared by BL, is intended
to fulfil the same function in respect of the company's
performance in 1980 and the 1981 Corporate Plan. In preparing
this Report, BL have paid great attention to reviewing
performance and describing the 1981 Corporate Plan objectively.

2 ' Several factors affecting BL's 1979 performance resulted in
their 1979 Plan being no longer achievable:

the strengthening of sterling, affecting margins
and sales, not only on exports but also in the UK
because of the extra strength this gave to
importers;

a drop in BL's UK market share for both cars and
trucks, partly due to the strength of importers;

the deteriorating economic outlook for the world
as a whole.

3 In producing their 1980 Corporate Plan, the company
undertook a reappraisal of the business. The Plan submitted to
the NEB in the Autumn of 1979 set out a major programme of
restructuring, involving plant closures and reductions in the
workforce, as well as investments in new models and facilities.
The company's objectives were to:

continue investments essential to BL's future,

reduce fixed costs by closing factories and by
trimming expenses,

reduce inventory levels,

reach competitive standards in all respects.

4 Associated with the 1980 Corporate Plan was a request for
Government funding of £297m in 1980. BL also envisaged a need
for a further £133m between 1981 and 1983. After giving careful
consideration to the Plan, the Government agreed to make
available to BL up to £300m in the financial year 1980/81. This
was to be in the form of an immediate injection of £150m of
equity finance together with the provision of a credit line
facility of up to a further £150m, also in equity form, to be
drawn on by the company on evidence of need. At the same time,




Government loans to the company in previous years, amounting to
£150m, were to be converted to equity. The Government also
expected BL to contribute to their funding needs from internal
sources including the disposal of assets where this made
commercial sense.

5 The Government's decision took account of

Sir Michael Edwardes' letter of 19 December 1979 to the Secretary
of State for Industry assuring him that, if the Government
decided to support the Plan, the Board and management would
pursue it with the utmost vigour. However, Sir Michael's letter
also said that, if there were a significant shortfall in cash
flow, whether due to major disruptions through internal or
external strikes, or to delays in any of BL's programmes for
investment and launch of new products, restructuring and
redundancies or for improving productivity and working practices,
or ‘to any other cause internal or external, the Board would
abandon the Plan. In the event, BL have remained within the
Government funding available to them in 1980, by taking action to
achieve economies over and above those envisaged in the Plan, in
order to offset shortfalls in sales and the worse economic
climate.




PERFORMANCE IN 1980

FINANCIAL INDICATORS

Profits

6 The table below compares Profits (Losses) before Interest
and Tax, and Losses after Extraordinary Items, for the first half
of 1980 with those for the full years 1978 and 1979.

Full year Full year First half
PROFITS 1978 1979 1980
£m £m £m

(LOéS)/lS?S profit BEFORE INTEREST s (462} (93.4)
AND TAX - before exceptional manpower
reductions

* Exceptional manpower reductions 10.0

Interest payable less receivable 66.0

Taxation charge 6.3

Minority interests 2.1 3.0
** Extraordinary items 24,7 130 )

(LOSS) AFTER EXTRAORDINARY ITEMS (37.7) (144.5) (181.5)

* Exceptional manpower reductions refers to costs incurred in
reducing manpower in those plants which continue in
operation.

Extraordinary items are mainly the costs of closure of
plants or companies where operations are being
discontinued.

71 Profits in the first half of 1980 were affected by a loss in
UK market share and a decline in export sales volume. A major
factor, affecting not only BL but manufacturing industry
generally, has been a deterioration in UK competitiveness.
The strength of sterling has not only reduced export volumes and
profits but has also served to make the UK an even more
attractive and increasingly profitable market for imports.

In 1980, this has led to intense competition in the domestic
market, requiring BL to increase their marketing action and
costs. Since at present about 95% of all materials bought by BL
(and this material accounts for over half BL's costs) is bought
in the UK, the company has not been able to offset the effect of
the strong pound on export revenues by benefitting from
consequently lower imported material and component costs. The
effect of deteriorating competitiveness was serious in the first

hal%hof the year and became even more severe in the second six
months.




8 BL's 1980 Corporate Plan assumed an average value of
the pound of $2.15 in 1979 and $2.10 in 1980. These assumptions
were in line with various published forecasts. In fact in
November 1979 the pound had dropped to $2.13 from a peak of
$2.26 in July 1979. This decline was reversed during 1980,

when the pound averaged $2.33.

9 Similar movements occurred in the trade weighted index. The
1980 Plan assumed an average index of 69 for the pound in both
1979 and 1980. In practice the pound declined slightly in the
second half of 1979 resulting in an average for the year of 68
and rose in 1980 to a peak of 80, resulting in an average for the
year of 75. The effect of these changes, and UK price inflation
relative to other countries, has been a decline in UK
competitiveness of 13% in 1979 compared with 1978, and 17% in
1980 compared with 1979. Against Japan the figures are even more
dramatic - 26% in 1979 and 24% in 1980. (The 1980 figures are
based on BL's forecasts for the full year).

Sales Revenue

10 Sales revenue suffered from lower-than-planned sales volumes
in both the UK and export markets.

Full year Full year First half
SALES REVENUE 1978 1979 1980
£m £m £m

UK 1715 1759 841
Overseas 1358 1231 580
Total 3073 2990 1421
of which direct exports from UK 910 865 450

UK sales dropped 18% compared to the first half of 1979 and
overseas sales 9%. 1In the same period the effective exchange
rate of the pound increased by 11%.

Capital Expenditure

0 Capital expenditure was £121m for the half year, compared
with £109m for the same period in 1979. The full year figure is
likely to be below the Plan level of £330m but above 1978/1979
figures of £233m and £259m respectively. This is because, in
order to conserve cash, BL have deferred capital expenditure and
made savings wherever this was possible, without jeopardising the
programmes which are crucial to the company's recovery.




12 During 1980, the NEB, and, where this was required, the
Secretary of State, approved a number of capital expenditure
programmes. The most important were for a new Jaguar engine and
an expansion plan for Ashok Leyland, India. The BL Board
approved the first stage of the medium car (LC10) programme, and
submitted this to the Secretary of State for Industry.

Funding

13 As noted in paragraph 4, in approving the 1980 Plan the
Government made available £300m of new funds to BL in 1980. In
spite of the adverse economic circumstances BL were able to
contain their drawings to this amount.

PHYSICAL INDICATORS

Product and Facility Actions

14 The most encouraging feature of 1980 has been the bringing
on stream of new models and facilities.

15 The following major new products have been launched.
Morris Ital
TR7 convertible
Metro
T45 Roadtrain truck - further versions
B45 Double Deck bus - Olympian

T43 Landtrain truck - further versions

16 Largely in association with new products, new manufacturing
and technical facilities are coming on stream. These include:

new body plant and improved vehicle assembly and
engine production facilities at Longbridge,
including those for the Metro,




new paint plant and refurbished body facilities
for the BL/Honda 'Bounty' programme at Cowley,
Oxford,

new assembly hall, test track and technical
centre for Leyland Vehicles at Leyland,
Lancashire,

new test track and test facilities for cars at
Gaydon, Warwickshire, the new headquarters of BL
Technology,

new Land Rover engine plant and Range Rover
assembly plant at Solihull.

147, The company's restructuring, which was the cornerstone of
the 1980 Plan, was aimed at increasing efficiency and thus
competitiveness. This has involved the closure of some
facilities, stopping some products and the reorganisation of
parts of the business. The main actions have been:

4 the Park Royal bus plant has been closed and
Titan production is being transferred to
Workington,

the Albion plant is being reorganised to
specialise in axle production: assembly of
Albion trucks has been transferred to Bathgate,

vehicle assembly operations have ceased at

Canley - TR7 has been transferred to Solihull and
production of Dolomite and Spitfire has ceased,
production of MGs at Abingdon has ceased,
production of Rover car bodies has been

transferred from Castle Bromwich to Cowley, and
parts of Castle Bromwich have been closed.

Market Share and Sales Volumes

18 1980 began with low market shares in the UK for both cars
and trucks, and reductions in most export markets including
Europe. The car market share in January was only 15% and it
remained below the average for 1979 in every month up to
September except March, which saw the culmination of a sales
campaign. However the launch of the Metro in October brought an
improvement in BL's car market share to 22.2%, with the Metro
taking 4.5% although it was only on sale for part of the month.
The recovery continued in November, with Metro at 7.5% and total
BL Cars at 21.9%, and in December, with Metro at 10.5% and total
BL Cars at 22.2%., Although Metro cannot be expected to hold
10.5%, it will continue to make an important contribution to
market share.




19 Although Leyland Vehicles sales included the T45 Roadtrain,
this was initially available in only one top=-weight version which
competed in a small sector of the market. Nevertheless Leyland
Vehicles share of the truck market improved in the second half of
the year, compared with the first half, and can be expected to
improve further as additional versions of the T45 become
available.

UK MARKET SHARE % 1980

1st Half 2nd half Total

BL Cars : 17.9 18.7 18,2

Imported Cars 56.7

Leyland Vehicles 153

Imported Trucks

20 The UK car and the UK truck markets fell compared with
1979 - the car market by 12% and the truck market by 23%. This
has been a bigger cause of the drop in sales volumes than BL's
smaller share of the car market.

21 There have been sales successes in addition to the improved UK
market share for both cars and trucks in the second half of 1980.
For example, vehicle sales in South Africa and India have

improved compared with 1979, as have worldwide sales of Land
Rover, despite increased competition. This reflects the

increased availability of this model.

WORLD SALES VOLUMES ('000)

BL, Cars

Land Rover

BL Commercial Vehicles
Other and Consolidation
Total company

* Estimate




Industrial Relations

22 The table below compares hours lost through disputes and
vehicles lost through strikes in 1980 with those in 1977, 1978
and 1979.

DISPUTES 1077 1978 1979 1980

Man-hours lost through

disputes (millions)

- internal 14.8 10.0 g 5E
- external 12.2 0.5 13

- total 27.0 10.5 14.8

Man-hours lost as a
percentage of available
time (%)

Vehicles lost through

strikes (000)

- internal 192.9 18] 5= 0
- external 58.6 13.4 10.8

Stoppages of one
hour or more (internal) 582 584 548

* jncludes 8.7 million hours lost as a result of the CSEU
dispute

23 There has been a continuing improvement in the dispute
record. In 1979 the CSEU dispute accounted for 8.7 million man-
hours lost. Without this, man-hours lost would have been only
6.1 million or 2.1% of available time. Man hours lost in 1980
amounted to only 1.4% of available time. Excluding the CSEU
strike each year since 1977 has been an improvement over the one
before.

24 In Leyland Vehicles the 1979 pay round negotiations were
successfully concluded on a plant by plant basis but followed a
broadly similar pattern. Basic rates were increased by an
average of 7.5%. Incentive schemes, based on improvements in
performance, were amended to provide a potential additional
earnings capability of approximately 14% of basic earnings.

25 Although the ballot of BL's workforce in October 1979 showed
a large majority in favour of the company's proposed recovery
plan, it proved impossible to negotiate agreement with BL Cars
hourly paid workers on the reforms of working practices, the
increase in basic wages (5% to semi-skilled and 10% to skilled)
and the productivity bonus scheme, which were an integral part of
the recovery plan. After five months of negotiation the company
decided to implement the package unilaterally. This caused a




strike on 9 April 1980. 1.1 million man-hours were lost before work
was resumed on 19 April. The new working practices were
implemented and have led to improved efficiency.

26 The company's 1980 pay round in BL Cars was successfully
concluded in November with a general increase in pay of 6.8%.
Although this offer was originally opposed by shop stewards and
notice of a strike was given, this notice was withdrawn and
settlement reached after further discussions.

27 ' The satisfactory pay settlement and the general acceptance

of new working practices have been achieved against a backecloth of
major work-force reductions and plant closures. g

28 BL Cars announced a programme of staff reductions amounting
to 4000 people, and over half of these left the company during
1980 under voluntary arrangements. Leyland Vehicles reduced
their staff by 500 in 1980, and anticipate a similar reduction in
1981. The changes in staff in 1980 are included in the total
manpower figures in the table below.

WORLDWIDE

MANPOWER ( '000) Dec 80%*

Deec 77 Dec 78 Dec 79

Total employees 198 187 169 141

Reduction in year il 18 28

* estimate

Productivity

29 BL's reduction in manpower has been undertaken in the light
not only of reduced sales volumes but also of historical
overmanning. This reduction is now permitting the majority of BL
Cars and Leyland Vehicles employees to earn a productivity bonus.

During 1980 employees in 25 out of 34
bonus ranging up to £10 a week in one
November 1980 employees in 11 plants,
hourly paid employees, earned a bonus
week. All Leyland Vehicles employees
during the year, the average being 7%

30
demand for cars and trucks.
combination of normal leavers,
redundancy, with a fall in BL Cars of
people. Even this, bhowever,
with the fall in demand.

Manpower

plants in BL Cars earned a
or more months. In
employing 60% of BL Cars
which averaged £2.40 a
earned a bonus at some time
of basic pay.

BL's productivity in 1980 was badly affected by falling

was reduced by a

voluntary and compulsory

23,600 and in LVL of 1,900

was not enough to help keep pace
Consequently it was necessary to

introduce short-time working in most plants.




31 A further factor affecting production in BL Cars was that
the work practice changes could not be introduced until May.
Nevertheless, after allowing for planned short time working, BL
Cars productivity was in accordance with the Plan.

BL. CARS PRODUCTIVITY 1979 1980 % change 1980
over 1979

Vehicles per man per year 5.2 5.0 -4%

Vehicles per man per year
(after allowing for planned 5.2
short time working)

These productivity figures include all BL Cars component
operations and are therefore not directly comparable with those
of other manufacturers.

32 Worldwide production for Cars, Land Rover and BL Commercial
Vehicles is shown below:

1980 :
PRODUCTION ( '000) 1979 1st half 2nd half Total

BL Cars 549.0 247.6 194.7 442.3
Land Rover 54.1 30.9 29.1 60.0
BL Commercial Vehicles 53.0 25.2 18.0 43.2
BL International 6.2 3.2 3.1 6.3

Less KD to Overseas Mfg (4.3) {Z5:30) (231 (4.6)

Total 658.0 304.6 242.6 547.2

The drop in production was due primarily to a fall in demand for
cars and trucks, and the need to control cash flow through
reductions in stocks of finished vehicles.

Disposals

33 The strategy of raising cash by means of disposals was
established in last year's Plan under the following
headings.

Divestment of those companies and manufacturing
divisions outside the mainstream activities.




Sale of property assets surplus to
requirements.

The 1980 Corporate Plan included £50m cash raised from
disposals, £19m in 1980 and £31m in 1981. Despite a
worsening economic climate, BL have more than met their 1980
objective. £25m has already been raised and firm offers
have been received worth a further £8m. In the present
economic and industrial climate companies are naturally
proving difficult to sell.




THE 1981 PLAN

THE APPROACH TO THE PLAN

35 BL's 1981 Corporate Plan maintains the same primary
objectives of survival and recovery as earlier Plans. The
company still aims to turn around those parts which are now
unprofitable so that in a five to ten year period the company
will achieve business results of a standard which will attract
external funds on normal commercial terms. In attaining this
standard , the company will seek to remain a major force in the
European automotive industry.

36 In quantified terms, the company aims to attain a return on
assets (PBIT) of not less than 15% in a five to ten year period.

37 In order to achieve these objectives, the company will
intensify its efforts to achieve improved performance standards
(eg productivity, fixed costs) and in response to a lower sales
base will further rationalise products and manufacturing
facilities. As a means of identifying more clearly the varying
requirements of each of the product companies, BL have prepared
their 1981 Plan in four main parts, covering the main businesses
of BL Cars, Leyland Group (commercial vehicles), Land Rover, and
Unipart (components).

THE ECONOMIC AND MOTOR INDUSTRY OUTLOOK

38 The economic environment in which the company has to operate
has deteriorated since the 1980 Plan was prepared, and there has
been a very large decline in UK competitiveness, as measured by
the sterling exchange rate and price inflation in the UK relative
to other countries. The outlook for the world and UK economies
are now forecast by BL to be much worse than they were seen to be
in 1979 when the 1980 Plan was prepared.

39 BL's 1981 Plan is based on the assumption that United Kingdom
competitiveness will deteriorate further in 1981, and not return
even to the 1980 level within the next five years. UK inflation




is expected to reduce from 1980 levels but to remain
significantly higher than in all the countries of BL's major
competitors except Italy. The trade-weighted exchange rate is
assumed to fall from its average of 75 in 1980 (and its present
level of 80) to an average of 74 in 1981 (compared with 67 in the
same year in the 1980 Plan) and to 65 by 1985.

40 BL's financial performance is very dependent on the actual
value of the pound compared to the Plan assumptions. The Plan
is designed to counter this risk as far as possible, but the
strong pound is the main reason for the deterioration in future
cashflow compared with the 1980 Plan projection and for the
consequent need to ask for Government funding additional to that
in the 1980 Plan.

41 On the outlook for the motor industry, the Plan forecasts

that the demand for vehicles in all major world markets will be
lower than the forecasts used in earlier Plans. This not only

means direct reductions in demand, but that competition between
manufacturers will become even more intense.

FUNDING

42 BL's request for Government funding amounts to £990m over
the next two Government financial years and the plan indicates a
need for a further £150m thereafter. The phasing of this is as
follows:

£m
1981-82 : 620
1982-83 370

1983-84)
150

)
1984-85)

In addition, BL will continue to look to private sector sources
for loans to supplement this equity funding.

43 The Plan involves considerable extraordinary and

exceptional expenditure totalling £320m. Most of this will occur
in the early part of the Plan period to cover restructuring -
including the redundancy programme and factory closures.

PROFITABILITY

44 The Plan envisages diminished losses for BL as a whole in
1981 and 1982, and a return to profitability thereafter. Land




Rover and Unipart are projected to remain profitable throughout
the period. BL Cars, owing to the extreme competitive

pressure in the UK and in export markets, is expected to make
substantial losses in 1981 and 1982 but to become profitable
within five years. The Leyland Group results show a loss in 1981
and a modest profit thereafter.

NDISPOSALS

45 The 1981 Plan continues the policy identified in the 1980
Plan of the disposal of major non-mainstream interests.
Estimated proceeds over the period of the Plan are £70m. Given
thé current economic circumstances, this sum will be spread over
the next three years. The increase is mainly accounted for by
the identification of further assets for disposal.

PRODUCT AND FACILITY PLANS

46 In broad terms the approach to product and facility plans
is to:

further rationalise and simplify the product
range to match the scale of the business, and to
obtain competitive economies of scale for each
model /component family,

further rationalise manufacturing facilities,
improve and simplify the flow of
materials/parts/components between plants and
maximise capacity utilisation.

BL Cars

47 Following the successful launch of the Metro, attention is
now being concentrated on the Triumph Acclaim (the Bounty
programme) which is due for launch in the fourth quarter of 1981
and on the development of a new family of medium-sized vehicles
(LC10), of which the first (LM10) is due for launch in about two
years time. There will also be improvements to the Princess,
Rover and Jaguar saloons, and a convertible version of Jaguar
XJS. In order to reach competitive economies of scale, plans for
engines and gearboxes are being discussed in collaboration with
other manufacturers. These planned actions, and others which will
occur in later years, will renew the BL product range. The
programme of regular improvements and replacements will ensure
that it remains fully competitive.




Land Rover

48 The £200m investment programme approved for Land Rover in
1979 continues with Stage II, involving further capacity
expansion and product development.

49 The first part of this expansion scheme is now coming on
stream, at a time when there is a recession in the market.
Although it has not been possible fully to utilise the new
capacity immediately, it has enabled more vehicles to be produced
and sold. Substantial improvements in productivity have also
been secured. Thus Land Rover, which is profitable even during
the recession, will be very well placed to take advantage of
increased demand when the recession ends.

Leyland Group

50 The intention is that the Leyland Group Plan will be
developed further in the first few months of 1981 to reflect the
new structure. The main actions planned so far include the
completion of the truck product replacement programme (T45 and
T43 families), relaunch of the Titan double deck bus at
Workington, launch of a new coach chassis and the development of
a rear-engined coach and a range of front-engined buses. Plans
for engines, gearboxes and axles are being developed in
collaboration with other manufacturers.

Unipart

51 Unipart is concerned with the manufacture and distribution
of car replacement parts and accessories for servicing BL and
other makers' vehicles, the manufacture of parts having high
aftermarket potential and the provision of components to BL and
other companies. Unipart is planning to expand its activities by
means of specialised franchises and joint ventures overseas. It
is profitable now and will he more so when the recession ends.

CAPITAL EXPENDITURE

52 Capital expenditure over the years 1981-85 is projected to
be £1650m, including £110m for expansion in India, which will be
financed locally. Of this total, some £930m is for BL Cars,
£200m for Land Rover, and £430m for the Leyland Group. In 1981
capital expenditure is forecast to be £335m.




'MANPOWER

53 Following the large-scale reductions in manpower of 1979 and
1980, manpower is forecast to drop further in 1981.

COSTS

54 BL must continually improve cost-competitiveness. Although
fixed costs have been reduced they need to be reduced further to
line up with competition. Moreover, the disadvantage of falling
UK competitiveness has to be countered. The Plan sets out the
measures which will have to be taken to reduce costs to
competitive levels:

rationalisation to match production to demand,
reductions in staff,
improvements in productivity,

control of purchased material prices to
internationally competitive levels,

greater economies of scale in purchased parts by
buying each part from a single source and
standardising where possible,

economy in use of utilities (fuel, rates and

transport) and resistance to price increases
where possible.

QUALITY AND RELIABILITY

55 Continued attention is being paid to improving further the
quality and reliability standards of BL products in order to
improve the appeal of the older products, and to establish from
launch the reliability of new models - as has been done with the
Metro. In particular, technical audits of new products will be
carried out by BL Technology staff at every stage of the design,
development and production of new models and components, and full
use will be made of the new test facilities. In addition,
investment will be made in new, uprated and improved product
engineering facilities.

. COLLABORATION

56 In 1980, BL have given high priority to finding partners for
various forms of collaboration and have had discussions with many
potential partners, exploring a wide range of collaborative




possibilities. An important feature of the 1981 Plan is the
continued emphasis placed on the potential importance of
collaborative deals - although it is also recognised that the
development of such deals is a slow and difficult business.
Collaboration can develop on several levels: on relatively minor
components, as a temporary feature to fill an immediate product
gap, or as a more long-term joint development of two or more
companies. BL are investigating all three possibilities.

57 The most extensive arrangement so far negotiated and
announced, with Honda, is for BL to produce the Triumph Acclaim
(codenamed Bounty) at Cowley. BL will have exclusive marketing
rights for this car in the European Community ("the Nine"); in
Greece, and in Spain and Portugal if they join the Community, BL
will be able to market the car in competition with Honda.

RESEARCH AND DEVELOPMENT

58 BL Technology was formed as a separate company in June
with the following objectives.

To provide test and development facilities and
services to the BL Cars companies, and to work
closely with the BL Cars and LVL companies in
support of their engineering programmes and
manufacturing technology reguirements.

To undertake technical audits of BL's products
components and of design, development and
manufacturing processes.

To develop, promote and monitor a long term
technological strategy for BL Ltd and to undertake
advanced engineering in new product and
manufacturing technologies.

59 The economy vehicle programme (ECV) is the cornerstone of
the BL Technology research and development programme, in that

it acts as the focus for several related technologies. The search
for reduced fuel consumption in cars involves research on
engines, alternative fuels, transmissions, aerodynamics, vehicle
weight and rolling resistance. The ECV programme can test the
inter-relationship of these factors, and in addition, ensure that
adequate account is taken of safety, refinement and cost/weight
standards. Two vehicles have been built as mobile test-beds and
others are planned. The lessons learnt from these experimental
vehicles will be incorporated in the development of future

cars and other vehicles.




60 In the Leyland Group, the Advanced Technology Department is
responsible for identifying, communicating and developing advances
in technology which will affect commercial vehicle business and
investment plans. It will bhe working in the following fields.

o Diesel engine technology

Vehicle electronics

Ride and handling

Vehicle weight reduction
Quiet commercial vehicles
Human factors

Electric vehicles
Transmissions
Transportation studies

Advanced manufacturing technology

61 This extensive programme of research and development for
both Cars and Commercial Vehicles, and the momentum which it is
now gathering, will provide the necessary high level of technical
support for the vital product and facility programmes of the four
BL Companies.

BL Ltd
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CONFIDENTIAL Second Draft of 23 January 1981

N(

hadys

REVISED DRAFT STATELENT ON BL'S CORPORATE PLAN

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

BL 1981 Corporate Plan,

I am making available in the Library of the House and in the Vote .
Office a Report by BL on its recent performance and details of the

-

Corporate Plan.

The Plan contains BL's strategy for returning the compéany's

businesses to viability in the medium term, It 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 éssist the continuing programme of restructuring and
investment in new projects, including the new IC10 medium car

family., The Plan was submitted in four business sections. The

policy of the BL Board has been (and will continue to be ) to
de-centralise decision-making to the operating units., The

intention of the Board as stated in the Plan is to draw these operating
units into four distinct busiﬁesses to enable management to concentrate
on well-defined product groupings. These businesses are BL Cars,

Iand Rover, Unipart and the Leyland Group. As the structure

evolves, so the progress of each business will be separately

monitored.

Contdl - e
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meanwhile
The Board is /exploring a variety of possible forms of collaboration,

and has written to the Government in the following terms:

"Mhe Board sees collaboration with other manufacturers
as an important part of its strategy for recovery and
for reducing and eventually removing dependence on
Government support. This might take the form of
collaborations on components?zn particular parts of the
business; but the Board would also welcome, and actively

seeks, a relationship of a more comprehensive kind which

might grow out of such collaboration."

The Government supports BL's intention of creating viable
businesses and of attracting private capital into them. It has
apﬁrovedthe Plan and has agreed to fund the first two years of
the Plan (including the first phase of the IC10 programme) - that
is £620m in 1981/82 and £370m in 1982/83 - subject to regular
monitoring by the BL Board of progress in achieving the Plan,

The Government és shareholder will also be watching closely the

financial performance of the company.

The Chairman's letter to me of /26/January, which I am publishing

in full today in the Offical Report and placing in the Vote Office,
also makes it clear how the Board will respond if the chances

of achieving the Plan's major objectives are appreciably reduced.




He says that:

"Circumstances may arise in which, through a substantial
deviation in performance or an appreciable departure from

the assumptions underlying it, the Corporate Plan is clearly

not being achieved and it appears impossible to bring about

recovery within the timescale envisaged. This could arise

for external or internal reasons; an example would be a

major strike which damaged or appeared certain to damage

any substantial sector of the business. In such circumstances
the Board would, in accordance with section 1 of the Plan,
very quickly initiate a review (in consultation with the
Government) of the Plan of the relevant busingss group,

with consequent implications for continued Government funding.'

The Board and management have assured me that they will not hesitate
to take whatever difficult and fundamental decisions about the
future of the company are necessary if circumstances, inside or

outside BL, require it.
As I have already told the House, there will be an opportunity
for 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
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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 transferredfromthe National Enterprise Board to
th; Secretary of State. This transfer will not, however, take
place until the Industry Bill now before Parliament receives
Royal Assent. Meanwhile the Government will discusé ﬁith BL
matters arising from the change of ownership, in order to ensure

continuity of BL's financial arrangements.

The Government wishes the BL Board and the company's employees

well in their task.
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PRIVATE LETTER FROM SIR MICHAEL EDWARDES ON COLLABORATION

The Board undertakes to seek Government approval for the disposal

of any significant equity holding in any of BL's major subsidiaries.

1T Fhe Board at any time proposes to authorise collaborative

- arrangements for any of the four main business groups which might
preclude either a comprehensive collaboration agreement with
another manufacturer for that group, or any other'arrangement
involving disposal, merger or substantial equity participation,
the Board would clear the principles of any such arrangements
with the Government before reaching a position from which it
might be difficult to withdraw., The Board emphasises that a
rapid response from the Government would be necessary to avoid’

jeopardising desirable opportunities.




PRIME MINISTER cc: Mr, Hoskyns
Mr. Wolfson

B.L. STATEMENT

I have been in touch with the Department of Industry, the
Policy Unit, the CPRS and the Treasury about your comments on
the draft statement.

The cerucial point about collaboration is that any particular
collaboration arrangement should not make it more difficult to
achieve a full-scale sale or merger. But it is extremely unlikely
that full-scale sale or merger can be achieved in one go: partial
collaboration arrangements will have to come first before a
potential buyer, at least in the case of volume cars, is prepared
to put in a major stake. This involves risks insofar as, once a
potential arrangement is entered into, the options for merger or
sale are narrowed. But these can at least be minimised by
ensuring that the Government first reviews and then has the final
say before any collaboration arrangement - which might have wider

implications - goes ahead.

Sir Keith and the Chancellor and everyone else closely con-
cerned believe that we must intensify the pressure on BL to move
towards merger/disposal, and that the statement should include
references to collaboration - even though the E minutes record you
as saying in your summing up that '"it might be better if neither
the statement nor the letter referred to the possibility (of
collaboration) at all'". But they all agree with you that the
question of what say the Government has in all this must be
strengthened. As you pointed out, giving the Government "an
opportunity to express its views'" is quite inadequate.

The use of the vague word ''collaboration', which can cover
anything from an exchange of know-how on some tiny component to a
major share disposal, is deliberate. We obviously want to leave
BL free to enter into minor, technical collaborations; but we also
want to indicate - without quite spelling it out - that BL is "for
sale".

/ I attach




I attach revised draft texts for your consideration. The key
point about Government consent for collaborations is covered in
the draft private letter from Edwardes at Annex B. We have also
dealt with your point that it is a platitude to say that disposal
of shares in BL requires Government consent. But they can, in law,
dispose of shares in subsidiaries; we have therefore kept consent
for such disposals in.

. As regards the statement, there are a number of minor drafting
changes - including one or two suggested by Mr. Pym. We have struck
out the paragraph which said that '"The Government also endorses
the Board's strategy of pursuing wide-ranging collaborations, for
each of the businesses'", and have slightly modified the other
draft letter from Edwardes - which is to be quoted - on possible
forms of collaboration.

Other points are:

1. You struck out the phrase 'regular monitoring by the Board'

on the grounds that the Government should do the monitoring. We
could just say 'regular monitoring''. But Edwardes apparently
attaches great importance to giving the impression that monitoring
will be done primarily by the Board; otherwise, he fears that the
unions will think that the Government are taking over responsibility
for ensuring that the plan is fulfilled (if that is possible). The
revised text keeps the words ''by the Board', but also includes a
sentence on Government monitoring.

2 You questioned the sentence on page 4 -"and the Government

will not stand in the way of decisions'. This is indeed a sweeping

assertion, and has been taken out.

3 Robin Ibbs wants the section in Edwardes' letter on deviation
from the Plan strengthened. His point is that a 'substantial
deviation in performance" should automatically trigger a review of
the Plan, and that it should not be left - as the present draft
implies - to the Board's judgement whether such a review should be

initiated. Edwardes is prickly about the precise wording here.

/ I think




I think Robin's point can be met by the addition of a single
comma after "performance" - which hopefully Edwardes will

accept.

23 January 1981
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Secretary of State for Industry

. 2% January 1981
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PrivatevYSecretary to the Prime Minister
10 Downing Street
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I attach a revised version of the draft
statement on BL which has been approved by my
Secretary of State. This includes as many as
pessible of the suggested amendments put
forward by the Prime Minister and by the
Chancellor of the Duchy. As you know, my
Secretary of State considers after careful
reflection that it is necessary to retain at
least some reference to collaboration.

Copies of this letter and the draft statement
o tg John Wiggins (Treasury) and Robin Birch
CDL).

¥300451u{/

\on

I K C ELLISON
Private Secretary
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DRAFT STATEMENT ON BL'S CORPORATE PLAN

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

1981 Corporate Plan.

As the House knows, the Government has recently been considering BL's

Corporate Plan which contains BL's strategy for returning the
company's business to viability in the medium term. The Plan
foresees a need for some £520m of additional Government equity in
1981/82, £370m in 1982/8%, and £150m over the two following years,
in order to assist the continuing programme of restructuring and
investment in new projects, including the new IC10 medium car family.
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 operating units. The intention of the Board
as stated in the Plan is to draw these operating units into four
distinct businesses to enable management to concentrate on
well-defined product groupings. These businesses are BL Cars, Land
Rover, Unipart and the Leyland Group. The formation of the Leyland
Group, which embraces trucks, tractors and busés, 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 am making available in the Library of the House and in the Vote
Office a Report by BL on its recent performance and details of

the Corporate Plan.

Jhe .
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The Government has approved the Plan because it supports BL's
intention of creating strong and viable businesses and of involving
private capital in them to an increasing extent, on a commercial

basis.

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 an
important 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 compre-
hensive kind - in whatever form would prove to be most
commercially beneficial - which might well grow out of more

more limited collaboration."

In order to support these aspects of its strategy as well as to
enable internally-generated recovery to be carred forward the
Government has approved BL's request to fund the first two years

of the Plan (including the first phase of the IC10 programme) - that
is £620 million in 1981/82 and £370 million in 1982/8% - subject to
regular monitoring by the BL Board of progress in substantially
achieving the Plan. The Government as shareholder will also be
watching closely the financial performance of the company. Funding
approval is also of course subject to any revision which might

follow submission of the revised Plan for the Leyland Group.

CONFIDENTTAT, 7!l TS
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The Chairman's letter to me of 2% January, which I am publishing

in full today in the Official Report and placing in the Vote Office,
also 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 substantial deviation in performanc?:Fr 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 inifiate such a review of the Plan of the relevant
business group, with consequent implications for continued

Government funding of the business."

The Board and management have indicated that they will not hesitate
to take whatever difficult and fundamental decisions about the future
of the company are necessary if circumstances, inside or outside

BL, require it.

CONFIDENTIAL
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As T 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. Meanwhile the Government will discuss with BL

matters arising from the change of ownership, in order to ensure

continuity of BL's financial arrangements.

The Government wishes the BL Board and the company's employees

well in their task.

CONFIDENT TAT




DRAFT PRIVATE LETTER FROM SIR MICHAEL EDWARDES ON COLLABORATION

The Board undertakes to seek Government approval for the
disposal of any significant equity holding in any of BL's major

subsidiaries.

If the Board at any time proposes to authorise collaborative
arrangements for any of the four main business groups,which

might preclude either a comprehensive collaboration agreement
with another manufacturer for that group, or any other arrangement
involving disposal, merger or substantial equity participation,

the Board would clear the principles of any such arrangement[%efore

T?ny firm commitment was made{ The Board emphasises that a

rapid response from the Government would be necessary to avoid

Jjeopardising desirable collaboration opportunities.
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER

BL

In his minute of 22 January Keith Joseph pointed out that
there is a penalty in removing all reference to collaboration
from next week's BL announcement. In my view there is a

strong case for making our policy of attracting private capital

and seeking partnerships for BL as convincing as poésible

in our public presentation.

2. Nevertheless the fear expressed at E yesterday that BL
could lock us into collaborative arrangements which might not
be in the interests of the Government or the taxpayer remains
valid. I welcome the proposal that the statement should
endorse a policy of collaboration, but that Michael Edwardes
should give a private written assurance on coming to the
Government before the Board makes firm commitments on disposals

and collaboration.

8 I am content therefore that the statement should indicate
our general support for collaboration, and with the terms of

Annex B.

4. On a separate point I am concerned that the references
to funding for the next two years taken with the proviso of
regular monitoring by the BL Board could leave the impression

that only BL were concerned with their own progress.

Bl The Government has a vital interest, both as shareholder
and paymaster. I suggest that this passage should add the

/words "in consultation
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words "in consultation with the Government" before "by
the BL Board”. The plain implication is, as it must be,
that if progress is substantially off course the provision

of funds is not automatic either this year or next.

6. I am sending copies of this minute to members of
E Committee, Francis Pym, George Younger, Sir Robert
Armstrong and Robin Ibbs.

prigg
fr (G.H.)

23 January 1981
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At the E Committee this morning, we agreed to dpprove the BL rmﬁF;J‘(‘
Corporate Plan on the basis proposed in the draft statement pro~ J\

attached to my minute of 21 January, subject to two important changes: J‘L
e

(a) the letter to be sent by Michael Edwardes on the
circumstances which would cause a review of the Plan

should make plain that any "substantial deviation" in
performance, as well as any change in the prospects of achieving
the Plan's objectives, would lead to such a review of the

relevant business group's plan;

(b) reference to collaboration should be removed from

the statement because of the fear that partial collaboration
in particular parts of BL might militate against disposal

or a comprehensive collaboration likely to lead to disposal;

and might therefore tie the Government's hands in it%s

objective of disengaging itself as soon as possible from BL.

2 I attach at Annex A a revised draft of my statement incorporating
the text of the letter which Michael Edwardes will send to me to
implement these tougher conditions (the relevant insertions are
underlined). On reflection I do not think the second change is
realistic: we cannot freeze entirely BL's ability to wmake normal

commercial decisions, nar can we foretell what will preclude what

CONFIDENTIAL /and ...
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and it is very much in our interest to give a clear and public

indication of our wish that BL should seek a comprehensive

partnership. What I propose, after discussion between officials

in the Department and the CPRS, is that the reference to collaboration

——d

in the statement should stand, and that there should be a

separate letter (Annex B) from Edwardes undertaking to consult ', s“’Jﬁ
P oo ST - %

the Government in good time about any disposal of equity, or any

particular collaborative arrangement, which might preclude a more

general disposal or comprehensive collaboration likely to lead to

disposal. This letter would of course remain private.

3 I believe these proposals secure so far as is practicable the
objectives we identified at E Committee this morning. In order

to leave time for Michael Edwardes to send me the two letters, it
would be helpful to have your confirmation and that of colleagues

that you are content by tomorrow evening, 25 January.

4 I am sending copies of this minute and enclosures to members of
E Committee, Francis Pym, George Younger, Sir Robert Armstrong and

Robin Ibbs.

A b AT

Ashdown House fﬁ (A

: : pproved by the Secretary

123 Victoria Street of State and signed in his
absence)

Department of Industry

CONFIDENTIAL
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1981 Corporate Plan.

The Plan submitted to the Government forsees 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 LC10 medium car family. 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
operating units. The intention of the Board as stated in the Plan
is to draw these operating units into four distinct businesses to
enable management to concentrate on well-defined product groupings
and to facilitate collaboration with other vehicle manufacturers
and the introduction of 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

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

The Government has approved the Plan because it supports BL's
intention of creating strong and viable businesses and of involving
priyvate capital in them to an increasing extent, on a commercial
basis, so that the company will in future lean less heavily on

public finance.

The Government also endorses the Board's strategy - clearly stated
q

in the Plan - of pursuing wide-ranging collaboration’ for each of
NNt e et e e —————— A
N e — M‘m

the businesses.

Fordaa (luapovt
|The Board is exploring a variety of possible forms of collaboration,

~snd has written to the Government in the following terms:

"The Board sees collaboration with other manufacturers as a

-
o;lﬁu)}) central and integral part of its strategy for recovery and for
4 A —

an removing or reduchg dependence on Government support. This

2
d’ﬁ might take the form of complementary collaborations on major
A e

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 would prove to be

wost commercially beneficial - which might well grow out of

more limited collaboration."

L T et - 2

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

enable internally-generated recovery to be carried forward the

Government has approved BL's request to fund the first two years

CONFIDENTIAL /of ...
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of the Plan (including the first phase of the LClO programme) - that
is £620 million in 1981/82 and £370 million in 1982/8% - subject

to regular monitoring@iaé;mhﬁﬁrﬁﬁﬁigjof progress in substantially

achieving the Plan. Funding approval is also of course subject

to Bny revision which might follow'submission of the revised Plan

for the Leyland Group.

The Chairman's letter to me of 22 January,which I am publishing

in full today in the Official Report, 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 substantial deviation in performance or 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 of the Plan of the relevant business

group, with consequent implications for continued Government

funding of the business."
CONFIDENTIAT /The' <.
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The Board and management have indicated that they will not hesitate
to take whatever difficult and fundamental decisions about the

future of the company are necessary if circumstances, inside

or outside BL, require it; and the Government will not stand
o

S

in:the way of such decisions.

As T 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 Natiornal Enterprise Board

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

Royal Assent. Meanwhile the Government will discuss with BL
matters arising from the change of ownership, in order to ensure

continuity of BL's present financial arrangements.

The Government wishes the BL Board and the company's employees

well in their di cult task.
LW‘”"(‘/L'“‘A' IR PO ) o Lo Lhe
Lenerd d-“’"'—- > Ak by 435{ ém)
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PRIVATE LETTER FROM EDWARDES ON COLLABORATION

The Board undertakes to seek Government approval for the
disposal of any significant equity holding in BL Itd or any

of its major subsidiaries.

'If the Board at any time proposes to authorise collaborative
arrangements for any of the four main business groups which

might preclude either a comprehensive collaboration agreement
with another manufacturer for that group, or any other arrangement
involving disposal, merger or substantial equity participation,

the Board would give the Government an opportunity to express

’/1,}. @‘I!Es views before any firm commitment was made. The Board
N et o et e e et et et e

d” . emphasises that a rapid response from the Government would be
necessary to avoid jeopardising desirable collaboration

opportunities.
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prove the BL r‘lﬂ

Corporate Plan on the basis proposed in the draft statement pro~

attached to my minute of 21 January, subject to two important changes}JAL

At the E Committee this morning, we agreed to

(a) the letter to be sent by Michael Edwardes on the
circumstances which would cause a review of the Plan

should make plain that any "substantial deviation" in
performance, as well as any change in the prospects of achieving
the Plan's objectives, would lead to such a review of the

relevant business group's plan;

(b) reference to collaboration should be removed from
the statement because of the fear that partial collaboration
in particular parts of BL wight wilitate against disposal

or a comprehensive collaboration likely to lead to disposal;

and might therefore tie the Government's hands in i%s

objective of disengaging itself as soon as possible from BL.

2 I attach at Annex A a revised draft of my statement incorporating
the text of the letter which Michael Edwardes will send to me to
implement these tougher conditions (the relevant insertions are
underlined). On reflection I do not think the second change is
realistic: we cannot freeze entirely BL's ability to make normal

commercial decisicns, nar can we foretell what will preclude what
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and it is very much in our interest to give a clear and public

indication of our wish that BL should seek a cowmprehensive

partnership. What I propose, after discussion. between officials

in the Department and the CPRS, is that the reference to collaboration

in the statement should stand, and that there should be a

separate letter (Annex B) from Edwardes undertaking to consult " S“”J3
. Vet oy

the Governument in good time about any disposal of equity, or any rgyJQ

particular collaborative arrangement, which might preclude a more o:::J

general disposal or comwprehensive collaboration likely to lead to ur"( i

disposal. This letter would of course remain private.

% I believe these proposals secure so far as is practicable the
objectives we identified at E Committee this morning. In order

to leave time for Michael Edwardes to send me the two letters, it
would be helpful to have your confirmation and that of colleagues

that you are content by tomorrow evening, 2% January.

4 I am sending copies of this wminute and enclosures to members of
E Committee, Francis Pym, George Younger, Sir Robert Armstrong and

Robin Ibbs.

s LT
Departwent of Industry ﬂ?g K J

Ashdown House
12% Victoria Street

(Approved by the Secretary
of State and signed in his
absence)
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1981 Corporate Plan.

The' Plan submitted to the Government forsees 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 LC10 wedium car family. 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
operating units. The intention of the Board as stated in the Plan
is to draw these operating units into four distinct businesses to
enable management to concentrate on well-defined product groupings
and to facilitate collaboration with other vehicle manufacturers
and the introduction of 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 ILibrary 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 ...
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which I shall refer later, this Report has been prepared by BL.

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

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

intention of creating strong and visble businesses and of involving
\/)

: basis, so that the company will in future lean less heavily on
i 1

public flnanceLJr\

The Government also endorses the Board's strategy — clearly stated
1

in the Plan - of pursuing wide-ranging collaboration” for each of

R ~—
Pt P —
e

the businesses.

Fb rlm ﬂm{ioﬂ-
|The Board is exploring a variety of possible forms of collaboration,

and has written to the Government in the following terms:

hfb "The Board sees collaboration with other wanufacturers as a
WUOU]FUJU) central and integral part of its strategy for recovery and for
4 B W B T P e PRy
removing or reduchg dependence on Government support. This

A ?
might take the form of complementary collaborations on major
W

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 would prove to be

most commercially beneficial - which might well grow out of

\more limited collaboration."

e N

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

enable internally-generated recovery to be carried forward the

Government has approved BL's request to fund the first two years
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of the Plan (including the first phase of the LC1lO programme) - that
is £620 million in 1981/82 and £370 million in 1982/83% - subject

to reéalar monitoring(Eé=£ﬁn‘§5-ﬁﬂéﬁgjof progress in substantially

-
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 22 January,which I am publishing

in full today in the Official Report, 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 substantial deviation in performance or 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 of the Plan of the relevant business

group, with consequent implications for continued Government

funding of the business."




The Board and management have indicated that they will not hesitate
to take whatever difficult and fundamental decisions about the

future of the company are necessary if circumstances, inside

- & S M“'
or outside BL, require it; and the Government will not stand ﬁ;,“wa«

OMW"‘:'— *W-—'
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L S
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. Meanwhile the Government will discuss with BL
matters arising from the change of ownership, in order to ensure

continuity of BL's present financial arrangements.

The Government wishes the BL Board and the company's euwployees
well in their di cult task.

(Vo dflortc eonimast cnifs B
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.o'f 'i‘ts ma jor subsidiaries.

PRIVATE LETTER FROM EDWARDES ON COLLABORATION

The Board undertakes to seek Government approval for the
disposal of'any_ significant equity holding in BL ILtd or any/WM

If the Boa.rd.at any time proposes to authorise collaborative L'M‘ i
ar'i:angements for any of the four main business groups which

mig:h'l? preclude either a comprehensive collaboration agreement

with another manufacturer for that group, or any other arrangement
:i.nirolving. é.l.is.;posal, merger or substantial equity participation,

the Board would give the Government an opportunity to express I
A TR}

% ‘f“ﬁs views before any firm commitment was made. The Board
B i e

de

emphasises that a rapid response from the Government would be
necessary to avoid jeopardising desirable collaboration

opportunities.
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Corporate Plan on the basis proposed in the draft statement pro~
attached to my minute of 21 January, subject to two important changisiJJL
vl
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At the E Committee this morning, we agreed to

(a) the letter to be sent by Michael Edwardes on the
circumstances which would cause a review of the Plan
should make plain that any "substantial deviation" in
performance, as well as any change in the prospects of achieving
the Plan's objectives, would lead to such a review of the

relevant business group's plan;

(b) reference to collaboration should be removed from

the statement because of the fear that partial collaboration
in particular parts of BL might wilitate against disposal

or a comprehensive collaboration likely to lead to disposal;
and wight tﬁerefore tie the Government's hands in i%s

objective of disengaging itself as soon as possible from BL.

2 I attach at Annex A a revised draft of my statement incorporating
the text of the letter which Michael Edwardes will send to me to
implement th2se tougher conditions (the relevant insertions are
underlined). On reflection I do not think the second change is
realistic: we cannot freeze entirely BL's ability to make normal

commercial decisions, nar can we foretell what will preclude what
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and it is very much in our interest to give a clear and public
indication of our wish that BL should seck a comprehensive
partnership. What I propose, after discussion. between officials
ig the Department and the CPRS, is that the reference to collaboration

. ————
in the statement should stand, and that there should be a
separate letter (Annex B) from Edwardes undertaking to consult l( g“”Aﬁ
the Government in good time abouf any disposal of equity, or any ¥ rt:ﬁo
particular collaborative arrangement, which might preclude a more a::;l
general disposal or comprehensive collaboration likely to lead to Cﬂr’(

disposal. This letter would of course remain private.

% I believe these proposals secure so far as is practicable the
objectives we identified at E Committee this morning. In order

to leave time for Michael Edwardes to send me the two letters, it
would be helpful to have your confirmation and that of colleagues

that you are content by tomorrow evening, 23 January.

4 T am sending copies of this minute and enclosures to members of
E Committee, Francis Pym, George Younger, Sir Robert Armstrong and

Robin Ibbs.

%Q_EJ/L{
Department of Industry }%9 K J

Ashdown House
12% Victoria Street

(Approved by the Secretary
of State and signed in his
absence)
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1981 Corporate Plan.

The Plan submitted to the Government forsees 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 investuwent in new projects,
including the new LC1O medium car family. -Fhe—Plan—was—subuitted
<nfourbusiness—sectionss— The policy of the BL Board has been
(and will continue to be) to decentralise decision-making to the
operating units. The intention of the Board as stated in the Plan

is to draw these operating units into four distinct businesses 4o—

—and to faciliftdate collaboratunl w1t2y;f&g;/f€ﬂlcle manuf
and the ipfroduction of private equ 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 ...
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which I shall refer later, this Report has been prepared by BL.
The Government has approved the Plan because it supports BL's

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

\////;ntention of creating strong and viable businesses and of involving

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

ublic fi .
public finance. _~

The Government also endorses the Bog#d's strategy - clearly stated
!

in the Plan - of pursuing wide-rapging collaboration for each of

the busiﬁesses.

Fbr@ (Yot
|The Board is exploring a variety of possible forms of collaboration,

55 written to the Government in the following terms:

"The Board sees collaboration with other manufacturers as a
(> A \

centra& and integral part of its strategy for recovery and for

AN e e e

removing or reduchg dependence on Government support. This

might teke the form of complementary collaborations on major
NN

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 would prove to be
wost commercially beneficial - which might well grow out of

more limited collaboration."

N el

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

enable internally-generated recovéry to be carried forward the

Government has approved BL's request to fund the first two years
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of the Plan (including the first phase of the LClO programme) - that
is £620 million in 1981/82 and £370 million in 1982/8% - subject

to reéﬁiar monitoringG&Zgﬂu;Jﬁkiﬂﬁﬁﬁaof progress in substantially

achieving the Plan. Funding approval is also of course subject

to :any revision which might followisubmission of the revised Plan

for the Leyland Group.

The Chairman's letter to me of 22 January,which I am publishing

in full today in the Official Report, 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 substantial deviation in performance or 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 of the Plan of the relevant business

group, with consequent implications for continued Government

funding of the business."
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The Board and wmanagement have indicated that they will not hesitate
to take whatever difficult and fundamental decisions about the
future of the company are necessary if circumstances, inside

or outside BL, require it; and the Government will not stand
R Y Y ——
in Ehe 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. Meanwhile the Government will discuss with BL
matters arising from the change of ownership,; in order to ensure

continuity of BL's present financial arrangements.

The Government wishes the BL Board and the company's employees

well in their difP<Cult task.
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PRIVATE LETTER FROM EDWARDES ON COLLABORATION

o
The Board undertakes to seek Government appreval for the
dlsposal of any significant equity Eld:.ng in BL Lt% or any
of its major sub51dlar1es.
If the Board at any time proposes to authorise collaborative
arrangementslfor any of the four main business groups which
might preclude either a comprehensive collaboration agreement

with another manufacturer for that group, or any other arrangement

involving disposal, merger or substantial equity participation,
HCarme e njowr 4
the Board would give the Government an—oppeptuni%yh%ﬂ—express !f

emphasises that a rapid response from the Government would be
necessary to avoid jeopardising desirable collaboration

opportunities.
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