


ﬁ’{'fl T )

Brrsve Tege 1o\ Qroup , ETG
WAL j Nolionsdt Cé»’afﬁ ?“Vd (N(' 5 ) _J

D!SPG@ Al t_‘)l, N% Ly ‘?}@M%M’Lﬁv? A ‘;f“t«’/’?-fvvﬁ'

VER /é,&,m wih G Tu.C.

T\f\ﬂ- th.qﬁ‘b g\M
Qe,lmxum S betLseon NER oad the
NREC

ANDUSIRIAL foLicC

/)/Z‘l MW (429
}0(/‘.:'{&2 L/L"a'] (({P')(

sferred to Date Referred to Date Referred to Date Referred to

Date

RER L | e
P

i —F—50~

P

(1216




Slenece o G . exXH,  2¢.2.B4

PART. 2 begins:-

o l-Wewer o Ar.. . 22.2.89




TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date
L(82) 49 26/03/1982
L(80) 19™ Meeting, item 1 11/11/1980
L(80) 63 06/11/1980
L(80) 17" Meeting, item 1 29/10/1980
L(80) 52 24/10/1980

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

Signed sy 4}&@/ Date .L??/ ?/ ZA 3
i 4 7ot

PREM Records Team




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.

House of Commons HANSARD, 1 July 1980, columns 1305 to
1314: Ferranti Limited

National Enterprise Board: Annual Report and Accounts 1979.
Information Department, National Enterprise Board, Grosvenor
Gardens, London

Signed /j—ém ?.3/7/2&"}
7 71

PREM Records Team




CONFIDENTIAL
P P W

_/L Sl g ( (‘ ﬁT-'-._/' L

Sl ~ e
L"‘ L Corhe N W

_ IL Ond s 2epto! ke L
OF STA 'R ENERGY ’
MES HOUSI ITH

MILLBANK LONDON SWIP 4QJ

01 211 6402

The Rt Hon Nigel Lawson MP

Chancellor of the Exchequer

Treasury Chambers

Parliament Street

London SW1P 3AG 2 L, February 1984

'3l€u/ (}mohtbuwm/,

I have been concerned over the past months at the manner in
which figures coming from the National Coal Board change
substantially over a very short period.

I wrote to Ian MacGregor at the time we were obtaining
information from them to calculate what was required for the
Spring supplementary estimate.

More recently, there have been further cases of figures given
only a few weeks ago being changed dramatically. I therefore
spoke to Ian MacGregor privately, informing him of my serious
concern at the quality, speed and reliability of the National
Coal Board's financial information.

He informs me that he considers that the National Coal Board is
very badly organised in terms of both financial information and
their ability to forecast. It is for that peason that

Colin Barker has just joined the Board to oversee this area and
to get 1t swiftly reorganised. Barker did a similar job
full-time at BSC, where Ian MacGregor has told me that the
quality of financial information and forecasting was equally

He promised me that he will give a high priority to achieving a
transformation in this sphere, but I am afraid that in the
coming months, until the reorganisation has been completed, we
will have to be very cautious in the judgement we place upon
the figures that are being currently provided. My Department
will be monitoring both future figures and the improvement of
the system closely.

I am copying this letter to the Prime Minister and to
Sir Robert Armstrong.

kruzgl«jvncmx‘\\
Llwuok‘ ﬂ*ﬂ
PETER w;Z;ER

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




APPOINTMENTS IN CONFIDENCE

10 DOWNING STREET

From the Principal Private Secretary

SIR ROBERT ARMSTRONG

Thank you for your minute of 31 October
(A0O83/3088) about the chairmanship of the
British Technology Group. I did report to
the Prime Minister your advice on
Mr. Leslie Pincott and your suggestion about
Mr. Walter Goldsmith. She considered
Mr. Walter Goldsmith for this post, but did
not think that it was quite the right thing
for him.

1 November, 1983

APPOINTMENTS IN CONFIDENCE




APPOINTMENTS IN CONFIDENCE

Ref. A083/3088

MR BUTLER

Mr Tebbitt sent me a copy of his minute
of 24 October to the Prime Minister about the

Chairmanship of the British Technology Group.

Bie I should have no objection to this
appointment being offered to Mr Leslie Pincott
but I did wonder whether this might be an
appointment which would suit

Mr Walter Goldsmith.

3. | Sec by w bs in fre e

&a(\w&m. /Q'U‘:\'
ROBERT ARMSTRONG

31 October 1983
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10 DOWNING STREET

27 October 1983

From the Private Secretary

CHAIRMANSHIP OF THE BRITISH
TECHNOLOGY GROUP

The Prime Minister has seen your
Secretary of State's minute of 24 October.
She also discussed this with him after
today's Cabinet meeting. They agreed
that Mr. Colin Barker was a more suitable
candidate, particularly for BTG's role in
developing technology transfer.

I am sending copies of this letter
to John Kerr (H.M. Treasury), Elizabeth
Hodkinson (Department of Education and
Science), Richard Hatfield (Cabinet
Office) and Dr. Nicholson,

ANDREW TURNBULL

Callum McCarthy, Esq.,
Department of Trade and Industry.

APPOINTMENTS IN CONFIDENCE
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NOTE FOR THE RECORD

Chairman of BTG

The Prime Minister spoke last night to Lord Cockfield
about Mr. Tebbit's recommendation of Mr. Leslie Pincott
for the chairmanship of BTG. The Prime Minister said
the Chairman would have two roles - to run down the NEB
portfolio and to act as a broker between research insti-
tutions and industry in the transfer of technology. While
she could see that Mr. Pincott fitted the bill for the first
role, he did not appear to be sufficiently vigorous and

enterprising for the second.

Lord Cockfield said he knew Mr. Pincott but had not
worked with him. Pincott had come into the Price Commission
when it was being run down. He shared the Prime Minister's
assessment. He regarded Mr. Pincott as a capable and
straightforward business administrator of the kind produced
from the ESSO stable. But he was certainly not a high
flyer,

The Prime Minister doubted whether anyone could fulfil
the job specification,which was partly why she doubted
whether there should be a BTG. She said she would talk
further with Mr, Tebbit.

KT

27 October, 1983

APPOINTMENTS IN CONFIDENCE
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10 DOWNING STREET

From the Private Secretary 26 October 1983

Chairman of the British Technology Group

The Secretary of State for Trade and Industry has interviewd
a number of candidates for the Chairmanship of BTG, a post which
needs to be filled urgently. He has recommended the appointment
of Mr. Leslie Pincott. The Prime Minister is still considering
this recommendation. S8She has noted, however, that Mr. Pincott
served on the Price Commission. As a result, she feels the
Chancellor of the Duchy may well have a view on Mr. Pincott and
she wants to have a word with him. I will be in touch about a

time.

Meanwhile, the Chancellor of the Duchy may like to see
the papers, a copy of which is attached.

ANDREW TURNBULL

Alex Galloway, Esq.,
Office of the Chancellor of the Duchy of Lancaster.

APPOINTMENTS IN CONFIDENCE
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DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET

LONDON SWIH OET
TELEPHONE DIRECT LINE 01-215 5422
SWITCHBOARD  01-215 7877

Secretary of State for Trade and Industry 25 October 1 9 fo) 3

APPOINTMENTS IN CONFIDENCE

Andrew Turnbull Esqg
10 Downing Street
London SW1

Dcow Adviw

/

When we spoke on the telephone earlier today, I undertook to send
you details of the extent to which the existing Board Members of
the BTG have technical or scientific backgrounds. The details
are as follows. Of the ten Board Members at present, five have a
technical or scientific background. They are:

Brian Willott - PhD in Physics from Cambridge

Jim Cain - PhD in Chemistry. Worked in the pharmaceutical
" industry before joining the NRDC

Dr Dennis Oliver - Metallurgist by background. Technical

f?,—f‘ Director at Pilkingtons
eI T L LS Ty

Professor Leonard Maunder - Professor of Mechanical
Engineering at the University of Newcastle.

Sir George Macfarlane - former Controller of Research at
MOD. Electronics background from RSRE.

2 It is worth pointing out that both the Chief Executive and the
Deputy Chief Executive, who are Board Members and are listed
above, have technical or scientific backgrounds. In addition, of
the three Group Directors in the BTG, two are similarly
qualified, one in engineering and the other in chemistry. Under
these three Group Directors are the three Technology Transfer
Divisions which would form the basis for the principal new role
of the BTG. 1In the Science Division all nine assessment staff
have first degrees, and eight are PhDs; in the Engineering
Division, all six staff have first degrees; and in the
Information Technology Division there are nine staff with first
degrees, one of whom is also a PhD.




I hope this provides the background information you wanted.

M ewan

C sl M Col

M C McCARTHY
Private Secretary
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APPOINTMENTS IN CONFIDENCE

PRIME MINISTER

CHAIRMANSHIP OF THE BRITISH TECHNOLOGY GROUP

In his minute to you of l@-September Cecil Parkinson said he was

interviewing potential candidates for the Chairmanship of the
British Technology Group (BTG) and hoped to recommend a name to
you quickly. This is now very urgent since Sir Freddie Wood's
health is clearly deteriorating and we have already had to ask
him to hang on until the end of this month to give us more time

R —— T TR T ey o ([T e T e T
to find a successor.

2 I have therefore given this a good deal of priority and have

interviewed three potential candidates. One, Mr Colin Corness,

the Chairman and Chief Executive of Redland, who impressed both
——

Cecil and me, is unwilling to accept the appointment on the terms

on which it is offered. I mention this since it perhaps

illustrates that this may not be an easy appointment to fill.

3 Of the other candidates, I recommend Mr Leslie Pincott whom I

knew in his capacity as Vice Chairman of Remploy (CV attached).

He is a chartered accountant who had a distinguished career with

Esso, rising to Managing Director of Esso Petroleum Co Ltd. He

was non-executive Chairman of Stone-Platt Industries, a position

e
e ———

in which he was well rggérded despite the demise of the company.

He as also held other relevant directorships including investment

companies.




Of the other candidates, I was also taken by Mr Colin Barker

is presently Managing Director, Finance, of BSC, to which he

recruited by Mr MacGregor (CV attached). He is now looking
for an appointment which would allow him to get back to running
an operation as he did at ITT and STC. Although he is an

impressive man, I judge his particular qualities are not quite

those we are looking for for the BTG.

5 I am satisfied that Mr Pincott has the right sort of
experience to run the BTG and understands the way that we want

it to be changed to fulfil the new role we recently announced.

In particular, I am clear that he understands, and is prepared to
carry through without any inflation of the task, the need to

—

liquidate the portfolio acquired from the NEB and to concentrate

on the important redefined role for the BTG of technology

transfer. I believe he will do this. I hope you will agree to
——

my announcing his appointment by the end of the week so that Sir

Freddie Wood's successor will be known before his retirement.

6 Mr Pincott has not yet been cleared at official level with

the MPO, but steps are in hand to complete this process.

I am sending copies of this minute to the Chancellor of the




Exchequer, the Secretary of State for Education and Science and

to Sir Robert Armstrong and Dr Nicholson.

N1

N T

‘&Uf\ October 1983

Department of Trade and Industry
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Annex A

FOR OFFICIAL USE ONLY

Source Dept:

Dept. file no

SECTION A: NOMINATION Note to sponsors:

Plezse complete as much of this section as your knowledge of the person allows.

If your information is limited, however, plezse suggest any likely contacts who might be able to provide suppiementary

details:

FOE . "AMES
LESLIE

é_URNAME

DTNCOTT
.'_)J.lll\. A4

RITAINMTT T
RUNDELL

DATE OF BIRTH MARRIED
57 3. on YES/NO

aal s 1'%

CHILDREN
YES/NO

EDUCATIONAL/PROFESSIONAL QUALIFICATIONS/DECORATIONS

FCA

noo
THD i

HOME ADDRESS
6 Lambourne Avenue
Wimbledon SW19 TDW

TELEPHONE NUMBER

10 Grafton Street
London W1i1X 3LA

TELEPHONE NUMBER (01

OFFICIAL OR BUSINESS ADDRESS

TO00

-493

PRESENT OCCUPATION

1975
1979

P

Director
Vice

V= e -
wiladl ITnan

POSITION AND DATE TAKEN UP

PREVIOUS MAIN JOBS®

Mén; M;c /933

KIND

EXPECTED AVAILABILITY

Full time

Part time

If part time, days
per month available

D OF SERVICE NOMINEE

ISSUITABLE FOR

Deliberative function
{eg Tribunal, Committee)

Executive Action
{eg Public Board)

Appointment of special respons:bility

{eg Chairman of major body!

Local Committee only

OTHER RELEVANT EXPERIENCE"
1976 George

A7 I

Wi impey PLC
Canada Permanent Trust
Canada Permanent Trust
Stone-Platt Industries
Edman Invest

ments PLC

(eg-echaritableveluntary-er committee work]

Co (T
(UK)

2T M

*EXCLUDE details published in siandard referance books eg Who's Whe




APPOINTMENTS IN CONFIDENCE

' CLASSIFICATION I
} ; =i e Yes No
smines be considered as @ “'Rising Star

PEN PICTURE: Please indicate special skills, aptitudes, characteristics, interests and experience of the nominee,

Ses

"At firs ight quiet an
ate. Business

K
LI

-

ive, professional, CL('C-H.CD.‘:L\;,

style, as mlaht be expected. A little
well of this). Mr
concerning hi

Mr Pincott to be a _

asive, very much the North ﬁmerl can
about the breadth of his outlook (though Dr Pearce speaks
sso's interests but not

Pinco

-

corporation man par excellence, devoied to E
(Mr Philip Ridley CBE, Dep Sec DTI)

with what lies beyond.

S

SAIET et S T S e e Dt T R S e NS B

SECTION B: RECORD SHEET
Present and previous Government Appoin: unts

APPOINTMENT POSITION COMMENTS

Remploy Director

3ritish

Price Commission

Price Commission

New Price Commission

[MPO will obtain if another Department is concerned)

and then retired early. He had just become

through a very difficult time. It was

prepared to leave., He was nevertheless

"f"""J_.._." 2

Plaase return when completed to:-




Annex B

Hull Grammar School

——

London University Bachelor of Commerce
Retail Cooperative Movement

Ford Motor Co Ltd

-
Director of Finance: Associated Portland Cement
Manufacturers (now Blue Circle Ltd)

Director of Finance: STC
e

1976-1979 STC: Director of Marire and Submarine Systems

1979-1980 Assigned to ITT Europe Inc as
Manager of all ITT consumer pr

Group General
oducts in Europe

November 1980 Joined BSC as Managing Director Fimance
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Treasury Chammbers, Parhament Strecet. SWIP SAG

! =
September 1987

Rt Hon Cecil Parkinson MP

Secretary of State for Trade and Industry
Department of Trade and Industry

1 Victoria Street

London SW1E 6RB

BRITISH TECHNOLOGY GROUP: FUTURE FINANCING

At our bilateral last Thursday we agreed that the existing PES
provision for the BTG should be deleted and that officials
should agree a formula covering the future financing of the

BTG if it does not achieve its self-financing target before

the NRDC's accumulated surplus is exhausted. I attach a formula,
with which I understand your officials are content. I should

be grateful for confirmation that you can accept it.

I am copying to the Prime Minister, Secretary of State for
Education and Science, Sir Robert Armstrong and Robin Nicholson.







DRAFT FORMULA FOR FUTURE FINANCING OF THE BTG

The NEB "inheritance" is to be disposed of as soon as possible and
the present intention is that the proceeds (minus the cost of
disposal) will accrue direct to the Exchequer. The BTG in its role
of promoting technology transfer should be self-financing. The
existing technology transfer agency (NRDC) has been self-financing

for some years and currently has an accumulated surplus of

£21.85 million. However, even under the present monopoly right

arrangement it is expected that licence income will fall over the

next few years as existing patents expire. Added to this is the
uncertainty about the financial arrangements which are to replace the
monopoly rights and the role in relation to the regions is undecided.
There may be a gap between income and expenditure until the BTG builds
up new sources of income from its new activities. At the moment it is
impossible to say how large that gap will be and how long it will last
for. Given these uncertainties and the NRDC's accumulated surplus the
BTG will not have a PES provision for the next three years and the
existing accumulated surplus will be used first to cover any shortfall.
If, following annual consideration of the BTG's Corporate Plan, it
appears that this will be insufficient to tide the BTG over until it
reaches the point of becoming self-financing, the BTG's financial
requirements, including the case for a PES provision and/or retention

of some of the disposal proceeds, will be re-considered.




P e Minaybov
e o

Treasury Chambers, Parhament Strect. SWIP 3AG ﬁ&tfb Zl/j

Rt Hon Cecil Parkinson MP

Secretary of State for Trade and Industry
Department of Trade and Industry

Ashdown House

1 Victoria Street

LONDON

SW1E 6RB : 20 September 1983

FUTURE OF THE BRITISH TECHNOLOGY GROUP

Thank you for sending me a copy of your minute of 16 September
to the Prime Minister.

I commented about the detail of your proposals in my letter of

18 July and have only one point to add. The BTG must henceforth
be self-financing. As well as surrendering all disposal proceeds
to the Exchequer from the sale of the "inheritance" it must finance
its continued technology transfer services from current income.
While income will not match expenditure in every year & would
expect the BTG to build up a financial reserve sufficient to carry
it through lean years without recourse to the Exchequer. This
means that I could not accept your bid for £6 million per year

of continued funding for the BTG, which you have made in your

PES submission. DMy agreement to the revised BTG role that you
propose is subject to the deletion of this provision.

I am copying to the Prime Minister, Secretary of State for

Education and Science and Sir Robert Armstrong and
Dr Nicholson.

PETER REES







10 DOWNING STREET

From the Private Secrelary

19 September, 1983

Future of the British Technology Group (BTG)

The Prime Minister has noted your Secretary of
State's minute of 16 September about the future
role of the British Technology Group (BTG).

The Prime Minister agrees to your Secretary of
State's proposals. She has minuted that she
hopes that the role of the BTG will be kept small
and modest.

I am sending copies of this letter to
Margaret O'Mara (HM Treasury), Imogen Wilde
(Department of Education and Science), and
Robin Nicholson and Richard Hatfield (Cabinet
Office).

Jonathan Spencer, Esq.,
Department of Trade and Industry.

CONFIDENTIAL
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FUTURE OF THE BRITISH TECHNOLOGY GROUP S'Fr‘;J*~L'
We need to reach an early decision on the future of the British
Technology Group (BTG). After our last discussion about this, I
thought it would be helpful to wait until after the seminar on
science, technology and industry before asking you to consider it
again. I hope you felt, as I did, that the seminar threw fresh
light on the background to our decision. I have also met the BTG

Board and got a clearer view myself of BTG's activities and

akiiils.

2 I thought the seminar made it pretty clear that we cannot as
yet look to the private sector alone to take the results of
—
publicly funded research and translate them into the products for
exploitation in the market place. The venture capital companies
have a role to play, and it was encouraging to hear from Robin
Caldecote and David Cooksey about the growing involvement of
their companies in high technology ventures. But both made it
clear that, in general, venture capital is only interested in
new developments when they are close to the point of

exploitation. Both made the point that there was a continuing

need for some agency to help with the long process of packaging,

[ —

protecting and eventually marketing new ideas. The big companies

could in theory play this patient role. But in practice they

prefer to wait until ideas are near the exploitation stage. John




o
o it

Harvey-Jones talked of ICI's patience in d veloping pyrethrins
from 1974. He might have mentioned that/NRDC have been involved
with this technology for the previous 13 years to help bring it

/Vw—-—\._
to the point where ICI recognisadits commercial value.

3 The initiative for commercial development can of course come
from the researcher himself or from his university or research
institute. A number of speakers on Monday said that the prospect
of financial reward was the most potent incentive to enterprise,
and I am sure that the ending of BTG's monopoly will encourage
researchers to try for exploitation themselves. But I am equally
sure that many will not, that they will be deterred by the long
time-scale neededto bring ideas to the market place and by the
high risk of failure, and that they will not without help or
encouragement forge for themselves the direct links with industry
that are needed. University researchers have always had freedom

over UGC funded research: the increasing number of inventions

E;ing offered to the gEG voluntarily by them shows that they feel
the need for some agency to help them. The universities and
research establishments are building up these skills, but for the
most part they simply do not yet have the in-house expertise to
do the job effectively. There is of course the further point
that Government is the ultimate owner of intellectual property
rights in publicly funded research and can scarcely avoid some
responsibility for protecting them and helping to ensure that

their value is maximised by private sector exploitation.

4 For these reasons I am convinced that if we were now to
deprive the BTG of any role in the development of publicly funded

research for the market place we should be creating a gap which




no one else at present will fill. They have the range of skills
that is needed to do a particular job that needs doing. That job
is, essentially, to offer a service to both the researcher and the
industrialist or financier; to bring them together where there are
seen to be opportunities for commercial exploitation; to provide a

patent service for inventors which will give the necessary

B s - e

protection of intellectual property for their benefit and the

country's; where there is a need for further development work
before ideas can be patented or commercially exploited, to help with
that; and very occasionally, and only where other means of
exploitation cannot be found, to help start up new companies based
around the researcher himself. They will also continue with their
work of building up a data base on university inventions, to be made

more readily available to industry than is at present the case.

5 This is a far more modest role than the BTG have filled in the

g—

past and it will be one based on free collaboration instead of

the resented right of first refusal. Discussions I have had with

a number of BTG's customers indicate clearly that they have the
skills to carry it out successfully. For example, the exploitation
of nuclear magnetic resonance, mentioned more than once in the
seminar, was the BTG's work and involved pulling together research
teams at three British universities. GEC-Picker, who share the
rights with the BTG, have now engaged them to license the whole

range of technology on their behalf.

6 The activities of BTG inherited from NEB will of course be

dropped: they are disposing of their existing investments as fast

ﬂ
as possible and the Exchequer is benefitting from the proceeds. As

this process is completed, they will become a much




smaller organisation, spending only modest amounts of money
S, ... == e A S e

within a tight budget and in all probability showing in time a

net profit to the Exchequer. I would not wish to rule out the
possibility of their eventually becoming a private company,

though that must lie some way ahead.

7T I hope very much that you will agree that on this basis we
should now go ahead, announce the BTG's new role and appoint a
good chairman to carry it out. Certainly we need to decide
quickly. The BTG are marking time and, I believe, becoming
demoralised. Freddie Wood is very seriously ill and really must

be replaced very soon. I am interviewing potential candidates

L4

and hope to be able to recommend a name to you quickly.

Meanwhile I hope you will agree in principle to these proposals

for BTG's future.

8 I am sending copies of this minute to the Chancellor of the
Exchequer and the Secretary of State for Education & Science, and

to Sir Robert Armstrong and Dr Nicholson.

P

o September 1983

CP

Department of Trade & Industry







10 DOWNING STREET

From the Private Secretary

DR. NICHOLSON

Government R & D Capability

The Prime Minister has seen your minute
of 2 August (W.0493), She agrees that you
should carry out the examination and report
described in the draft remit attached to your
minute.

I am copying this to Richard Hatfield.

YRy A=Y e (1

11 August 1983
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PRIME MINISTER
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GOVERNMENT R & D CAPABILITY

In my minute of 6;July to you about the British Technology Group,

Y —
I drew attention to the continuing massive role of the State in
carrying out research and development. I would like to develop
the point further.

2+ IExperience world-wide shows that to get the best wvalue from

R & D expenditure, it must be carried out in organisations which are:

(a) flexible and encouraging of creativity and the taking

of risks;
RS

(b) capable of at least initiating the exploitation process; ,
_ L e ]

(c) as close as possible to the internmational market place

which they serve.

3¢ Yet one-quarter of this nation's R & D is carried out in the

Government's own laboratories which scarcely meet the criteria
p——r

given above. They employ over 20,000 scientists, engineers and

T —"
technicians, again about one-quarter (excluding the universities)

of the nation's trained manpower engaged in R & D.

4o Although there are undoubtedly legitimate reasons for Government
to do some R & D in-house, there would appear to be major dis-—
advantages in doing so large a fraction of the nation's R & D this
BT T
way. For example, most of the results have to be handed on to others
before expleoitation can take place. ILack of staff mobility out of
the Civil Service and reductions in manpower give little room for
new blood in an ageing research population; new research areas of

promise are held back.

-1 =
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5¢ Admittedly privatisation has resulted in some significant pieces
of R & D capability being moved to the private sector. But this
approach hag probably gone as far as it can, because the short term
problems of further privatisation of Government research laboratories
appear to overwhelm any long term advantages which have only been
vaguely identified.

6. I believe the way forward lies in looking at the long term first.

We should develop a clear view of what magnitude of research capability
in, say, 10 years' time, Government needs to have in its own establish=
ments, as opposed to the capability that is better bDought from the

private sector. Once a long-term view is developed, it will be up to

Departments to make decisions on how to reach the agreed future point
A —

from the present position.

Te I would expect the overall result would be a reduction in
Government in—=house R & D capability comparable with the reduction in
the role of the public sector in manufacturing and service industries

which the Government is presently undertaking.

8. If you agree, I would like to take the initiative in developing
this long-term view and presenting it to you because I believe the
matter can best be initiated from the centre of Government. The
subject is complex and contentious but I would plan to provide a
draft report that Departments could comment on, after you yourself
had first seen it, by the end of the year. I attach a draft remit
that you may wish me to finalise after seeking comments from

appropriate Ministers.

9, I should add that I recognise the need for a parallel move from

the private sector to become more far-sighted and generous in its
sup;;;;-EE-ﬁ'x'ﬁ. I expect this to emerge as one of the principal
discussion points in your seminar in September, after which an
ACARD study might be appropriates

10, A copy of this minute goes to Sir Robert Armstronge.

'\q‘ﬂ‘N :
ROBIN B NICHOLSON
Chief Scientific Adviser
2 August 1983
D -
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IRAFT REMIT

GOVERNMENT R & D CAPABILITY

As part of his role in providing advice on scientific and technological

issues, and particularly relating to improving the commercial

exploitation of the nation's research and development, the Chief

Scientific Adviser, Cabinet Office, is asked to examine and

report on:
the criteria by which Central Government should allocate
R & D tasks to its own establishments in preference to other,

mainly private sector, bodies;

the likely requirements of Central Government for its own

in-house research capability in the 1990s

the options for future better use of any R & D capability which

is surplus to Governmentts needs for in-house research

and to provide a preliminary report by December 1983,
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MR SCHOLAR

THE FUTURE OF THE BRITISH TECHNOLOGY GROUP

I have seen the draft of the further paper to the Prime Minister on
the British Technology Group which I understand the Secretary of State
for Trade and Industry proposes to submit to her later today.

2. The new paper essentially repeats the proposals in the Secretary
of State's minute of 4 July but provides a great deal of detailed and
quantitative amplification of his proposals.

3« Thus, I continue to support the case made by the Secretary of

State for the retention of BTG in its new form, but the comments I made
in my minute to the Prime Minister of 6 July are still relevant. In
particular I believe that the three further suggestions I made in
paragraph 5 of my previous minute would enhance the likelihood of a
successful future for a re~launched BTG.

4. I think the Prime Minister might wish to hear news on the need for
a re-launched BTG from the private sector, and it might be helpful to
draw her attention to the letter from Mr Tindale, Deputy Chairman of
Finance for Industry (now investors in industry) which was attached

to Mr Jenkin's minute of 9 May. She might also find it valuable to
talk to Mr Tindale on the subject, or to his Chairman, Lord Caldecote.

5« I am copying this minute to Sir Robert Armstrong.

.

g oY ROBIN B NICHOLSON
Chief Scientist

(Dictated by Dr Nicholson and
signed in his absence)
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Rt Hon Cecil Parkinson MP

Secretary of State for Trade & Industry

Ashdown House

123 Victoria Street

LONDON

SW1 18 July 1983
{

FUTURE OF THE BRITISH TECHNOLOGY GROUP

Thank you for sending me a copy of your minute of L/July to the
Prime Minister.

Perhaps I could offer some thoughts on the finance and management
of the BTG which will be relevant if it is decided that it should
continue.

I agree that the growth o private venture capital organisations
has greatly reduced whatever need there may have been for the
NEB-style investment function, and that the emphasis should hence-
forth be on what you call "technology transfer", that is, helping
to get inventions carried through into industry. I should welcome
the monitoring you propose - something that has been markedly absent
in this field. We should need to keep under review the case for
maintaining the organisation in the light of its results.

I agree that the BTG should dispose of its inherited investiments
as quickly as possible and surrender the proceeds to the Treasurysz
and that if it continues it should thereafter be basically self-
funding. That would probably be a better discipline than the
alternative, which our officials also considered, of requiring

it to surrender all its current receipts and providing it with

an annual grant-in-aid to cover administrative expenses and
patenting costs. But self-funding should not mean exemption from
all controls on staff numbers and remuneration, which I believe
should still be handled very much as for a grant-aided body.

If the Group required a mall subsidy from the Department's votes

it would of course have to be found from within existing resources:

I would suggest that it should be a charge on your Science and
Technology Budget. Subject to that we could discuss the actual
requirement, if any, in the course of the Survey. Likewise L R
were to generate a surplus we might want it to pay a special dividend
from time to time to the Excbequer. There are some details of the

financial regime which would still need to be worked out by our

CONFIDENTIAL




" of ficials, d for moment it might be best to omit paragraph 7 of

all
your proposed atement.

We in the Treasury know little of the man you propose to appoint to
succeed Sir Freddie Wood. But looking at his CV, I am sure that it
would be important, if he were appoifed, that Mr Stevenson should be
supported by a Deputy or Chief Executive with a strong financial
background. The organisation needs better financial management. The
opportunity should also be taken to make some changes in the senior
permanent staff.

We shall need, as you say, to look at the BTG's regional role in

the light of the second report from the interdepartmental Review of
Regional Economic Policy, which has just been submitted. On the

face of it a regional role would not seem to fit very easily with

the main responsibilities which you have identified for the Group.

But I am conscious that the BTG may be able to do things in the regions
for which you would otherwise be under pressure to provide additional
civil servants,

I agree that if it is to continue early legislation to regularise
the position of the BTG is important. If a place can be found in
the 1983-84 programme for an "industrial Development (Miscellaneous
Provisions).-Bill" it might perhaps be possible to include in it a
clause giving the BTG a legal existence, and allowing us to unify
its accounts?

One final thought. Under its new terms of reference the BTG would
not, after the first year, be primarily a holding company as the name
"British Technology Group!" suggests. Would not "British Technology
Services" be more appropriate? This would serve to emphasise its
proper role.

I am sending copies of this letter to the Prime Minister, Keith Joseph,
Willie Whitelaw and Sir Robert Armstrong.

1

PETER REES

CONFIDENTIAL
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From the Private Secretary 13 July 1983

Dear Jpaathnn |

Future of the British Technology Group

The Prime Minister and your Secretary of State had a
discussion this morning about the future of the BTG.

The Prime Minister said that she entirely agreed that the
BTG should lose its first refusal right, and should be told to
dispose of 60 companies preferably within the next twelve months,
The crucial issue was to cause researchers to look for commercial
opportunities for the prcducts of their work., She did not believe
that a Government-funded body like the BTG would be able to do much
to bring this about. The BTG was the successor of the NRDC, which,
iqbpite of a number of modest successes, had failed on the big
opportunity, the exploitation of cloning. A bureaucratic body
like the BTG would simply not know whether an invention was
marketable. She did not see why the BTG was needed, when there
were already a number of overlapping agencies in this area: what
would the relationship, for example, be between the BTG and those
divisions in the Department of Industry which were giving one-third
grants for new technology, and spending £180 million? What would
be the relationship with Finance for Industry, the Science Parks,
the Alvey Committee's work, and SERC? The Prime Minister said that
she was opposed to the BTG entering partnerships, and raising money
from the market. She felt, too, that the objectives set out in
paragraph 8 of your Secretary of State's minute of 4 July were far
too ambitious: it would, for example, be a gargantuan task to
make sure that those in universities, industry and financial
institutions "were fully aware of commercially promising ideas
from research projects'". Why should the BTG fund development work,
if a company came along with a project, like ALARM? She doubted
whether there was, either in the United States or in this country,
any appreciable spin-off in the civil area from research in MOD and
defence establishments.

Your Secretary of State said that he had deliberately put a
vague paper to the Prime Minister, since he believed that the right
approach would be to appoint a Chairman for the BTG, with specific
objectives, and to ask him to report within three months as to the
size and type of organisation required to meet these objectives.

/ Two
PERSONAL AND

CONFIDENTIAL




Two thousand approaches a year were being made to the BTG in

their NRDC role. There was a high failure rate, but without

the BTG there would be a 100% failure rate. fany of the
organisations to which the Prime Minister had referred had
themselves specifically said that there was a need for an
organisation of the BTG kind. The number and competence of

venture capital companies, although improving, was still

relatively weak compared with the potential opportunities
available. Both ACARD and FFI had confirmed this. Funds were
available now for glamorous projects with a quick pay-back; but
there was no source of funds for less obviously attractive research
and development opportunities of the kind currently funded by

the BTG. There was no question of the BTG funding a project like
ALARM, Its current funding was all financed from its own resources.
He would put a further paper to the Prime Minister, explaining how
the Science Parks, Department of Industry, SERC, UGC and so on

all related to one another; together with a new proposal for the
Chairman and the objectives of the organisation.

Y sty

Jonathan Spencer, Esq.,
Department of Trade & Industry.

PERSONAL AND
CONFIDENTTAL
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DEPARTMENT OF EDUCATION AND SCIENCE

ELIZABETH HOUSE, YORK ROAD, LONDON SEl1 7PH
TELEPHONE 01-928 9222
FROM THE SECRETARY OF STATE

The Rt Hon Cecil Parkinson MP

Secretary of State for Trade and Industry

Ashdown House

123 Victoria Street

LONDON

SW1E 6RE \2Z July 1983

:\
- |
FUTURE OF BTG

You copied to me your minute of 4 Julnyo the Prime Minister on this
subject, and the proposed draft statement.

I welcome the statement and in particular what you propose to say about
consultation on the new arrangements to govern exploitation of Research
Council funded research. I gather that officials here have suggested

a small drafting change, to reflect this Department's lead role in these
joint consultations with the Councils and the various HE bodies, which
yours find acceptable. Subject to that, I am content.

Copies of this letter go to recipients of yours.

¢
(o~ .
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From the Private Secretary 11 July 1983

Future of the British Technology Group (BTG)

The Prime Minister was grateful for your Secretary of
State's minute of 4 July about the future of the BTG.

The Prime Minister's general reaction was that these proposals
are far too vague. The Prime Minister believes that the BTG would
have great difficulty in judging what were in fact the ideas which
"showed promise but were insufficiently advanced to be taken up
by industry for commercial exploitation", and which deserved in
conseqQuence to be funded by the BTG. She also thinks that it
would be difficult in practice to draw together exploitation of
parallel research projects being carried out at a number of different
institutions; has doubts about the BTG providing a patent licensing
service to universities and others who would prefer to work in
partnership with the BTG rather than hand over rights to them;
and is not attracted to the proposal that BTG's success should
be judged by the amount and quality of the technology transfer in
which they are engaged rather than by any set financial return;
and she doubts the realism of the estimate that BTG might be self-
funding within five years. Finally, the Prime Minister dislikes
the idea of the BTG engaging in joint ventures, funding early
development work and financing in exceptional cases start-up
companies; and she thinks it would be necessary to set a ceiling
on their staff numbers from the outset.

The Prime Minister has asked for a meeting to discuss
these issues and we will be in touch with you soon to arrange this.

M. C. SCHOLAR

Jonathan Spencer Esq
Department of Trade and Industry




PRIME MINISTER

Please see:

a) Cecil Parkinson's proposals (Flag A)
=T

and comments, by
b) Dr. Nicholson (Flag B)

c) John Sparrow (Flag C)
d) Nick Owen (Flag D)

Agree

(1)

A smaller BTG should continue to exist, its size
to be determined following the new Chairman's proposals?

Its objectives should be those listed in para 8 of
Flag A?

It should lose its first refusal right (para 7)7?

po——

It should be told to dispose of 60 companies within the
R, Bt i 150

next 12 months?

l:n Ny WM"
As |suggested by John Sparrow (para 2 of his minute)?

It should be permitted to retain its income from technology

transfer (not from disposals) (see para 3 of minute and
para 7 of draft statement in Flag A) and be told to become
self- financing within 5 years (para 10 of Flag A)?

It should be allowed to do some funding itself (para 11 of
Flag A)?




There should be a once-and-for-all capital restructuring
(para 7 of draft statement in Flag A), after which DTI

and Treasury must stand back (para 5(a) in Flag B)?

t should be judged by its financial return not by the
growth of technology transfer etc. (para 1 of Flag D)?

It should be able to take minority equity stakes (para 5(b)
in Flag B)?

Its goal should be privatisation?

It should continue to have a regional role (para 6 in
Flag B)?

(13) Dennis Stevenson should be the new Chairman? N,o

(14);&LL_LﬂiEh?hould be the subject of early legislation?

(15) Announcement by written PQ?

MCS

8 July 1983
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To: PRIME MINISTER _
6 July 1983
From: JOHN SPARROW

British Technology Group

e I have seen a copy of Cecil Parkinson's minute to you of 4 July.

I have also seen (and agree with) Robin Nicholson's note to you today.

2 I have two points to add. The disposal of the inherited portfolio

of some 60 companies will be a major undertaking. To recruit someone

from the City for this purpose, presumably on a temporary basis, and

probably without adequate seniority within BTG, gggld well prove

ineffectiye. A better course might be for BTG to put all its invest-

ments into one holding subsidiary, thereby freeing mains tream BTG

management for its mainstream future task; and for the Board of BTG

to appoint one or more merchant banks to act for it in conducting a

programme of sales that combined expedition with optimal receipts.

The responsibility for ensuring speedy and effective disposal would be

clearly placed upon the BTG Board.

Fe My second point relates to the proposal that Dennis Stevenson
becomes Chairman. I do not know him personally: people who do speak
highly of him, and he seems to have the attitudes, vigour and track

record that we need.

L4, I am sending a copy of this minute to Sir Robert Armstrong.

dé.
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PRIME MINISTER

THE FUTURE OF THE BRITISH TECHNOLOGY GROUP

1« I have seen a copy of the minute to you (JU926 of 4 July) from

the Secretary of State for Trade and Industry and would like to comment.
A strong case is made for the retention of BTGe I support this
providing a complete break with the past is made.

b=

]

2, The case for BTG is focussed on the need to improve the exploitation
of publicly-funded research, particularly that in universities. The
evi&gggé collected by the recent ACARD Report "Improving Research Links
between Higher Education and Industry" which you commissioned, supports

the view that too often there is a gap between research and those

capable of commercialising it.

3e BTG can help to "fill" the gap, not by providing all the resources
needed, but by demonstrating, in competition and co-operation with the
private sector, that profitable exploitation of publicly-funded research
is Bgssible. This demonstration is especially needed in longer—term,
higher risk/higher reward projects where the "cherry-picking™ activity
of the existing private sector is seen to greatest disadvantage.

4. 1In the past BTG has shown all the sloth and leaden-footedness

characteristic of a state—owned monogglx' To convert it into an
enterprising and dynamic organisation is a formidable, but not
impossible, task. But BTG will need to be freed from the previous

restrictions in order to exploit fully its skills and expertise.

5« The Secretary of State's proposal recognises two of these

restrictions and rightly proposes the removal of the monopoly rights of
»e —.

first refusal and the appointment of a new entrepreneurial Chairman.
e Y

But I believe he needs to go further in three areas:

-1-
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(a) BrG's enterprise must not be subject to continuing petty
oversight and second guessing from officials in DPI's sponsor

divisions and in the Treasury: a once and for all financial

restructuring must follow the Secretary of State's approval

of the new corporate plan and thereafter BTG should operate
e —

at arms' length from Government;

P . ———

(b) BIG must be as responsive to customers! needs as the

’ L
private sector: the right to take minority equity stakes '"u-alu-\ﬁv

(on a fully commercial basis and in partnership with private

sector equity) is an essential feature of this responsiveness;

(c) BTG's eventual reward for success must be privatisation
rather than elimination if staff morale and performance are
to be equal to their task: the technology transfer industry
will by then be large enough to easily accommodate a slimmed
down BTGe

6e Finally, I note from the draft statement attached to the minute that
BTG's regional investment role will continue for the time beiqg. To
the extent that this implies making investments that do not satisfy
BTG's future commercial criteria, such activity should be funded by

Government on a fee basis so as not to deter BTG from its primary task

or tempt it to return to its old non-commercial habits.

Te As a postscript, can I comment that paragraph 5 of the Secretary of

R e ]
State's minute draws attention to the continuing anomalz of the massive
State role in a function like research which ragzires creativity and
enterprise 1T 1t 1s to be successful; I shall minute you separately on

i
this matter.

8¢ I am copying this minute to Sir Robert Armstrong and to John Sparrow.
V\B‘J

ROBIN B NICHOLSON
€Chief Scientist

Cabinet Office
6 July 1983
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. o July 1983
MR SCHOLAR cc Mr Mount

FUTURE OF BRITISH TECHNOLOGY GROUP

Mr Parkinson's note fails even to mention the option of privatising

the BTG, once its NEBE assets have been disposed of in a year or so.

s
There is no good reason why the BTG need remain in the public
e e s=is

sector. The NRDC side of the business has demonstrated that
Tremerr W

successful technology transfer can be a profitable business. No-one
doubts that the services which NRDC provide are in the national
interest. This is not an argument for public financing; on the
contrary, because the NRDC functions are so important, they should
be guided and stimulated by commercial pressures. It is not
explained why (at paragraph 9 of Mr Parkinson's note) the BTG cannot
be judged by its financial return, or how the "amount and quality

of technology transfer' which it achieves can be satisfactorily

judged by any other way. = —
—— i il
e S —

One reason why DTI want to retain BTG within the public sector is
e e e

that they wish to maintain its NEB functions, using BTG as an
iy i S il

arm's-length device for the Government to take a 25 per cent equity
e o S

stake in new companies. The Welsh and Scottish Development

Agencies do this; DTI is able to say to the English 'regions'" that

bk they are not forgotten. This presentational aspect apart, there
Vv L
v is no sound case for this role. Industry is suspicious of public

rl . L #
i) sector venture capital; why would a budding venture capitalist of

alekkﬂwhreal talent forsake the chance of becoming reasonably wealthy in
& exchange for a salaried post with BTG?
e
The decision on this important matter should not be hurried because
of the Chairmanship succession problem. If we want BTG to be
floated off in a year or so, the new Chairman needs to be recruited

M e e M R e e e W
with that prospect clearly in mind.

| —

T =

NICHOIAS OWEN

O
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proposals following the consultative process which Patrick
announced in the Budget Debate. In addition, we now have the
ACARD Report on R&D links between industry and universities,

B —
which confirms the need for further action and makes some useful

proposals which are being examined.

7 The removal of the first refusal right from the BTG should in
(EEEA bt U T bt
itself stimulate more direct forms of technology transfer
b e =T
involving the researcher, industry and, where necessary, some

form of private venture capital support. In an ideal world such

direct contacts would no doubt be so well developed that no

intermediary body such as the BTG would be required and we could

scrap it. Companies would know where the good research was
carried out, and researchers would be on the look-out for aspects
of their work that could be profitably exploited and would seek
to give British companies the first chance wherever possible.
There are indeed situations where these direct contacts exist and
I want to take every opportunity I can to encourage the
development of such links. But it would be unrealistic to

that these links are just waiting for the removal of

the BTG's "monopoly" rights. In fact there is evidence to the

contrary. The BTG have never had preferential access to UGC

funded research, and yet are still used extensively by research
— R ) S e T T e e e vy 3 Sl R
workers offering their inventions to them voluntarily. We simply

do not as yet have many universities or individual research

workers who include the commercial exploitation of their work

—

among their objectives; within industry our companies are patchy

in terms of the interest they take in university research; and




although the financial market is improving as a result of the
e Al e

measures we have taken on tax, ete, the number and competence of

venture capital companies is still relatively weak compared with

potential opportunities available. All this is confirmed by

the recent ACARD Report.

8 There is therefore a gap - at least for the time being. I
believe that if we are to get more benefit out of our R&D spend
we will have to help to fill this gap. I do not want to be

RE et = == A
committed to any particular specific figure of staffing and I

would want the new Chairman to start - in concept - from scratch
and decide how many people are required. However, the BTG has
the necessary skills and knowledge and it is reasonable to start
from that base rather than scrap it and have to create another
body. But they will have to modify their attitude and mode of

operation. In short they will have to see themselves as

supporters of others (in the Universities, industry and financial

m1

institutions) rather than as principals in their own right. The

main tasks I see them performing are as follows:
Ay

to make sure they are fully aware of commercially promising

ideas from research projects, that firms likely to be

e

interested in developing and licencing themjknow of them too
and that researchers themselves think far more in terms of

commercial development

to take up the rights to inventions when offered to them

voluntarily —




to I “und further development work when ideas show

promise but are insufficiently advanced to be taken up by
industry for commercial exploitation (the NRDC has been
almost the only source of finance in the pre-development gap
between Research Council and industrial funding)

to draw together the exploitation of parallel research

- ]

T ; A E : . A
projects being carried out in a number of different

institutions (this should be an important service for

0*"“ venture capital companies which would not otherwise know

about all the relevant research work)

to provide a patent and licensing service to universities
and others who would prefer to work in partnership with the

BTG rather than hand over rights to them

to work more closely with the MOD and defence establishments

in encouraging the spin-off to civil application of defence

PN —

R&D

to help industrial companies to establish relationships with
university researchers and so facilitate the take up of
industrial property under licence, giving preference to

exploitation by UK companies

to help find sources of venture capital and to help with the

establishment of start-up companies by the researcher.




9 I would expect the BTG to act in a business-like way in
performing these tasks but I think it is important that their

TCD (™) success should be judged by the amount and quality of technology
n \

bo be transfer in which they are engaged and the increase of direct

N‘\_-'" —

W\.{,va")- industry-university relationships which they facilitate rather

than by any set financial return. I envisage monitoring their
’-\,'_h— b 2
progress on this by reference to the number of cases offered to

them, the speed with which they deal with them and the proportion
that lead to successful licences or new companies. If they are
really successful, they should work themselves out of a job as
direct contacts take over or, conceivably, with private sector
money being attracted into them. Equally if they do not yield
measurable increase or improvement in technology transfer then

should abolish them.

10 As far as their finance is concerned, they are unlikely to

a major burden on state funding, certainly in relation to the
.
expenditure being incurred on the R&D itself. They can expect to

receive an income from royalties etc and judging from their past

experience I see no reason why they should not be self funding
NG
over say 5 years. The BTG have,after all, been in profit on the

L}

NRDC side of the business for some years. o ~ Ora O
g

IO-~H.

-

11 Their expenditure would be primarily on administration and
patenting costs. As I have said I would not want to commit
O\ —
myself on the size of staff required to carry out these tasks. 0“'
W* et s S I ____‘
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CONFIDENTIAL

THE FUTURE OF THE BTG: DRAFT STATEMENT

The British Technology Group was formed in September 1981 by
bringing together administratively the National Enterprise
Board and the National Research Development Corporation and we

have been reviewing its future.

2 We recognise that we are not obtaining as much benefit as
we ought from the results of the excellent research work in

the country and we have concluded that the BTG's primary task
should be to help to promote the transfer of new technology,
particularly from our Universities and Polytechnics, into
industrial and commercial application. I believe that the
combined technical, commercial and professional skills brought
together through merging the NEB and NRDC equip the BTG for

this important role. I see this function as helping researchers
to identify and develop promising ideas and assisting their
exploitation, in particular through patenting, licensing or
occasionally participating in the establishment of a new company.
We also want the BTG to encourage more direct links between

industry and Universities by engaging in joint ventures and

L e i S

assisting the development of new ideas to the stage wherg private
P T e e e e —

sector finance can take over. This will help to encourage the

S ——

growgg—of venture capital companies, which are already beginning

to become involved in technology transfer. The task of the

BTG will be to act in support and partnership with research




workers, potential industrial partners and the venture capital
and other sources of finance. The primary measure of its
success will be the growth in technology transfer and the

links between industry and research workers which it facilitates.

3 In this new situation it will no longer be appropriate
for the BTG to retain its present rights of first refusal and
the obligations which go with this. Together with my

Rt Hon Friend the Secretary of State for Education and Secience
I shall be consulting those concerned about new arrangements
to govern the exploitation of publicly funded research,

particularly Research Council funded research in Universities.

4 Sir Frederick Wood has already announced his intention to
retire early as Chairman of the BTG. I should like to pay
tribute to the considerable efforts which he and his Board have
made in carrying out the reorganisation of the BTG so far.

In order to take the organisation forward on its new role I am

appointing [ ] to serve

as Chairman from 1 August, 1983.

5 The task of returning the inherited investments to private
ownership will continue. The present Board has done well in
disposing of some £140 million of its holdings since 1979.

We will want to ensure that the activity is pressed ahead
without distracting attention from the primary role and I am
therefore asking the new Chairman to consider ways of handling
this activity separately from the rest of the organisation's

activities.




The BTG has also inherited the NEB's regional investment
role in the English Assisted Areas. This task will continue for
the time being and I shall make a decision about the BTG's
continuing involvement in the light of our review of regional

policy generally.

T The BTG will be permitted to retain all income arising from
its technology transfer activities and to determine the terms

on which it provides its services and assistance. Its financial

objective will be to become self-financing. It will require

a proper capital structure on which to base its operations. I

shall want to consider this with the new Chairman when the BTG

has prepared a new Corporate Plan.

8 The BTG will also require a firm legal footing and I
intend to introduce appropriate legislation as soon as the

Parliamentary timetable will permit.




|

From the Private Secretary

10 DOWNING STREET

Future role of the British Technology Group (BTG)

The Prime Minister was grateful for your Secretary of
State's minute of 9 May about the future role of the BTG.

The Prime Minister would prefer to postpone taking any

decisions on this matter until after polling day.

I am sending a copy of this letter to Richard Hatfield
(Cabinet Office).

Jonathan Spencer, Esq.,

Department of Industry.

-CNFIDENTIAL
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CONFIDENTIAL

MR SCHOLAR 11 May 1983

cc Mr Mount

FUTURE ROLE OF THE BTG

There seems to be general agreement that the BTG performs
a valuable function not at present performed by others. But
there is no reason why it need remain in the public sector,

any longer than it takes to dispose of the NEB's assets.

The BTG will have no obligations of a public servicgﬁfype,

despite the impression given in Annex A to Mr Jenkin's letter,

which mentions '""providing a patent service'. It already acts

in a commercial way, seeking out and patenting only those

inventions which offer it a commercial return.

I would therefore endorse Mr Sparrow's first recommendation

to restructure the BTG financially: BTG should be given a

"dowry'", rather than be drip-Ied and monitored by the Dol.
e |

I would go further than his second recommendation. BTG's
statutory guidelines should leave it free from all intervention
on its methods of operation. It should not be burdened with

e e

obligations to regional policy nor be bound by Dol's

- o S, e : :
priorities; QTG management has its own (probably superior)

competence in technolegy transfer.

The prospective Chairmen should be told to work towards

privatisation with a free hand in policy matters, but with -

[ —

. e e e
no prospects of return trips to the Government for finance.

NICHONAS OWEN
S

%
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CONFIDENTIAL

Qa 06360

To: PRIME MINISTER

10 May 1983
From: JOHN SPARROW

Future Role of the BTG

1. Patrick Jenkin's minute of 9 May bonsiderably clarifies his
proposals, Much of what he suggests deserves support, but there

are some aspects requiring comment.

2. The intention rightly is that BTG should operate commercially.
If adequate competition emerges from the private sector, BTG's role
will reduce; if not, its role will grow to the point at which it

could be privatised. Therefore, it would be preferable to settle

its capital structure once and for all and to make it self-supporting
immediately rather than, as Patrick Jenkin proposes, for it to be given
an annual PES tranche for a limited number of years (except for any

funding of regional or non-commercial work carried out under contract).

3. With such a capital structure, it would be best if the Board
of BTG could have the maximum possible independence. Its ability
to operate commercially will crucially depend on the delegated powers
it is given, but Patrick Jenkin's proposals give no details of the
proposed statutory guidelines. You may wish to be satisfied that
there will be no clawback of earnings to the Exchequer (which would

adversely affect privatisation).

b, Annex* A .. (the section headed 'Monopoly Rights') does not
adequately deal with what follows the end of BTG's monopoly of publicly
funded research. The implication is that the research institutions
themselves will be responsible for exploitation (which we welcome )

but in this context a return to the Exchequer is mentioned. A levy

on an otherwise commercial deal could be a major disincentive. The
return to the taxpayer should come from the increased economic activity

generated by successful exploitation and not through a special tax on

1
CONFIDENTIAL




CONFIDENTIAL

the innovation process. The forthcoming ACARD report to you on

university~industry links will offer some guidance on this topic.

I suggest that the issue should be left open for further study.

5. In summary, I recommend acceptance of Patrick Jenkin's

proposals, but -

(a) with an initial capital restructﬁring, no clawback on
earnings and no subsequent PES tranche (apart from the
fpnding of any contracted work for regional or other non-

commercial purposes);

(b) with statutory guidelines giving maximum commercial
freedom to the Board and minimum scope for Department of

Industry intervention;

(¢) deferring any decision on what follows the removal of

BTG's monopoly on publicly funded research,

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

2
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FUTURE ROLE OF THE BTG

I have now had time to consider the points you made to me about

the future role of the BTG in our discussion on 21 April.

——— - e ———— —— — g

2 I attach the note you asked for outlining the proposed role

—_—

and financial regime which I have agreed with Treasury and other

.

Ministerial colleagues.

Need for BTG

3 You will remember that in my minute of 28 March I put forward
my plans for the future of the BTG:
to separate out those old investments of the past which

still remained in the NEB's portfolio and have them

managed and disposed of as a separate exercise;

with the increase in the availability of venture
capital to shift the emphasis of the mainstream BTG
activities away from investment towards the earlier
stages of techng%géy“tgqgsfer;

to encourage competition throughout the technology




transfer process by ending the BTG's right of first

e, ==

refusal;

—

to provide for the possibility of the BTG performing
other tasks. I mentioned a regional role in the
English Assisted Areas but this would clearly depend on

the outcome of MISC 14.

4 You welcomed the encouragement of greater competition in the

—

process of technology transfer and wondered whether the growth of

venture capital at one end of the spectrum and the freedom for
research workers to exploit their own inventions at the other did

not dispense with the need for a BTG altogether.

5 Though I started, like you, as a profound sceptic I have been
forced to the conclusion that a body is still needed in the

public sector to deal with the difficult and staff intensive task

of identifying ideas, occasionally providing pre-ﬂgvelOpment

e —

e —

finance and of patenting and licensing those which have promise
of commercial success. There are many recent reports to vouch
for the difficulty in achieving technology transfer, including
from ACARD, NEDC and Parliamentary Committees (the most recent
from the House of Lords Science and Technology Committee which we
have yet to answer). Venture capital is not the problem; it is
the hard slog at the eaflier §?¥§ which is the main deficiency.

A timescale of 5 to 10 years from research to market place is

normal, rather than exceptional, as the cases described in the

attached note 1llustrate. Since we spend about £3.5 billion of




taxpayers' money on R&D, I believe that a further modest
investment to help transfer the benefits of this research to
industry is worthwhile. Indeed the BTG has been able to finance
an investment of about £15 million a year out of its revenue.
Were is not for the imminent decline of this revenue (as the
Cephalosporin patents run out) privatisation might have been

possible now.

6 Over the next 5 or so years, however, I envisage the role of

the BTG progressively reducing as the venture capital market

takes an earlier interest in potential projects involving new
technology. The market will of course tend to pick out the most
promising projects; 1t would be quite wrong for us to discourage
{5 f 0 B e As we get the fiscal environment right (and in my view we
still need to do more), the venture capital firms will
increasingly fill the gap. But we are not there yet. We want
to encourage closer links between industrial firms and academic
research work. This is happening already - the BTG has no
rights, for example, over UGC funded research - but it is still
the exception to find research workers willing or able to tackle
the business of exploitation themselves. This is why the
Research Councils and Universities see a continuing need for the
BTG. I am sure this need will decline as direct contacts
improve and I mentioned some of the ideas I had for strengthening
these links in my minute of 28 March. A similar situation
exists in the Ministry of Defence Research Establishments and
indeed even in my own Department's Research Establishments,

though there have been improvements in both.




{ The increase in competition should therefore help create
alternatives to the BTG. It should also transform the
motivation of the BTG itself. BTG staff will have to prove
themselves. If they succeed, we can privatise a large part of
their activities. If they do not it will be because the private

sector will be filling the gap and we can safely wind up the BTG.

8 When we met to discuss this, you asked in particular whether

there was not an overlap between what I was proposing for the BTG

and the activities of institutions such as FFI1 and ICFC. it 8o

happens that Mr Tindale, the Deputy Chairman of FFI, is a Board

member of BTG - and has been a Board member of NRDC for 9 years.

He is a strong supporter of the BTG's pateg&ing and licensing
— ——

e

work. You may be interested to see his views in a recent letter

which I attach.

Size of the Organisation

g If you agree with my view that there is a continuing need for
an organisation whose role can either be expected to contract

over the years or if not should be a candidate for privatisation,
it is right to consider what size of staff is appropriate for the

tasks involved.

10 Before the NEB and the NRDC were merged, they had a combined

staff of 325; the NEB had 90 staff and the NRDC 235. Since the
— —— b

merger there has been a 25% cut in staff, with recent savings

when the organisation moved into a single building. Of the 240

staff presently employed, about 150 are engaged on technology




transfer activities. Of the remainder some 30 are managing the
existing investments which I have proposed should be handled
separately; 25 are working in the regions; 7 on small firms
schemes and the remainder on new investments - a role which I see
declining almost to extinction - and administration and other

gentral sepvices. Given that the BTG receives over 2,000 new
= -

qinventions each year from a variety of sources and has more than
= -t N
o

900 projects on hand I do not think that the present figure of

ad

about 150 ds so unreasonable as to be condemned out of hand.

Some work might be contracted out to reduce this requirement.

11 My approach would be to make it clear to a new Chairman that
his first task would be to take stock of the organisation and to
decide what size staff is appropriate for the tasks that are now
to be Ziven to 1it. The financial arrangements which I have
agreed with the Treasury will enable me to monitor the level of
administration expenses and will contain an in-built incentive

for the organisation to keep their costs to a minimum.

12 1If you can agree with the kind of role I have outlined for
the BTG I would propose to make a Jery early announcement of our
intentions, which will help to dispel the uncertainty which has

now been hanging over the BTG for some months. During my recent

regional visits, I have been pressed by both businessmen and

academics with the need to clarify the BTG's future. It would be




highly desirable to announce the name of the new Chairman at the
same time. In my earlier submission I suggested Dr Jack Birks,
who I know would be very supportive of the approcach I have
suggested. Another, much younger, candidate is one of the
present BTG Board members - Dennis Stevenson - who impressed me
very strongly when I socunded out the Board on my future
intentions. He is very lively, keen and knowledgeable in the
technology transfer field, and would I believe, be a very
effective manager - though I have not yet approached him about
the Chairmanship. If you are attracted by the idea I will make

the necessary enquiries as a matter of urgency.

13 I am sending a copy of this minute to Sir Ropert Armstrong.
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ANNEX A

The role of the BTG will be:-

To maintain contact with research in Universities and
other publicly funded bodies in order to be aware of
work which offers commercially exploitable

opportunities.

To provide a patent service for publicly funded
research (and other inventors) which ensures that
appropriate protection is provided so as to enable
British industry to take maximum advantage of the
research.

In cases where the appropriate research results are

either not immediately patentable or otherwise require

further development before they can be exploited by
British industry, to provide funding for such

development work.

To maintain contact with industrial companies who may
be interested in exploiting the results of particular
pieces of research through taking a license or entering
into some form of joint venture arrangement to exploit

the work.

Similarly, to maintain contact with other sources of
venture capital with a view to interesting them in
financing technology transfer where necessary on a
joint basis.




To undertake such other activities as the Government
may from time to time ask them to carry out; eg
regional role, small firms role, awards to academic
establishments sharing outstanding technology transfer

activities.

In none of these cases would the BTG have an exclusive right to
operate. The range of activities would depend on the quality
of the service provided by the BTG and the willingness of

research workers, industrialists and venture capitalists to use

the BTG or enter into joint arrangements with it.

Financial Regime

The BTG will be required to draw up a five year plan of its

technology transfer activities, the funding it will require and

the income it expects to earn from its licenses and its
investments. Once the plan is agreed with the Treasury, the net
funding requirement will be provided within PES in annual
tranches (rather than provided as an initial lump sum) but the

BTG will have to aim to become self supporting over a specified

period.

The BTG will update and agree the five year plan annually with
the Department of Industry to ensure that the priorities of the
BTG are maintained in line with those the Government determines
for the Department. Beyond this the judgements on individual
cases will be entirely the responsibility of the Board of the
BTG, subject only to such limits to the delegated powers as are
laid down in the statutory guidelines, but even in cases
requiring the consent of the Secretary of State the Department
will not 'second guess' the judgement of the Board or the

arrangements entered into with private sector partners.




The agreed PES annual tranches will only be varied in so far as

the Government invites the BTG to undertake additional

activities, under (6) above, for which additional funds may be

required. These will be funded, and accounted for, separately

from the technology transfer activities.

Monopoly Rights

The BTG will have no monopoly rights over publicly funded
research. In order to define the nature of the services it will
offer and the terms on which it will do so, the BTG will enter
into general agreements with Research Councils, and other funding
agencies eg Ministry of Defence. Arrangements will also need to
be made to ensure a return to the Exchequer when publicly funded
research is exploited directly with industry or private sector
source of venture capital and alsoc to ensure that British firms
have the first chance to take up new ideas which have been

developed at the taxpayers' expense.

Regional and other non-commercial activities

These tasks will only be undertaken by the BTG at the express
invitation of the Government and only if the Board of the BTG is
satisfied that they can be carried out satisfactorily alongside

the technology transfer role.
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ANNEX B

Nuclear Magnetic Resonance

This is a technique for imaging biological tissue, including the
inside of a human body. A number of Universities in this
country took up research which had been started in the US
(particularly Nottingham, Aberdeen and Oxford) and the NRDC first
became involved in 1973. Its first patent application was in
April 1974. Since then further extensive work has been
undertaken in a number of Universities and the NRDC has been able
to draw the variocus threads together and currently holds a large
portfolio of patents covering some thirteen separate inventions.
The BTG has licensed a number of companies to develop commercial
NMR imaging systems using one or more of these patented
inventions. This includes both large companies (GEC for
example) and small ones (one of the researchers at Aberdeen has
set up his own company with venture capital support). Commercial
equipment is only beginning to become available now almost 10

years after the NRDC first became involved.

Perbury - Continuously Variable Transmission System

This is a private invention made by two individuals in this
country in the 1950s who proved that this new form of trans-
mission system would work in a car. The inventors tried
unsuccessfully to interest vehicle manufacturers over a long

period and eventually turned to the NRDC who recognised the fuel

saving characteristics of the invention and in the mid-1960s

agreed to fund further research. With the further patents and
know-how which this generated, the NRDC tried to interest
companies but without success until after the oil price increase
when BL began to show interest. BL now have a licence to the
technology and have incorporated the transmission system in a
Leyland Bus. They have no plans to incorporate the system in

their other vehicles but both Ford UK and Volvo have been




discussing with the BTG the prospect of licensing the technology
for application in cars. A further licence is likely to be
granted shortly to Ford UK although BL have been trying to block
the arrangement. Meanwhile another application of the
technology has been developed - that of a constant speed
alternator drive in the Harrier. This has already generated an
income to the BTG of £300,000.

Alkali Resistant Glass-Fibre

In 1967 a research yorker at the Department of Environment's

Building Research Establishment demonstrated that a glass
composition could be produced that was resistant to alkali attack
and capable of being made in the form of a fibre. This had
considerable application to the problem of reinforcing cement
(which is slightly alkaline) with glass fibre. BRE offered the
invention to NRDC who were convinced that it was the sort of
development in which Pilkingtons should be interested. The
company declined for more than 2 years to take any interest on
the basis that no significant glass innovation could take place
outside the industry. There was interest in the invention from
overseas companies but NRDC persisted with Pilkingtons and they
were eventually persuaded. Pilkingtons then committed
considerable resources to the development and the NRDC also
invested £2 million in a joint venture development programme
which resulted in the launch of Cem-Fil, a process which

Pilkingtons have also now licensed in Japan and the USA.

Unimation

NRDC established contacts with this US company in the early 1960s
when it was trying to help with a licensing arrangement between
it and a British company. This project was unsuccessful but the
contact between Unimation and NRDC was maintained and was

subsequently instrumental in getting Unimation to convert their




sales office in this country into a full scale manufacturing
operation for PUMA robot series. This was with joint-venture
support from the NRDC. This support has continued and a further
expansion of the Telford plant has recently taken place again

with financial support from the BTG (NRDC).

Transpotech

Earlier this year the BTG (NRDC) set up a company to market the
skills and expertise of the Transport and Road Research
Laboratory. As part of the Department of Transport, TRRL had
been unable to take advantage of opportunities which it foresaw
for itself of undertaking consultancy and project management
contracts in overseas countries. Not being a candidate for

privatisation because of the nature and range of its mainstream

activities, the TRRL needed a mechanism to exploit the commercial

potential of its skills, hence the establishment of Transpotech.
The company is now about to sign its first contract in which TRRL
staff in conjunction with a number of UK companies including
Plessey and Logica will undertake a feasibility study for a

traffic control project in Hong Kong.
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Deputy Chairman
5th May 1983

cllia 9'11, Esq.,

DepUty Secretary,
Department of Industry,
Ashdown House,

123 Victoria Street,
London SW1E 6RB

Dear Mr. Gill,

NRDC

Transfer of technology from the public sector
to private enterprise

For most of the post-war period NRDC has been the leading
instrument of this transfer. The object is to ensure that,
where practicable, the effort supported by Government funds in
universities and research establishments benefits the UK
economy and that NRDC should achieve a profit on its operation
in so doing.

The operation involves:-

5 (s The obtaining of a flow of development from the relevant
sources.

A preliminary assessment as to the possibility of
commercial exploitatiion of the idea.

The protection of the intellectual property.

The development, in association with private
enterprise in a variety of relationships, of the idea
through its various stages to commercial exploitation.

The obtaining of a return (by royalty or investment) from
the above work to cover the costs of the operation -
including the costs of failures.

The whole process is time consuming and difficult and
inevitably brings the strong possibility of conflict with
partners at every stage, but particularly with the inventor who
does not understand the difficulty of exploitation of his i

:nd does not understand the need to cover the inevitable
failures of other products if his own is successful.




no doubt that over the whole period and scope of
operation in this field, NRDC has achieved a measure of
uccess in obtaining exploitation while making a profit in this
particular activity; covering its costs with a substantial
surplus. The question must now be addressed as to whether the
private sector, with its new-found interest in the subject,
would in future be a better medium and could replace in the
near future NRDC activity.

The private sector's activity is developing in three directions.

Firstly, by direct contact between companies and research
departments; secondly, by the increase in the number and
efficiency of specialist venture capital firms and, thirdly, by
specialist licence brokers.

The first - direct relationship with companies - has been
present throughout the period and is increasing. It is £irst
class when it exists and should be encouraged. It leads to a
cross-fertilisation between companies and research departments
which has good advantages both ways and also to commissioned
work which serves to reduce directly the cost of the research
department which falls on the state. It also controls in some
respects the direction of the effort of the department away
from uncommercial ideas. NRDC has played guite a part in
encouraging these arrangements, which in a number of instances,
have developed from NRDC joint ventures.

The second - development capital organisations - are
proliferating at a fast rate (particularly in the past two or
three years) possibly under the stimulus of the US explosion.

My own organisation is still probably the biggest single
operator in this field in the UK and is satisfied with the
returns which it is now developing. It is not, therefore,
surprising that I believe that this upsurge by the private
sector is highly desirable and, while it ought not to require
subsidisation should not be fettered. It is for this reason
that I welcome the removal of any NRDC "monopoly" in the
exploitation of the product of the research departments,
although it must be recognised that some measures must be taken
to ensure that the public who have paid for the research
department receive some reward when the product is exploited.

The third - specialist licence brokers - is again a
long-standing activity. It operates mainly in the area of
already developed products or processes, often across national
frontiers and while there has been some growth in recent years,
it cannot be said to have achieved any great break-through so
far.




Broadly, the important question is whether the venture capital
organisations could now fill the role so far undertaken by
NRDC. My own view is that at the present time they could
not. Essentially because of the costs involved - both of
money and more particularly of the specialist staff - these
organisations must look for operations which can be carried
through quickly and which offer substantial rewards in the
cshort term without heavy investment in capital plant. Thus,
both here and in the USA, the venture capital organisations
have concentrated, for example, in development of and around
the chip. There can also be a concentration in projects
which, although long term, have a glamour which make the
promoters believe that they will be able to introduce in a
comparatively short period investors who will take up some
portion of their interest at a profit on the totality of their
investment at a very early stage in a long development process
- perhaps the genetic engineering field is a good example.

There remains, however, a large area without this glamour where
exploitation should still be practical on a basis which should
show a margin over the cost of bringing it to commercial
exploitation but in which, because the time scale is long,
capital involved in development - whether for pilot and
production plant or marketing - is high and/or there is likely
to be a relatively limited market, a venture capital
organisation with its return on capital requirement would be
unlikely to be interested.

It is in this sector that in my view there is a continuing need
for an NRDC to operate. NRDC still has the widest spread of
university and research association liaison contacts - which do
not concentrate in the "fashionable" universities and
departments. The present operators in the private sector will
not have the desire or the resources to match this for some
years to come and no single group is likely to do so even in
the long term. NRDC has what is arguably the best patent
department in the United Kingdom (possibly ICI would dispute
this claim, but I think no other) and the protection of what is
after all public intellectual property is still a very
necessary function. NRDC has wide-spread contacts with UK
firms who are taking on the hard work of bringing ideas to
commercial fulfilment over a wide spread of industry, including
some of the basic industries which badly need a technical
boost. Finally it has operated in the area for over 30 years
on a basis which has involved no cost to the public.

In my view the case for the maintenance of NRDC operation in
this function in the immediate future is clear. There are a
number of interesting innovations now being taken by BTG in
promoting technology transfer which we have every reason to
believe will contribute to the problem. I have not, however,
dealt with these aspects as we can at the present time only
surmise about the outcome.
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Dictated by Mr. L. V. D. Tindalf
and signed in his absence.




10 DOWNING STREET

From the Private Secretary 21 April 1983

Dean Jmathan |

British Technology Group

The Prime Minister had a discussion with your Secretary of
State this afternoon about the proposals in his minute of 28 March
about the future role of the British Technology Group (BTG).

The Prime Minister said that she welcomed your Secretary of
State's proposal to end BTG's monopoly, whereby it had the right
of first refusal to exploit the results of Research Council research,
including that done by universities. But she had a number of doubts
about your Secretary of State's proposals. She believed that the
BTG, as he envisaged it, would become a large bureaucracy; and that
it was unnecessary to maintain a public sector body of this kind,
with the power to set up companies and take shareholdings. If the
aim was to provide an organisation which would turn pure research
into a commercially exploitable form she doubted that any single
person or institution could oversee this; and she could see no
reason for creating a further institution, given the existence
already of FFI and ICFC.

Your Secretary of State said that he had started from a position
of similar scepticism. But he had been persuaded that, in the
commercial climate 'in Britain at present, some such organisation
was necessary. In the United States there was sufficient venture
capital to permit the commercial exploitation of pure research in
the private sector without the involvement of public funding. But
experience had shown that sufficient venture capital was not avail-
able in the United Kingdom, and that with low industrial profits
and high taxation it was unlikely to become available in the near
future on an adequate scale. Without some Government involvement
vital research would be exploited abroad, or would not be
exploited at all. The BTG, stripped of its monopoly power, should
take a much more active position than it had in the past. kL
would need to seek out the research work, and persuade those
involved to see the commercial possibilities of their work. He did
not envisage a larger BTG; if anything it would be smaller than
at present. On the relationship between BTG, FFI and ICFC, all
these three organisations were complementary to one another. What
was needed was an organisation in England which would perform
some of the functions in which the Welsh and Scottish Development
Agencies had already had some success. He would like to see the
remuneration of those in the BTG linked to BTG's success, and so
to arrange matters that the BTG was eventually privatised.

CONF]DENTIAL / The Prime Minis}erlﬁ

| S
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' The Prime Minister said that she was not impressed by these
arguments. She did not believe that an analogue, on the lines
suggested, to the Welsh and Scottish Development Agencies was necessary
in England. She would wish to be much clearer about the terms of
reference of the BTG, about how it would ultimately be privatised,

the relationship with FFI and ICFC, and how the Government would set
about choosing people with the qualificationsand ability necessary to
carry out the task your Secretary of State envisaged for BTG. She
added that, if there was a role for a BTG, she envisaged it being
carried out by a handful of people, and not by a large bureaucracy.
The Prime Minister handed your Secretary of State a list of points
about which it had been suggested to her further clarity was required.
I attach a copy of this for your convenience.

Your Secretary of State said that he wished to consider the
matter further, and expected to put a further note to the Prime
Minister on the issues which had been raised.

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

Yovn sinunly,

HA'L ML Sul -

-—l“—-—_—.‘

Jonathan Spencer, Esq.,
Department of Industry.
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Covering CONFIDENTIAL

Qa 06335

To: PRIME MINISTER
20 April 1983
From: JOHN SPARROW

British Technology Group

i For your meeting with Patrick Jenkin tomorrow, you may

find the attached list of points helpful. They are distilled

from my minute of 30 March to you on this subject, and take the

form of four questions of principle which you might like to ask,

with possible supplementary questions in each case.

A copy of this goes to Sir Robert Armstrong.




CONFIDENTIAL

British Technology Group

1. The Government must be clear what.its objectives for the BTG are.
An evident aim is the transfer of technology from the laboratory to the
market place but BTG will not be the only organisation attempting this,’
Nor will it have the resources to plug any national gap in the financing

of innovation,
P What role should a state-owned agency play?

Will it be a permanent instrument of Government policy? Or will it,
by operating commercially, demonstrate successful backing of advanced
technology for the private sector to duplicate? If the latter,

will it eventually pass out of state ownership?
What financial regime is required?

Will BTG have commercial freedom and responsibility and be able to
respond to what private sector partners require, eg joining (as a
minority partner) equity packages? Once the initial capital structure
is determined, should BTG operate independently of further Government
support? Or should it have a regular PESC subsidy? Is the ‘latter

consistent with commercial credibility?

Should BTG have a continued monopoly on some publicly funded research?

Again, is this consistent with commercial credibility? If no monopoly,

who should be responsible for exploiting that research?
Should BTG have regional or non-commercial tasks?

Would a regional role outside advanced technology be compatible with
its main objectives? Can the issue: be settled before completion of
the MISC 14 regional review? Should BTG be reimbursed on a contract

basis for any non-commercial role?




/714,\ NAAN 'Vv»)

i) WA

W) ov;»“ AWV gfv W iy [ynan

mtl\q {1..-\,4»]&_,"3 V]/L’} A e Ll}'\,hh,i‘

G Do Ww\)
Pw Ao i — i il
My ey U
P Ny Wl INVVN
0 Drbennad rMAC W
b e« AL ey
[N i/“‘)"‘} w e vu'!/lwﬂflj

L~
(({/\_}\. "\a{. A ]’AI”(’

l\,qJ ’V\'V'\ -vf V\Jaé Y'/L@

(U o do et
Venkwr GprA (0
shisghtind BRI
\M\ b vt v U
muwi o i) VORI o

- W-V\-(’!’LI gV[/V

b S rtedn ) nawt VY
% ot iMW"!”‘Z rw

Y ud
('}"\ Dink ot ’5’/”{
g Gryy

VT (o WV il #° Vs
A oV bxath et LMA/A?

« 7T 4 wvu\’\ﬁll/]

Vi

/bt (/W]V\L
kmw w

MN"’ WWL et 42 1~

xl‘ut'tu'n ORIV A LS W"WM“'*. R taplont el U Sl vt ridnl—,

B)"T g 00 f:\'\'.‘)
C&WLM]-- |H\,\J A A% ) Ao }b Lh"m“’dv‘fui

|
ﬁ ‘{ m \/Mllﬂ/




10 DOWNING STREET

9

?h.W, PI‘I..NU' k"/

s —

F}JJFLC ‘;‘D A, m.bt.l"'l'nj I.MhN
?&év\:(/ka J&Wk/l‘f\f t i"ﬂ bi}wsf
/—




WILSON'S ARTICLE ON

BACKGROUND

Financial Weekly of 25 March contained an article by

Sir Harold Wilson about the British Technology Group (BTG).

- o . e TS ) P o e o - - - * 1 s —————

Most of the article is historical, and describes his own

involvement in the setting up of both the NRDC and NEB. The

essence of the article is in the last two paragraphs, which

express the hope that both the BTG's constituent parts will

be retained and developed. gy 7 E—
— ——

The Secrekry of Sta for Industry's proposal re currently
with the Prime Minister, and would involve a ater emphasis
in future on the NRDC role of developing and oiting
technology and inventions, though with a greater degree of
entrepreneurial spirit and initiative-seeking than has been
shown in the past.

SPEAKING NOTE
article was an interesting account of his
the formation of the NRDC and NEB, though contained
— e,
ittle evidence to suggest that his progeny have been terribly

successful in their present forms. The Government is currently

considering proposals which will provide a fresh impetus in the

whole area of innovation and techndogy transfer, and my Rt Hon

]

Friend the Secretary of State for Industry will be making a

statement soon.




MR. RICKETT

I doubt whether Sir Harold would
send us the attached article purely for
the files. He might get up at Parliamentary
Questions and ask the Prime Minister "whether
she has read the article in Financial

Weekly which has been broughtto her attention'.

__-___-'_—l——-——-l
Could you please get a speaking note about

the Government's plans for the future of
the British Technology Group and show it
to the Prime Minister with the article
(which she need not read in full) as

briefing for Parliamentary Questions.

Fere

11 April, 1983
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From the Principal Private Secretary 11 April, 1983

I escaped to Cornwall for Easter and
consequently did not receive your letter
of 30 March until my return today. Thank you
very much for sending us your article in
Financial Weekly. It will not surprise you
to learn that it had been noticed already!
I have read it with great interest, especially
since I have a personal recoliection of the
latter part of some of the history in it.

The Rt. Hon. Sir Harold Wilson, K.G., O.B.E.,
EoR.S., MBS
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MINISTRY OF DEFENCE WHITEHALL LONDON SWIAZHB ¢ 5y fov Iv Jenlin.

TELEPHONE 01-218 8000
DIRECT DIALLING 0O1-218 21 ‘I 1 /3 W/.) .'{/%

MO 26/1 11th April 1983

I have read with interest Patrick Jenkin's minute to you
of 28th/yérch about the future of the British Technology Group.

>

I would just like to add that I support the approach Patrick
e —
has taken. I am currently looking closely at ways of improving
the spin-off of defence technology into the civil sector, in

consultation with Patrick, and while I have not yet come to any
final decisions I would hope that a re-organised BTG would be able

to play as a medium for transmitting technology and transforming

it into marketable ideas.

I am equally anxious for private entrepreneurial organisations
to have the opportunity to play a role here as well. For this

reason I also welcome Patrick's proposal to remove BTG's right of

"first refusal" on the exploitation of certain types of Research

——

Council-orI@inated technology. My officials are in touch with his

about the implications of this and other changes for Defence. But

overall we are firmly behind his proposals and look forward to their

incorporation in the context of a suitable Bill in due course.

I am sending a copy of this letter to the Home Secretary, the
Chancellor, the Secretaries of State for Education and Science, and

Employment, John Sparrow and Sir Robert Armstrong.

AN

Michael Heseltine

The Rt Hon Margaret Thatcher MP







Treasury Chambers, Parliament Strect. SWIP 3AG

Rt Hon Patrick Jenkin MP

Secretary of State

Department of Industry

Ashdown House

123 Victoria Street

London SW1E 6RB - :8 April 1983

BRITISH TECHNOLOGY GROUP

I have seen a copy of your minute of March 23/;0 the Prime Minister.

These issues have been discussed at length between us and I am
content with your proposals. I especially welcome the severe
curtailment of the NEB's corporate investment role which, as you

say, during the previous Government's term led to a series of
disastrous investments. I assume that you still plan the same ground
rules on equity investments as you proposed in your letter of
February 2 to me: namely BTG to seek consent in every casej; approval
only where other forms of finance are inappropriate; and that it
should in no case exceed 25%.

There are just two other points to take up. First, you propose
ending the BTG's right of first refusal to exploit the results of
Research Council research. I am content with this but I would not
want it to lead to Research Councils turning into mini-BTGs and
providing finance for innovation. This should come from industry
itself.

Second, I accept your point that the BTG should support advanced
technology in English Assisted Areas but believe that the emphasis
should be on advanced technology and not general regional support.
Officials will be thinking further about this in the light of the
proposals which you put to MISC 14 Committee last month.

I am copying to the recipients of your minute.
|

\
e 4

/

| '
\ s

LEON BRITTAN
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10 DOWNING STREET

From the Private Secretary 5 April 1983

) Wt S|

BRITISH TECHNOLOGY GROUP

The Prime Minister has seen your Secretary of State's
minute of 28 March. She has made the general comment that before
considering the question of the replacement for the present
Chairman, she wishes to give further thought to the future role
of the Group. Michael Scholar will let you know, as soon as
possible after his return to the Office next week, what arrange-
ments the Prime Minister envisages for further consideration of
this matter. It is possible that a meeting will be required.

I am sending copies of this letter to Tony Rawsthorne (Home
Office), Margaret O'Mara (HM Treasury), Imogen Wilde (Department
of Education and Science), Richard Mottram (Ministry of Defence),
Barnaby Shaw (Department of Employment), Gerry Spence (CPRS),
and Richard Hatfield (Cabinet Office).

Jonathan Spencer, Esq.,
Department of Industry.

CONFIDENTIAL
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Ref. A083/1001
[

MR BUTLER

The Secretary of State for Industry sent the Prime Minister
a minute on 28 March about the future role and chairmanship of

the British Technology Group.

s If the Prime Minister is content with the more active role
in technology transfer now envisaged for the British Technology
Group, I have no reason to suppose that Dr Birks would not be a
suitable candidate for the chairmanship, though it_gggﬁg_giightly
odd to combine the public sector BTG with the newly privatised
National Maritime Institute.

-

3 The Prime Minister should be aware that Lord Weinstock
suggested to me the other day that, if the main role of BTG was
going to be to dispose of its existing holdings, Mr Ronald Grierson

might well be a suitable candidate for the chairmanship.

ROBERT ARMSTRONG

31 March 1983
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HOUSE OF COMMONS
LONDON SWIA OAA

30th March

written
Financial Weekly, on the
S decision concerning the

Technology Group.

article contained
history of the N.R.D.C.,which
in my Board ] > days and
with the N.E.B. which was set

later Labour Government.

You may like to have this for the
files.

Heod

Mr.Robin Butler,
frivate Secretary

Prime Minister.




CONFIDENTIAL
Qa 06313
To: PRIME MINISTER

30 March 1983
From: JOHN SPARROW

1. Patrick Jenkin sent me a copy of his note of 28 March to
you on the future of the British Technology Group. I think that
this callg for an initial response from you before you have a

Ministerial meeting.

2. I attach a note on the major issues and the areas which
need further clarification. I also attach a draft of a letter

which Michael Scholar might send to the Department of Industry.

Fe A copy of this goes to Sir Robert Armstrong.

q?.
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BRITISH TECHNOLOGY GROUP

1, Before the future role of the BTG can be settled, the Government
must be clear what its objectives are for innovation policy, and what
part, if any, the BTG should play to further them. An evident primary

aim is the transfer of technology from the laboratory to the market-

place but BTG will not be the only organisation attempting this. Is
—

gS— : e - :
it to have a preferred position? Is it to operate commercially,
—— -

-
earning a rate of return that would be acceptable to the private

sector, or is it to operate to other criteria?

2. It is Government policy to encourage the private sector to be
as active as possible in innovation so that in due course there would

be no need for a state-owned agency.
3. Why have a state-owned agency?

Despite the recent growth in project finance and venture
capital funds, the financial institutions are not yet very
experienced in assessing advanced technology and are not
investing in situations where the pay-off might be large

but slow in coming through (what is called "patient" money).
What role would a state-owned agency play?

It would not have the resources to plug the national financing
gap. Therefore it must, by the success of its individual
projects and its overall performance, demonstrate the
successful backing of advanced technology for others to
duplicate.

5e What strengths does BTG have for the role?

—y

It has a good knowledge of the nation's research base in

universities and Government research laboratories; experienced

Iicensing staff; experience of financing mechanisms;
and (subject to decision on its financial regime) the ability

to deploy "patient" money.

1
CONFIDENTIAL
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How shenld BTG carry out its role?

It must act in a catalytic fashion, bringing in private

s j ) han S S
capital; be free to respond to what private sector partners

require, e.g. joining an equity package (but as a minority
partner); and must operate with commercial flair and
develop a reputation that commands respect in the commercial
world., It should lose its present privileged position with

respect to publicly funded research,.

What should be BTG's financial regime?

Once the initial capital structure is determined, BTG should
operate independently of further Government support and have

commercial freedom and responsibility.

Should BTG have non-commercial tasks?

Preferably not, but if Government wishes BTG to carry out
any non-commercial role (such as an "English Development

Agency") BTG should be reimbursed on a contract basis.

9. In the light of the above catechism, the Department of Industry's

proposals need the following clarification:

i)  What is the Department of Industry's overall policy for
P Y P Yy

innovation? Is BTG to be a permanent feature of that policy or
——
is it, by operating commercially, to encourage others and itself

to pass out of state ownership?

(ii) Is commercial operation by BTG consistent with it being

regarded as an instrument of the Department of Industry?
—

(iii) After any capital restructuring, ig it intended that BTG

should operate independently of further Government support?

(iv) Even if its present right of first refusal on Research

Council funded research is removed, will BTG still enjoy

preferential access to other publicly funded research? Who

will be responsible for exploiting research in universities

funded by Research Councils?

LY

2
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(v) Cau a BTG regional role be specified in advance of the

MISC 14 regional review? Would a regional role, any other
non-commercial role or a role outside advanced technology be

compatible with its main objectives?

CPRS
30 March 1983

3
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DRAFT LETTER from MICHAEL SCHOLAR to JONATHAN SPENCER,
Department of Industry

British Technolopgy Group

The Prime Minister has seen your Secretary of State's note of
28 March on the future of the British Technology Group. Before

discussing it in dutaii?jit wowld.be helpful to have a paper b&n\anndn}o
whieh-iukee—i&%uhgggpunthfhe following questions:

(i) What is the Department of Industry's overall policy

for innovation? Is BTG to be a permanent feature of that
policy or is it, by operating commercially, to encourage

others and itself to pass out of state ownership?

(ii) Is commercial operation by BTG consistent with it
being regarded as an instrument of the Department of

Industry?

(iii) After any capital restructuring, is it intended
that BTG should operate independently of further Government

support?

(iv) Even if its present right of first refusal on Research
Council funded research is removed, will BTG still enjoy
preferential access to other publicly funded research?

Who will be responsible for exploiting research in

universities funded by Research Councils?

(v) Can a BTG regional role be specified in advance of
the MISC 14 regional review? Would a regional role,
any other non-commercial role or a role outside advanced

technology be compatible with its main objectives?

1
CONFIDENTIAL
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The Prime Minister atso suggests—that, in preparing the

paper;lfﬂu consult the Treasury and the CPRS,

1l am sending copies of this letter to Private Secretaries to

those who received your Secretary of State's minute.

CONFIDENTIAL
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Over the last few months I have been giving a good deal of

W

thought, and have had many discussions, about the enormously

important subject of securing a much better return for the nation

from the large sums of money which are spent on scientific

research and development in the universities, by the Research

Councils, by the Ministry of Defence and by other publicly funded

A ——— e g

institutes. The sums involved are huge, with total net
-—# ﬁ

expenditure by central government on R&D amounting to £3.5

—

billion in 1982/83. Many of us here shared your anger about the

recent BBC TV 'Horizon' programme which presented a biased,

partial and unfair picture. Yet, there was, as we all know,

sufficient substance in the general thrust of the programme to

warrant further action to improve our performance.

2 I have a number of initiatives under consideration. Dol
—

Ministers and officials have been reviewing with our opppsite
PE— L e——

numbers in the MOD how to improve the civil spin-off from defence




R&D. Much useful work has been done which I am shortly to

review with Michael Heseltine. He fully shares my concern that

we do not secure nearly a good enough return, in terms of civil

spin-off, from the substantial sums spent on defence research and

he and I are very anxious to explore all the possible avenues for

increasing this.

—

3 Another exercise which I have in train is an intensive

of consultations with universities and polytechnics to see
e i

. best we can improve liaison between these institutions and

— ——

industry and to accelerate the transfer of technology from the

— e

academic laboratory to the factory and the market. When Geoffrey
TSP e—— iy

Howe spoke of "Science Parks" at the pre-Budget Cabinet, it was

this initiative he had in mind - though I hasten to add that the

arrangements which I contemplate may go very much wider and be a

good deal more fruitful than most of the "Science Park"

dgﬁelopments which have happened so far.

l I shall report to you on both these matters when we

further advanced.

5 The rest of this minute concerns the British Technology

Group. You will remember that at the beginning of 1981, Keith

— ——

Joseph said he wanted to explore the possibility of merging the

NEB and the NRDC and he proposed appointing Sir Freddie Wood to

P— L e————

chair both bodies. In July 1981 Keith reported that he proposed
B

to accept Sir Freddie's recommendation for an interim merger of




the two bodies. Since then the NEB and the NRDC have operated
ﬂ-“

in a combined structure as the British Technology Group (BTG).

6 The NRDC iz of course much the older of the two bodies.

———t

Founded shortly after the war, its main function has been to

exploit discoveries from publicly funded research. It has done

this in various ways = either by taking rights to intellectual

property and licencing them to British firms, or by providing

—— —

project finance to companies to share the risks and rewards of

developing new ideas, or simply by promoting contacts between

university scientists and commercial companies. For many years
--—.___,_______“__‘__

now they have had a right of first refusal to exploit the results

of Research Council research including at universities. This

"monopoly" has been much resented and in my view has led to all

—

sorts of undesirable consequences. A generally lacklustre
——-—-__ _____— e

performance, an attitude which was largely reactive rather than

R —

—

proactive, a slow and somewhat bureaucratic organisation, a

distinct lack of commercial knowhow and entrepreneurial flair -

all these have characterised the NRDC's performance.

7 Turning to the NEB, soon after we took office Keith changed

the role of the NEB substantially from that it had pursued under

Labour and confined it primarily to the promotion of innovation.

,——— . ==e N—
. L Nty

He also laid down that while the NEB should continue to provide

corporate finance to start up companies (as opposed to the
# ——
project finance provided by the NRDC) its shareholdings should be

restricted almost always to minority stakes. However, the work

—




the NEB has been overshadowed by the overhang of disastrous
e — e
investments made by our predecessors which have occupied a wholly

L e
disproportionate amount of management time and attention.

8 For some months now therefore I have been reviewing both

roles and have come to the conclusion that further changes are

e

necessary. I believe that the merger makes sense but that the

e - N ——— .
role of the merged body should shift the emphasis much more
-_—-—-

towards the technology transfer role hitherto carried on by the

NRDC. It has made sense to combine the techpical skills of the
—— o ..7 —
NRDC with the more commercial skills of the NEB® but we need now
e

i w

to create a single, cohesive organisation with a single

management and much more clearly defined objectives. The role I

envisage for the BTG in future is, in a sense, "an enhanced NRDC

N A At e
role" - that is to say its primary aim should be to promote the
/'V\f\, —— e

transfer of technology from the laboratory to the market-place

using a range of instruments, techniques and measures as

appropriate. I propose that the "overhang" investments should

be separated out and separate arrangements made for their sale or

failing that their liquidation. (This could be done either by
entrusting them to a separate management unit in the BTG, or
alternatively by instructing a merchant bank or consortium of
banks to undertake the job for the BTG. This is still being

explored).




J

9 The first requirement is to eng the "monopoly" right referred

to above. Keith Joseph and I have been looking at this question

# 5 1 . - -
and have agreed that the right of first refusal is no longer

justified. Greater competition would encourage the BTG to show
much greater initiative; it would help to improve its relations
with the Research Councils and universities; and it would above

all force the BTG to go out and seek opportunities rather than

sit and wait for them to turn up on the doorstep. Conversely,

the new freedom which this change will confer on the research
e

JAcouncils and universities would encourage them to make direct

e —

ontacts with industry - something that is already happening on

- ___.-—-—-—'-'—“
n increasing scale. We shall need to make arrangements to keep

exploitation in this country wherever possible. u///

[ =

10 Next, I propose that the BTG's financial support should in

future be concentrated almost exclusively upon projects and that
—————

corporate finance should become very much the rare exception.

—

In carrying out this function, I want to see much closer

co-ordination between the work of my Department in its sponsor-

ship of activities carried on under the Science and Technology

Act 1969 and the work of the BTG. I have used the phrase "a

seamless robe" to desceribe this, implying that in carrying out
their work, the BTG should have close regard to the overall aims
and priorities which I have set for this aspect of my

Department's work. Correspondingly, the Department should be

encouraged to see the BTG as one of a number of instruments for

promoting the exploitation of new technology. I propose that

—




the representatives of the BTG should be members of the

appropriate research requirement boards and that there should be
e

close liaison at all levels.

11 There are a number of other roles which I believe the BTG

R P e W S

,could usefully perform. They include helping to promote the

1+‘“" civil exploitation of defence research; promoting contacts
4 Tl e e N S e TS

“~ between universities and industry on a much wider scale; and

J: (something which they do already) acting as an instrument of

L3

¢
s
v regional policy. They are the appropriate instrument to support

new ventures in advanced technology in the Assisted Areas (in the

same way that the SDA and the WDA do in Scotland and Wales

respectively). All these role;ﬁifggiﬁgxffgggihigal more detailed
/“"»\//’-/\\\_// "—\/\/‘\_,,"" i

work before specific objectives can be drawn up and agreed with

colleagues.

12 Finally, while I do QQE rule out the BTG taking the

occasional equity stake, I see it as very much as the exception.

I would expect them to seek to pursue their aims by other means
wherever possible. If an equity stake becomes unavoidable, it

should be a minority stake in every case.

13 I have now agreed with the Chief Secretary the financial
regime within which the new BTG should operate and I would like
to make a statement very soon announcing the new arrangements.

I have to add that legislation is vital to give statutory backing




to all this. I have submitted proposals for a "Development of
Inventions Bill" to QL, but so far it has not found its way into
the programme. I am making representations to the Home

Secretary.

Chairmanship of BTG

/}

14 I believe the new arrangements require new management.

Although the present Chairman, Sir Freddie Wood, fully endorses

the role I have outlined we have agreed that it would be sensible
————

——

to signal the change of role by the appointment of a new
Chairman. Sir Freddie's appointment was due to expire next
January; he has offered to retire early to make way for a new
man. (Because this was leaked prematurely to the press, I have

already made a press statement to this effect).

The man I propose to appoint in his place, subject to your

[
@

P,agreement, is Dr Jack Birks. He has the right technical

ek

) .
Judd Eackground. He was a former Managing Director of BP, and since
!1# ~ e

ur
o

f;#%zairman of the newly privatised National Maritime Institute

. (”dp“ f ere he is doing a very good job. He has the right qualities of
s

ﬂ*}\,ti;*intellectual acumen, enthusiasm and hard-headed realism to tackle
\.

\j}z the business of technology transfer at the BTG on a part-time

W

adjh basis. He has indicated that if asked, he would be prepared to

——

his retirement last year (he is now 63), he has been part-time

make available three days a week - one more than Sir Freddie Wood

does at present. His appointment has been cleared with Sir




Robert Armstrong and Sir Douglas Wass. I would be grateful,
therefore, to have your agreement tO proceed with making this
appointment which I should wish to announce when I make my
statement on the futu : f he BTG. Following his
appointment I would expect there to be further senior management
the appointment of a new Chief Executive.

changes including

T
=

16 I have ¢ i the new role with the BTG (though of course

the management changes) with the Board whose names I 1ist in
—

the Annex. Although they reflected the unhappiness which recent
press speculation has caused among the staff of the BTG, I was
gratified by the enthusiasm which the Board members showed for
the role I propose. I therefore do not expect any significant
opposition. I am copying this minute to the Home Secretary as
Chairman of QL, the Chancellor of the Exchequer, to the

Secretaries of State for Education and Science, Defence and

Employment, to John Sparrow and to Sir Robert Armstrong.

PT
March 1983
Department of Industry

Ashdown House
123 Victoria Street




10 DOWNING STREET

From the Private Secretary 10 July 1981

Relations Between the NEB and the NRDC

The Prime Minister has read your letter
of 8 July on the above subject, and she has
approved all of the proposals contained therein.

I am sending a copy of this letter to
John Wiggins (HM Treasury), Richard Dykes
(Department of Employment), John Rhodes
(Department of Trade), David Heyhoe (Chancellor
of the Duchy of Lancaster's Office), Murdo
Maclean (Chief Whip's Office), Jeremy Colman
(Civil Service Department) and David Wright
(Cabinet Office).

T. P. LANKESTER

Ian Ellison, Esq.,
Department of Industry.
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ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 3301
SWITCHBOARD 01-212 7676
PS/ Secretary of State for Industry

g_July 1981

T P Lankester Esg

Private Secretary to the
Prime Minister

10 Downing Street

London SW1 C | I~
2
o g o e

RELATIONS BETWEEN THE NEB AND THE NRDC }¥

— -

e

In his minute to the Prime Minister of‘}q/aanuary my Secretary of
State outlined his plans for bringing fogether the work of the
NEB and the NRDC under the common Chairmanship of Sir Frederick
Wood. Sir Keith thought that the Prime Minister and colleagues
would welcome a report on the progress which has been made since
then.

2 On his appointment Sir Frederick undertook a study of the two
organisations. He concluded that a full merger was feasible and
represented the best way of removing a growing area ol overlap in
the operations of the two bodies. He also believed that their
complementary skills, if combined, would be more successful in
translating exploitable discoveries into commercial products.
This view was endorsed unanimously by both Boards.

Sir Frederick recognised that a full merger would require
legislation. In the meantime, therefore, he has recommended an
interim structure to integrate the operations of the two
organisations under their existing statutes. My Secretary of
State hag _accepted these recommendations. They will help foster
a joint management approach by the NEB and the NRDC and will
enable Ministers to take decisions on legislation in the light of
experience of their operation.

3 The arrangements which Sir Frederick proposes for the interim
structure cover much the same ground as my Secretary of State
identified in his minute of 19 January. They involve identical
Board membership, comprising all the existing non-Executive Board
members of the two bodies together with the Chief Executive of
the NEB and the Managing Director of the NRDC. This will
represent a saving in Board time, which will be reflected in the
level of remuneration for combined membership. My Secretary of
State has already appointed Mr Larry Tindale and Sir George
MacFarlane to both Boards. The other cross postings will be
made over the next few weeks. Both organisations will also come
under a single Chief Executive. Whilst appointment will not
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have any formal standing as long as the two bodies are
statutorily independent, my Secretary of State has accepted Sir
Frederick's proposal that the two organisations should regard the
present acting Chief Executive of the NEB, Mr Brian Willott, as
Chief Executive of the combined operaElons and Dr Jim Cain, the
present Managing Driector of the NRDC, as his Deputy.  Mr
Willott, who is 41 and has a doctorate in physics, is an Under
Secretary of this Department who went on secondment to the NEB as
its Secretary in May 1980. When the previous Chief EXecutive,
Mr Ian Halliday, resigned last December the NEB Board appointed
Mr Willott as acting Chief Executive. He has won the confidence
of Sir John King and Sir Frederick Wood as being well fitted to
run"??ﬁ??ﬂ"""gtion. My Secretary of State therefore proposes
to appoint him as a member of both Boards for a period of two
years; his formal position will be that of Chief Executive of the
NEB. Dr Cain will also be appointed to both Boards. The NRDC's
senior staff are understood to give these arrangements their full
support. Finally, once the NRDC's new offices are finished next
year, the two organisations will work under a single roof. Sir
Frederick is satisfied that this and the other changes should
lead to significant savings in overheads.

4 My Secretary of State hopes that the Prime Minister will

approye of these n rrangements. There has been a great deal
of comment about these plans for the NEB and the NRDC, all of

which has been broadly favourable. To keep the House informed,
my Secretary of State proposes to answer an arranged PQ before
the Recess.

5 I am copying this letter to the Private Secretaries to the
Chancellor of the Exchequer, the Secretaries of State for

Employment and Trade, the Chancellor of the Duchy, the Chief Whip
and to Sir Robert Armstrong and Sir Ian Bancroft.

st 2
|0u~. ?.Q.Q:&«

I K C ELLISON
Private Secretary







CONFIDENTIAL AND APPOINTMENTS IN CONFIDENCE

10 DOWNING STREET

From the Private Secretary January 1981

The Prime Minister has considered the Secretary of State
for Industry's minute of 19 January about relations between
the National Enterprise Board and the National Research
Development Corporation, and related appointments matters.

She is content with the direction in which your Secretary
of State intends to proceed, and she has therefore approved the
proposal to invite Sir Frederick Wood to add the part-time
Chairmanship of the NEB to his current role as part-time Chair-
man of the NRDC. She is also content with the flavour of the
announcement of this appointment proposed by your Secretary of
State.

I am sending copies of this letter to John Wiggins (HM
Treasury), Richard Dykes(Department of Employment), Stuart Hampson
(Department of Trade), Murdo Maclean (Chief Whip's Office),

David Wright (Cabinet Office) and Jeremy Colman (Civil Service

Department).

Mrs. Catherine Bell,
Department of Industry.

Ppapoun s
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PRIME MINISTER

Keith Joseph is looking at the
possibilities of merging NEB and NRDC
activities. As a first step, he would
like Sir Frederick Wood to take on the
part-time—CHairmanship of the NEB in

addition to his similar role at NRDC.

He would like, in announcing this
appointment, to make it clear that he
expects him to look at ways of bringing
together the work of the two organisations,

and not to exclude the full merger option.

Content with this appointment, and
with the direction in which Sir Keith

intends it to lead?

C,?_) i \\,‘x;mywh';.,

20 January 1981
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PRTME MINISTER

CHATRMANSHIP OF THE NATIONAL ENTERPRISE BOARD (NEB):
RETATTONS .-BETWEEN THE NEB AND THE NATIONAL RESEARCH
DEVELOPMENT CORPORATION (NRDC)

1 As you know I have been thinking for some time about
the scope for bringing together the work of the NEB and the
NRDC. The suggestion made by Sir Arthur Knight when you
lunched with the NEB on 26 November (see your Private
Secretary's letter of 27 November) reflected some comments
previously made to him by Sir Peter Carey. You yourself
have questioned the need for the NEB to duplicate part.of

the work of the NRDC and have urged that we should do nothing

to perpetuate the NEB and NRDC as separate entities (your

Private Secretary's letters of 22 December and 8 January).

2 The imminent departure of Sir John King, the acthg Chairman
of the NEB, and the coincidential resignation of a number of
members of the NEB Board, provides us with an opportunity for

action.

) I consider the best course would be to invite Sir Frederick
Wood, who is currently part-time Chairman of the NRDC, to be
part=time Chairman of the NEB as well. I also favour cross
postings between the NEB and NRDC Boards; for example, someone
from the NEB Board might Jjoin the NRDC Board and Mr Laurence

Tindale of the ICFC who serves with Sir Frederick on the NRDC Board

(f“ : D,.H: . k- CONFIDENTIAL
s ca APPOINTMENTS IN COFIDENCE

/might: «aa
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might join the NEB Board to strengthen the links between the
two organisations (and between them both and the ICFC, itself

an important source of private sector venture capital).

4 If you agree to this I propose to link the announcement

of Sir Frederick's appointment to a clear indication that I
expect him to explore ways and means of bringing together

the work of the two organisations. I would invite him to
explore all the options including a full merger. But there
are important differences between the two organisations to

be taken into account; the NRDC has a well established role
in relation to university and government inventions which is
quite distinct from financing innovations in partnership with
the private sector where its activities overlap with those of
the NEB. Also the skills of the staffs of the two organisations
are quite different; the NEB is staffed to carry out its
entrepreneurial role and to create new companies, whilst the
NRDC concentrates on the legal and technical aspects of patent
licensing. I would expect Sir Frederick to consider such
things as housing the two organisations in the same building
and under a common Chief Executive. A formal merger would
require legislation and would probably take two to three years

to achieve.

5 We need not take decisions now on the future shape of the

NRDC and NEB. The appointment of Sir Frederick to head both

ONFIDENCE

CONFIDENTIAL /organisations ...
L\
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organisations is a useful first step. A common Chairman would

avoid the natural tendency of the two bodies to go their

separate ways. Sir Frederick also seems to have the right

skills for the Jjob. He has been Chairman of Croda International
| ———

since 1960. He was a successful part-time Chairman of the

National Bus Company from 1972 to 1978. Since becoming

Chairman of the NRDC in 1979 he has progressively improved

the NRDC's management. He is strengthening the NRBC's
entrepreneurial activities, which are those most similar to the
new activities we have given the NEB. He 18 54,

~

6 Sir Frederick is willing to take on both jobs and, if he

is appointed, would plan to devote about 27 days a week in total

to them both. I believe a part-time arrangement of this kind
is best but the NEB would need a strong Chief Executive.
Sir Ian Bancroft and Sir Douglass Wass have both been consulted

and have no objection to the proposed appointment.

7?7 We need to act quickly. Sir John King leaves at the end
of the month to take over as Chairman of British Airways and

I shall need to make an announcement before then.

8 I am copying this minute to the Chancellor of the Exchequer,

/YR taes
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the Secretaries of State for Employment and Trade, to the

Chief Whip and to Sir Robert Armstrong and Sir Ian Bancroft.

K

Department of Industry K J
Ashdown House Iq January 1981
12% Victoria Street

CONFIDENTIAL
APPOINTMENTS IN CONFIDENCE
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. Mr Middleton
Mr Unwin
Mr Corlett
Mr Turnbull
Mr Vard
Mr Folger
Miss Deyes

ADDITIONAL BRIEFING FOR Pli's QUESTION

No.1lO have asked for additional briefing on questions arising
from the Financial Secretary's Zurich speech last night.

PSBR Overrun

[Referring to the Industry Act Forecast (IAF) figure of a £11} bn
PSBR in 1980/81 the Financial Secretary coumented: "It nay

well prove that the final outturn is even greater than this."

He then stressed the difficulties of forecasting the PSBR - which
is "the difference between two rest magnitudes - each in the

region of £100 bn." -~ Mr Healey used to make much the same point].

Since the IAF was published, the November borrowing requirement
figures for central and local government have been published

(these were no worse than expected) and- the December CGBR figure
(which was higher than expected). If further bad figures emerge the
clearly PSBR will overrun IAF forecast. But it would be unwise

to draw firm conclusions from one month's bad data. The outturn

will depernd on many factors, including heavy inflows expected

in January and March and we must await indication of these receipts
before giving a more precise assessment of the PSEBR. [CONFIDENTIAL

(not for use) - Treasury forecast, which No.1l0 has seen, is now
£13%4 bn]. Y

A tough Budget ?

The Financial Secretary forecast nothing of the sort. 'As to what
will be in the Budget, I cannot anti&bate my RHF the Chancellor's
Budget judgement. T repeat what I told the House on Tuesday: no .
decisions have been taken. e




Ol
FST zdmitted the real burden of taxation/has increased since

—

-the Government took Office

And vz hore ol = Al e NIV
- Mn\-—dc-f' 5w b, Frnm foox2s (D g & Caxes O

True:~ but economic circumstances have been exceptional. [ Ve agﬁwd‘
dedicated to the conquest of inflation, sound money and an end to
the inexorable growth in the size of the public se¢tor. Only
these can provide the basis for a lasting reduction in the burden
of taxation. I have never said that progress will be easy. But

we are winning.

e
> - BRI
b i AN R g sl e o 7

Monetary Targets

b E L b

[Reference in FT leading article "The Financial Secretary spoke
of the importance of other measures of the monetary stance - the

Sy T Y

exchange rate, narrow money, the inflation rate, and so on - but
stuck to broad money as 'the most useful measure ! This is an
odd conclusion to an explanation of why it is misleading."]

AL s MRS

For the purpose of the MIFS, broad money (£M3) remains the relevant._
aggregate. But the particular problems of steering a suitable
financial course in the short run is not based mechanistically on
movements in £M3. The FST is quite right to draw attention to

other indicators of financial stringency. Thus the Novembercuts

in interest rates were possible because of (a) success on inflation;
(b) high rates not particularly effective at this stage (because
of high exchange rates, etec) in reducing demand for credit.

T

“

New Treasury forecasts

[David Blake article in the Times today];

There is always speculation about 'new' forecasts. The latest
Government forecasts are those published on 24 November 1980

under the Industry Act. New Treasury forecasts will be published
with the Budget.

'y >
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FST's SPEECH
You asked for factual comments.

2. The section on public expenditure ies on pages 17 and 18. There are two

errors of fact:

(i) "Total expenditure, in real terms will be very slightly higher this

year (1980-81) than it was last."

The latest forecast change in the "planning total® is +2.3%.

The Chancellor said in his November statement that the outturn was
likely to be 12% higher than planned in the March White Paper for
this year. (That level is virtually the same as the outturn for
1979-80 given to the Treasury Committee in December).

The reference in the speech to the PSBR being higher than forecast

in November could (correctly) give the impression that expenditure

also is higher, and so the increase is more than 13%.

“the medium term financial strategy sets out a steadily declining trend,
until by 1982-83 it [public expenditure] should be some 4 per cent lower
than in 1579-80 - the year in which we took office - and 113 per cent
lower than-the planned figure we inherited from our predecessors. We

are determined to keep to that path."

On a point oi ggtail, 1982-83 should have been 1983-84: the March White
1s
Paper showed ? .of 3.7% and 4.0% respectively by ‘the two years. ( General

Government Expenditure - the figure quoted in the MTFS - falls by 5% or so. )

Economic developments in the last 9 months, and the Cabinet decisions in

the autumn make regaining that path unattainable.

The Chancellor said in November that the result of the recession and of

the decisions then announced would be to result in a higher planning
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total for 1981-82 than planned in March (implicitly 11-2%) and left
the ,implication that the higher figures would continue into later

years.

The figures now suggested for the PEWP (a submission en route to the

Chancellor) show the planning total for 1982-83 virtually = identical
with the latest outiurn figure for 1979-80. The figure for 1983-84
is 12% lower.

J M BRIDGERMAN
15 Janvary 1981




PRIME LINISTER'S QUESTIONS: THURSDAY 15 JANUARY

NEB: SIR LESLIE MURPHY'S SPEECH TO THE ROYAL INSTITUTE OF PUBLIC
ADMINISTRATION

In his speech to the RIPA last night Sir Leslie Murphy was critical

of the present Government's policy towards the NEB. He believed
demands for its services would increase in 1981 because of th

present level of profitability in the private sector and believed that
it could carry out monitoring of major state holdings, .such as BIL,

more effectively than Ministers and civil servants.

Line to tak

The Government's policy has been quite clear. As my Rt Hon Friend
said in his statement on the NEB on July 19 1979, when Sir lLeslie
Murphy was still Chairman, we favour the encouragement of private
initiative and enterprise, not the promotion of public ownership
Until we have been able to restore the full vitality of the private
sector, however, the NEB does have, in addition to its regional

and sznall firas functions, a role to play in investing in high
technology industries, where the returns are longer teram and private
industry is reluctant to invest on its own at present. As far as
possible the NEB's investments should be in partnership with the
private sector and its holdings should as soon as commercially
practicable be disposed of to private ownership. How long the

has such a role to play depends not on dogna and prejudice, as

Sir Leslie has suggested, but on the purely external factor of the
degree to which profitability has recovered in the economy generally.

SUPPLEMENTARY QUESTIONS

Q When will a decision be announced on the new Chairman of
the INEB?




A A number of names are under consideration at present but no
decision has yet been taken. An announcement will be made before
the end of the month when the present acting Chairman, Sir John King,

is due to take over as Chairman of British Airways.

Q Did Sir Arthur Knight and other Board liembers resign over a
disagreement with the Government, eg over the new financial duty?

A As my Rt Hon Friend, the Secretary of State, told the House
on 1 December Sir Arthur Knight resigned for personal regsons.
Other Board lMembers have resigned because their services have
been needed elsewhere. There is no disagreement between the NEB
board or previous Chairman and the Governmnent. The statement
which my Hon Friend the former Under Secretary of State for Industry
made on 11 December about the new financial duty was agreed in
advance with the NEB and incorporates those features which they

specifically requested.

Q Is responsibility for BL to be moved from the NEB to the

Secretary of State?

A The question of responsibility for BL is being considered in
the context of the Government's present consideration of the BL

Corporate Plan.

Q Vhy is the present Industry Bill increasing the NEB's limit,
as Sir Leslie pointed out, when the previous 1980 Industry Act

reduced it?

A The increase in the NEB's limit in the present Industry Bill

(which is at present a purely token £1lm increase pending the outcome




of the decision on BL rporate Plan) is solely for BL. This

does not represent any change in our policy to the NEB. As ny

Rt Hon Friend the Secretary of State made clear in the Industry

Bill Second Reading on 1 December we wanted to give the House
a full opportunity to debate the new limits for BL and Rolls Royce
with new legislation, when the Goverment had had an opportunity

to study the companies' Plans.




REFLECTIONS ON THE NEB

The NEB had its origin in the White Paeper issued
by the Labour Government in August, 197h. This White
Paper w.s entitled 'The regeneration of British
Industry.’ The first four par&grabhs of the
Introduction {2 that White Peper conteined = very fair
analysis of the position of British industry and

concluded with the following passage:

'Industry and the Government should be
rartners ir the pursuit of the objectives
which spell success for industry and prosperity
for the country. This requires = cloéer,
clearer and more positive relationship between

Government and industry.'
So far, so good. It then went

'The construction of that better
reletionship requires the development of new
institutions. This White Paper sets out the
Government's proposals for achieving these

results.'

The two new institutions were Planning Agreements

and the National Enterprise Board.

The proposals regerding Planning Agreements were

received with open hostility from the CBI &and from
Industry at large. Planning Agreements.were seen as a
means by which the Labour Government could obtain a

substantial degree of control over the operations of




industrial companies. They were associated in people's
minds with Mr. Benn's announced objective of obtaining
control of the 25 largest industrial compenies and
although this objective was repudiated by Sir Harold

Wilson, the suspicion remained. Planning

Agreements were &lso opposed by industry because they
‘were intended by the Labour Government as a method of
fprcing companies to accept greeter participation by
trade unions in strategic planning.

The White Paper also stated that the discussions
between the Government and industrial companies prior
to the conclusion of & Planning Agreement 'could help
to identify requirements for investment funds for
consideration by the NEB, if necessary by means of
jJoint ventures with the compenies.'

Thus there was, with some Justification, &
belief that the NEB would be an integral part of
the planning agreement process. In fact the NEB
distenced itself ab.initio.from plenning agreements,
but this belief persisted for some while. ‘This .was
the first.handicap that the NEB had to overcéme.

The White ‘Paper proposals were carried out by

the Industry Act of: 1975 vhich set out the functions

of the NEB. Clause 2 (2) (c) gives as one of the

functions:

'..extending publiclownership into profitable

areas of manufacturing industry.'

Bere again is the Benn objective. Moreover,
we have to remember the provisions of Clause L of

the Labour Party Constitution:




'To secure for the workers ....the common
‘ownership of the means of production, distribution
and exchange and the best obtainable system of
popular administration and control of each

industry &and service.'

Many pecople therefore regarded the NEB as a ‘'‘back
door' means of nationalisation, and this was the second
handicap.

The result of this weas that the formation of the
NEB was greeted  with hostility by the CBI and by a.
large part of British industry. The Conservative Party
ﬁnnounced its intention of &abolishing the NEB when it
returned "to power. i

So the NEB became another exemple of the results of
the continuous strife between the two major parties as
to how to deal with industry. In this strife, the
merits of the case are ignored. The left wing of the
Labour Party continues to press for more and more public
ownership, ignoring the very mixed record of the
publicly-owned corporations over the last 30 years. The
right wing of the Conservative Party sees no merit in
anything -except private enterprise and market forces,
ignoring the failures of the first and the gaps in the
second. I must confess that I have become sick and tired
of this sterile confrontation.. What & relief it would .
be to have & Government that addressed itself objectively

to find the best solution of each problem, and put away

dogﬁa and prejudice. If the debate about the Centre

Party were to take us along this road, I for one would be
an.enthusiastic supporter. '

The first task of the NEB then was to try to
overcome the handicaps with which we were lumbered

initially. We did this in five main ways:




We emphesised that we would approach our
tasks in a commercial fashion. We were
concerned with securing an adequeate rate
of return on our investments, even though
we recognised that we might have to wait
a much longer time to secure those returns
than the maerket would be prepared to do.
We also decided that we would not go on
supporting an enterprise if we could see
no possibility of & viable operation
emerging eventually.

" We underlined the need for sound management
of our subsidiary companies and refused to
get involved in day-to-day management
decisions.

We made it clear that the NEB had no
invqlvement or pert to play in Planning
Agreements.

We refused to acguire sheres in profitable

companies as an end in itself. All our

jpvestments were mede in fulfilment of
worked-out policieé - development of &

. stretegic plan in electronics, help for
small companies, Regional investments and
80 on; But we would not use our financial
resources to buy profits.

We had no compulsory POWETrsS and would not
use our financial strength to acquire
compeniec against the wishes of the share-
holders. An early example of this was the
struggle between Guinness Group and White
Child & Beney. At the request of the
Chairmen of White Child & Beney V€ produced

an slternative scheme which would have
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frustrated the take-over of the company
by the Guinness Group. Had we decided to
go into the market and buy shares, we
could undoubtedly huve frustrated the
Guinness bid, but we decided instead to
leave it to the shareholders to decide
which alterhative they would prefer.

It was interesting that we were not put under any

pressure by the Labour Government to behave differently,

~although this meant a very different NEB from that

envisaged by Mr. Benn and_Mr. Stuart Hcllend. 1In fact,
one of the original members of the Board of the NEB
commented to me recently that in his view the hailmark
of the NEB had been its non-political approach.

How successful was this policy ? I think that it
did dbring ebout & real change in attitude to the NEB
from all except the right wing bigots of the Conservative

Party.

Firstly, the Conservative Party itself changed

its attitude. JInstead of being abolished, the NEB would

remain but with & substantial modification to its powers
and duties. _
Second, . the CBI's hogtility largely disappesared. I

remember one meeting of NEDC in which ithe late Sir John

‘Methven stated, in answer to a question, that the CBI had

no problems over the NEB.

Third, the attitude of the banks and financial
institutions changed. The clearing banks and some of the
insurance companies entered into joint ventures with the
NEB. Some of the banks, a2t their own reguest, seconded
staff to the NEB :.in order to bring about a better

understanding of how it was working.




Lastly, we were able to establish joint ventures
with some overseas companies. I well remember the
first meeting I had with the representatives of.the
Swiss company, Brown Boveri. They were extremely
apprehensive at the prospect of having the NEB as a
shareholder and were very suspicious of our motives.
But as.time pessed we became Tirm friemds and I think
that eventually they were very heppy Lo have the NEB
as 8 shareholder.

So, on the whole, I think that we did succeed in
establishing the NEB as a businesslike, efficiently
run organisation. Of course, we made mistakes. We
tried to dd too much too soon and as a result some of
the early investment decisions were based on inadequate
market research. But &slthough, as I have said, we were
not put under pressure by the Labour Government, we
were conscious of the duties placed upun us by Parlieament
and of the very large financial resources placed at our

disposeal.

In 1976 the NEB invested £73m. in 13 companies

In 1977 it invested £200m. and had -.  interestsin
33 compeanies

In 1978 it invested £359m. and had interests in
: L6 companies

‘In 1979 it invested £252m. and had interests in
70 companies including
RR &nd BL.

This is & very rapid rate of gfowth, starting from
scratch, and I would have preferred to have taken it
more slowly. But remember the vociferous and absurd cry
from the left wing of the Labour Party that the NEB
should spend £lbn. & year!:




At the time of the election in May, 1979 we had
established five major roles for the NEB and I would
like to discuss and comment on each of these.

The Tirst role was to act as a state-owned
industrial holding company and to try to bring about
the success of the principal subsidiary companies in
the. Group.

T set out my views as to how .the NEB approached
this task in the 1978 Annual Report. A year's
reflection has made no difference and I was most
jnterested to read the following passage in Sir Arthur

Knight's statement 1in the 1979 Annuel Report:
'As to the managing of investments, I cannot

improve upon the statement of my predecessor in

his report last year

In spite of this, Sir Arthur Knight went on to say:

'My Board and I made it plain

I find it difficult to understand the logic of the
second statement. ‘In fact, before our resignation, the
role of the NEB in relation to BL was neither illusory
nor ﬁinor. Let me go over some of the action for which

the NEB was responsible.




Firstly, in regard to the approval of the plans

of BL. It wes the NEB that stopped the £150m. foundry
progremme -~ twice submitted by BL - because it did not
consider the programme could be justified in the light
of the funds available and it preferred that BL should
become more reliant on outside suppliers. It was the
NEB that stopped BL's plans to build & new centralised
engineering ccntre at & projected cost of £65m. It weas
the NEPR that reduced the funds to be allocated to BL in
1979 from the £300m. requested by BL management to £150m.
‘The Department of Industry and Ministers were involved in
none‘of those decisions.

And, of cburse, it was the NEB that removed the
Chairman and Chief Executive of BL and appointed Sir
Michael Edwardes instead. And although the Government's
approval of that appointment was necessary, the invitation
to Sir Michsel was given and accepted before the request
for Government approval was submitted.

Sir Michael hes now esteblished himself as a major
figure in the industriasl scene and has managed BL with
great skill, jﬁdgmenf and enthusiasm. I yield to mo one
in my esdmiration for what he has done and for the
personal qualities he has brought to his tasks. But I
know that he would admit that at the beginning he needed
the support or the NEB. ¥The cilosure of Speke, for example,
was only possible &t ‘the time because of the support given
by the NEB to the BL management, which had.not then proved
jtself. It says much for the wisdom and farsightedness of
+he four trade union leaders who were then members of
the NEB Board that they were prepared to back the BL
management in the difficult decisions that had to be taken.

To-day the BL management has proved itself amnd khas
put BL back on the road to ‘viability although there is
still a long way to go. But BL is still sipported by public

funds and is not yet ready to be returned to the private

Livns




sector as a free-standing comfhny able to finance itself on the
market. So the tasks of monitoring performance, approving plans
and programmes and of appointing the Board and management still
have to be performed. And at some time, a successor to Sir
Michael will have to be found.

I see no ground for changing my view that this role is best
performed by an industriel holding company composed of senior
businessmen and trade unionists, rather than by Ministers and
Civil Servants. Had it not been for the decisiveness of the NEB,
I do not think that Ministers and Civil Servants would have made
the management changes in BL that were essential for its future.

And in the case of RR, they showed a marked reluctance to allow

the NEB to take the action that the Board judged to be necessary.

I do not want to dwell on the disagreement over Rolls-Royce.
The reasons why the NEB was dissatisfied with the situation and
sought to make changes have been stated very clearly in the past.

Of course, the strength of the pound - which no one forecasted
has made matters far worse. But the salient fact remains that RR
will not be able to compete successfully with the American companies
unless it can reduce its unit cost to a figure approaching theirs.
We felt that the management of RR had not tackled this problem with
sufficient energy and professionalism and that the very large
éxpans?on in production and sales at the prices at which business
was being teken could not be Jjustified unless this was done.

But for this system to work, two conditions are necessary.
Firstly, Ministers must be prepared to allow the NEB to operate.

It is much to the credit of Mr. Varley when he was Secretary of
State that he did this. I contrast his attitude to that of Sir
Keith Joseph, who wishes to take the decisions himself. Indeed,

I well recsall & conversation with the present Prime Minister when
she was Leader of the Opposition. I was explaining to her my
concept of the role of the NEB and of how it operated and she
interrupted me to say that .because taxpayers' funds were involved,
Ministers must take the decisions. For good measure, she added
that in her view it was impossible for a State Corporation to be
run along commercial lines.

So long as Ministers hold these views then it becomes Very
difficult for a State holding company to discharge its role
effectively.

The second condition is that the role of the NEB

is accepted by the managements of its subsidiary companies.




There is & real difficulty if the Boards of
the NEB's subsidiaries are not prepared to be monitored
by the NEB or to accept its judgments regarding their
plans and programmes. I am conscious that the
distinguished businessmen appointed to the Boards of
the subsidiaries often match in experience &nd in
judgment the members of the Board of the NEB itself;
this is very desirable since one wants the best Boards
end menagements one can get for the subsidieries. Thirs
would not matter if the concept of a state holding
company operating in the same way &as &an industrial
holding company in the. private sector were accepted.
But the Chairmen of the large subsidiaries were not
members of the NEB Board, &s they certainly would be
in the private sector, and there was no sense of &
common purpose and objective &s would be found in ICI
or Shell. -One of the reasons for this 1is the political
controversy surrounding the formetion of the NEB; another
is the short time the NEB has been in existence. It teakes
& long time to build up traditions and a feeling of
belonging to & group with common purposes and objectives.
I have also pondered the desirability of appoiunting
non-executive directors on the Boards of the NEB's
subsidiaries. 1 am aware that the difficulty with BL
over the role of the NEB was mainly because the non-
executive directors feit that it was. the Board of BL that
should be the place where decisions were taken subject to
the necessary Ministerial approval. On balance, I remaiﬁ
in fevour of having non-executive directors on the Boards
‘of major subsidiaries provided that they accept that the
NEB is performing & different role and is not trying to
duplicate management's job. I think, however, that it
is most desirable to have an interlocking Board membershiP

- either through the Chairman or through other Board

members to prevent the build-up of adversary gituations-
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I doubt that much of this is mcceptable to the
present Government at this stage, but I still believe
that the need for the NEB will continue and I am
looking ahead ‘to the type of organisation and the method
of operation that may evolve in & few years' time.

The second major role of the NEB was the
development of an industrial stretegy. We had made
some progress towards this before the change of Governmant.
Apert from automotive products, new engines and machine
tools, we had a major presence in computers and electronics,
and we had started to develop holdings in scientific and
medical instruments, office équipment, process control
"electronic test and measuring instruments and off-shore
engineering. We had also started investigation of bio-
technology which heas sincé matured into & substantial new

investment.

We were gradually building up experienced and expert

staff in these major sectors, since I am convinced that
this must be the basis of a successful investment approach.

Unfortunately, the new Government doesn't believe in
en industriasl strategy. Indeed, I was advised by the Caval
Service after the change of Government to play down the
\NEB’S industrial strategy approach because it would be
l1ikely to be counter productive in dealings with Sir Keith
Joseph.

If you study the 19?8 Annual Report of the NEB, you
will see that its holdings were grouped in accordance with
'its industrial strategy - all the‘computer and electronic
companies together and so on.

But in the 1979 Report this was changed and the
holdings were listed dlphabeticaliy. What nonsense this
ijs. I understand the need for the change of atfitudes in
industry to which Mrs. Thatcher is constantly referring.

I agree that inflation must be brought down; that wage and
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salary increases must be paid for by increesed productivity,
that we must become more competitive. But these
exhortations alone are not enough; we shall fail to cure
the deep-seated problems that afflict our society -
unemployment, decrease in living standards, falling behind
in the technological race unless we develop an effective
industrial strategy.

I was & British delegate to the recent Franco-British
Conference in Bordeaux. I was impressed by the comments of
one of the Frenéh delegates who said that he failed to
understand the attitude of successive British Governments to
industry which he characterised as theoretical, dogmatic and
lacking in continuity. He contrasted this with the
attitude of French Governments which he said was pragmatic
and inspired by a sense of the néed for continuity. The
French Government recently published the list of sectors
to which it proposed to give priority im its industrial
strategy. It was virtually identicel with that listed in
the NEB's 1978 Annuel Report.

Some of you mey have read Professor Jim Ball's article

“4in tke Finencial Times on the last dey of 1980. I invite

your attention to the following passage:

"Practical monetarists have never supposed
that policies such as those associated with the

medium-term financial strategy could ever do so'

(i.e. cure the problem of core unemployment ).

'Their initial position rests:on the argument that,
unless financial and monetary control is achieved
and infletion held’.in check, nothing will ever come
right. It is & necessary but not a sufficient
condition for ultimate success. To go further is
to require the development of a coherent industrial
strategy within the framework of the mediun—-term

financial strategy.'




I say Amen to all thet. But what chance do we have
so long as Sir Keith Joseph remains Secretary of State
for Industry, since he doesn't even believe in the need for
an industrial strategy.

I will refer briefly to the remeining three roles of
the NEB - support for small companies, support for exports
and support for Regional initiatives. All these are
important and I think that the NEB hes indeed had a
catalytic role in bringing about & much greater awaren:ss
of the need for wider bases of support for these initiatives.

I am running out of time, but I want to deal with the
other changes made by Sir Keith Joseph in the 1980 Industry
Act.

The NEB's duty to promote industrial democracy was
repealed. I do not think thet we have heard the end of
this. The NEB was an example of a two-tiered Board
structure. Trade unionists participeted on the Board of
the NEB but not on the management Boards of the subsidiaries.
I found this worked very well and the presence of trade
unionists on the NEB Board wes valusable. They brought their
own direct experience to our deliberations and this weas
helpful; they also were mgde to face the necessity for
taking difficult decicsions anad they did not run awéy from
them. This was very good for them. But I would not in
any circumstances appoint trade unionists to the management
Boards. Broad policies and strategic decisions yes, but on
management matters they have & conflict of interest which in

my view is insuperable.

The total borrowing powers of the NEB were substantially

reduced. This was stupid. Sir Keith now has to go back to
Parliament to increase them back to where they were before.
How humiliating.

The old IRC function of re-organisation and
reconslruction was abolished. I have mixed feelings about
this. We tried to bring about change in four cases - power
plant construction, telecommunications, hydraulics and

industrial engines - and we failed.




We failed to persuade the companies concerned to
egree to our prloposals and we were not prepared to force our
proposals through against opposition. In addition, we were
conscious throughout that the Department of Industry quite
liked that sort of activity themselves. One of the
companies we failed with was Massey Ferguson. We had
many discussions with that company three years ago because
we realised that Perkins was being starved of the capital
it needed to develop its business. Eventually we proposed
a major injection of funds into Perkins in return for 51%
of the equity, but we could not agree on the price.

On balance, I think it was & mistake to prevent the
NEB from being involved in exercises of this kind, although
we had no record of success. At least it could be a spur
to the private sector to take appropriate action.

Lastly, there was the new duty of disposal of
investments. Here again, I think that the Secretary of
State erred in forcing disposals on the NEB irrespective
of the effect this would have on its f nancial performance.
I agree with Sir Arthur Knight that it is important for the
NEB to have a proper commercial target, both for internal
purposes and as an objective test of performance. I did
not want to see the NEB becoming laerger and larger and more
difficult to manage. I agfeed with the concept of returning
investments to the private sector and the NEB had done so in
several cases. I had no objection to being given the duty
to dispose provided that the decisions were left to the NEB
in the light of its other - any in my view more important -
duty of achieving a rate of return broadly comparable with
the average of manufacturing industry. As Sir Arthur Knight
said, this can only make sense if the NEB meintains
profitable investments as & means of supporting its new
.projects during the start-up and loss-making years.

The proposals regarding finencial performance made

by Sir Keith Joseph on December 11th do not seem to me to be
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an adeguate substitute for the very clear fipancial
duty establishéd by the previous Government. Disposals
are to be compared with the F.T. actuaries share index
on & cumulative basis and earnings of companies retained
are to be compared with the XLF loan rate.

a0 ﬁonder whether the NEB hsd accepted these
proposals before they were announced to the Standing
Committee? Perhaps the acting Chaeirman would be good

enough to tell us.

The concept of total return on investment is very

familiar to anyone involved in managing an investment
- portfolio. But for this to make sense, the managers
must be free to decide commercially when to sell and also
be free to retain and ré—invést the procéeds. It 18
& nonsense to attempt to measure performance on disposals
when these are dictated by politicel dogma &nd forced

through irrespective of the state of the market.

Where does all this leave us ?

I claim that, teking into account the political
controversy and short time it has been in existence, the
NEB has performed much better than could have been
expected. It had major successes with Ferranti, Fairey
apd some small companies. It did not succeed with Alfred
Herbert, it-failed with Sinclair, British Tanners and
some small companies. It showed great resolution and
decisiveness in dealing with BL and RR.: It took a number
éf dAmportant jnitietives in the field of high technology,
notably Inmos, Nexos, off-shore engineering and bio-
technology. These nevw high technology companies could be
of great significance to the UK's future and I was delighted
to hear that Inmos had invoiced its first sales 1in 1980.
I am still very 6ptimistic that Inmos will justify the

faith that my Board end my successors have placed in it.
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But the NEB has been severely sheken by the

successive traumas which have overtaken it since the
election. The principal reeson for this is the
attitude of the Secretary of State himself. For
although on numerous occesions he tells the House of
Commons that the NEB hes a role - not as wide as under
the Labour Government but nevertheless important - he
also makes it clear that he himself does not really
believe in the NEB ang hopes that in time it will
wither away. The effect of this, of course, is that
it becomes increesingly difficult to find the calibre
of staff that the NEB needs. It is = tragedy that the
fine team that I built up at the NEB is fast disappearing.
Of the 13 senior executives thet comprised my team,
only 5 are left and I wondér how long they will stay.

I am not alone in forecasting that 1981 will bring
great difficulties to British Industry. I am sure that
we shall see & gradual change in the sttitude of the
Department of Industry a&s more and more firms get into
difficulty. I just hope that the Secretary of State
will give sufficient backing and support to the NEB so
that it will be able to pérform satisfactorily when its

services are more and more in demand.




cec Mr. Pattison

PRIME MINISTER

NEB Chairmanship

The media coverage of Sir Arthur Knight's resignation, as

you will have seen, has so far not been too bad. However, Sir Keith

believes that he now needs to make a statement as soon as possible.

He will be speaking in the second reading debatg—;;-?HE“Tnﬂustf&

Bill on Monday afternoon, and provided by then he has established

that the other NEB Board members will go along with having Sir John

King as acting Chairman, he proposes to announce in his speech that

Sir John will take over temporarily.

I have told Industry that I am sure you will be content with

this. But I thought I should mention it to you. Content? 211
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As a matter of formality, I am also ensuring that CSD are

aware of what is going on.
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pp TIM LANKESTER

29 November 1980
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INDUSTRY BILL

It is hoped that the attached brief will prove
of use for the Second Reading Debate on the
Industry Bill on Monday l1st December 1980.
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Introduction: Purposes of the Bill

This is the Conservative Government's second Industry Bill. The
first Industry Bill (now the Industry Act 1980 having received the
Royal Assent on 30th June) modified the functions of the National
Enterprise Board, Scottish and Welsh Development Agencies and the
English Industrial Estate Corporation and gave statutory force to
changes already given effect in regional policy.

The purposes of this second Industry Bill are very different. They
are four-fold and largely independent of each other; this is
reflected .in the quadri-partite structure of the Bill. The first
section (clauses 1 and 2) relates to the need to set new financial
limits for the NEB and the Secretary of State, which in Tact Means
for British L&JTand and Rolls Royce. This is the main purpose of
the Bill., ™ —

The second section (clauses 3 and 4) relates to the future setting
of financial duties for the NEB and the Scottish and Welsh
Development Agencies, adjusting their capital base accordingly.
The financial duties themselves will be published in due course
and will reflect the changes made in their functions by the 1980
Industry Act and the guidelines issued under it.

The third section of the Bill (clause 5) relates exclusively to
the extension of the operation of two_gpecial gchemes of redundancy

paygents by British shipbuilders and by Harland and Wolff. The
schemes wou otherwise expire on 1lst July 1981. Although the

Bill does not itself extend the schemes the Secretary of State will
be coming before the House of Commons with an order which would
provide for this to be done.

The fourth and last section of the Bill deals solely with the
separate question of the Government's response to the Finniston
Report on the Engineering profession. Clause 6 allows the
Secretary of State to make grants or loans to any body which he
consicers appropriate to assist in promoting engineering and
improving links between industry and educational bodies, and to
guarantee obligations incurred by a body established by Royal
Charter for this purpose.

The Bill would, as its financial memorandum makes clear, have an
impact on public expenditure. The first section makes provision
for further public expenditurewithinthe Government's future public
expenditure plans. The restructuring of the capital base of the
NEB and the Development Agencies ccvered in the second section

of the Bill relates to public expenditure already incurred, so there
are no additional public expenditure effects. The third section's
impact through making possible an extension of the redundancy
payments schemes will depend on Parliamentary approval of an order
and on the amount of capacity reduction in the shipbuilding
industry. The average payment under the schemes is about £3,300
per employee. The final section, relating to the engineering
profession, is described inthe Financial Memorandum as not implying
an increase in the £1 million the Secretary of State already
incurs for the purposes described therein.
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Clauses 1 and 2: British Leyland and Rolls Royce

a) The Financial Limits

Clause 1 increases the National Enterprise's financial limit to
£2,251 million and sets a new limit for the purposes of section 3
of the 1980 Industry Act at £1,500 million. These new limits
refer principally to British Leyland and Rolls Royce.

The NEB's present limit is £2,250 million of which £1,500 million
is for British Leyland. The rest of this sum is used for
financing the NEB's other investments. The increase of £1 million
for which the Bill makes provision is, of course, a token figure,
which will be amended when the Government has concluded its
consideration of BL's corporate plan and made a decision upon

the financing of its future investment.

The Secretary of State's limit made under S.3 of the 1980 Act is

to be increased from £750 million because of the increased cash
requirements of Rolls Royce. It will be remembered that Rolls Royce
was transferred from the control of the NEB to the Department

of Industry in November 1979, a move which precipitated the
resignation of Sir Leslie Murphy and the rest of the Board. The
Secretary of State's decision to transfer control of RR to himself
was taken because of the special needs of the company, its uniquely
prestigious role in world markets, its heavy cash requirements,

its close relations with and dependence on government as purchaser -
and because the NEB's own role monitoring RR's performance was in
fact of small importance. The increase of the Secretary of State's
financial limits for which this Bill makes provision reflectgthese
circumstances.

b) The Needs of British Leyland

The details of BL's corporate plan, which has. been submitted to the
Governments have not been published, although it is widdely reported

that Sir Michael Edwardes may have requested a further £800 million

or £1,000 million over the next two years for restructuring and

new investment. BL's ambitious recovery plan has only made its

first costly step forward with the apparent success of the

Mini-Metro, which captured about 7 per cent of the market during the firs
19 days of this month, pushing BL's home market share of new car

sales up to about 24 per cent.

The Metro plant at Longbridge required about £275 miilion in
investment, but the development costs of the rest of BL's new range
are likely, according to reports, to be relatively less. The new
Honda-Bounty to be built at Cowley, Oxford will probably have
required less than £100 million by the time of launching later
next year. Production will be about 2C00 a week, 1000 less than
the Metro's current rate. The new medium range LC 10 which is
scheduled for launching in 1982/3 and which will replace the Maxi
is now to be built at Cowley and will require rather more investment; it
is the main potential recipient of BL's requested cash and BL
consider it should be profitable. BL also wish to develop a new
Jaguar code-named XJ40 reportedly to be launched in 1984 at a cost
of £70 million.




==

The acceptance of BL's recent 6.8 per cent pay offer after a
majority of factory meetings voted against disruptive action has
demonstrated welcome realism among the work-force and the recent
strike which held up Metro production has come to an end. However,
the Government will be making its decisions on the corporate plan
bearing in mind the difficulties which the automobile industry

is facing world-wide and the fact that BL made a substantial loss
of £155 million in the first half of this year. There will be a
Parliamentary debate on BL funding.

¢c) The Needs of Rolls Royce

Rolls Royce's overall position is, of course, very different from
that of BL. RR's order books are healthy; but its profitability
is poor. 1Indeed its net loss in the first half of 1980 nearly
doubled to £17 million. In 1979 as a whole RR lost £63 million.
The main problem RR has been facing is that the increase in the
value of sterling has worked against its profitability, particularly
in its US sales. The House of Commons Public Accounts Committee
has criticised the monitoring of RR's exchange rate assumptions
for those of its contracts for which payment was to be received

in dollars. RR 1is, however, still battling with its American
aero-engine competitors in order to gain further very valuable
orders for its latest version of the RB 211.

The Government has already had to make further provision for

Rolls Royce for this financial year. On 28th April 1980,

Mr. Adam Butler, Minister of State for Industry, announced that

in the light of the company's additional cash requirement of

£180 million the Department of Industry would issue new equity
equivalent to certain loans from the Do I to be repaid in 1980

and "modify the terms of the levy which the Government charges

the company to recover the development finance for the RB 211 engine".

Background to Clause 6: Response to the Finniston Report

The Committee of Inquiry into the Engineering Profession under the
Chairmanship of Sir Monty Finniston was set up by Mr. Eric Varley,
thenSecretary of State for Industry, on 5th July 1977. On

16th November 1979 - at a cost of £401,130 - it was presented to
Sir Keith Joseph.

The most important recommendation of the Finniston Report (for
details of which see CRD Brief PCC (80) 9 of 1.6.1980) was for
the setting up of a new Engineering Authority to act as an
"engine for change" to overcome the '"inertia and negativism of
prevailing attitudes towards engineering".

The Authority would

"- promote the engineering dimension in all areas of the UK economy
in furtherance of national economic needs.

- initiate, maintain and otherwise encourage activities directed
at ensuring the continuing supply and best use of engineering
manpower.




- work with all bodies and institutions whose activities affect
national engineering capabilities in all sectors in order to enhance
these capabilities'" (pp 152-3)

The Report emphasised that the Authority should have a statutory
base and direct funding of its own. Its Executive Board would
consist of 15 to 20 members, initially appointed by the Secretary
of State, in consultation with other relevant bodies. Subsequently,
when fully established it would be possible to have a system of
elections. Below the Chairman and Members would be standing and
task committees. The Authority would "in nearly all respects"

(p. 156) work through other institutions.

The Authority would need to be funded for its executive functions
especially the accreditation of courses and the operation of the
register and for the provision of finance for special studies and
priming education and training schemes.

The Finniston Report estimates. the annual total cost of running
the Authority as £10 million p.a. at current prices. It envisages
that these costs could be offset "slightly" (p. 157) by charges.
There is also the possibility of some activities being jointly
funded with industry.

The Authority would report annually to the Secretary of State.
Reactions to the Report were mixed. The Council of Engineering

Institutions, for example, rejected the need for a new authority.
The Institute of Mechanical Engineers wanted a new body funded

by the engineering profession rather than a 'quango'. The CBI
plumped for an Authority operating under Royal Charter and
governed mainly by practising engineers.

The Government studied the report and ' the reactions to it. On
7th April 1980 Sir Keith Joseph announced the Government's
proposals which lie behind clause 6 of this Bill.

He said:

"The Government does not propose the establishment of a
statutory body. Instead it proposes to facilitate the
emergence of such a focal point by recommending to the

Privy Council that Her Majesty the Queen should be advised

to constitute a new body by Royal Charter. The Government,
after full consultation with those concerned, would be
prepared to nominate the initial members of this body, but
only for a limited period. The central responsibilities

of the body would be similar to thcse recommended by Finniston
centering upon the accreditation of engineering education

and training and the formal registration of those engineers
qualified thereby. However, instead of the new body itself
organising accreditation visits and assessments of individual
registrants, I would expect this work to be delegated tc
nominated institutions, the new body simply determining

the standards to be applied. The Government would expect

the Chartered body to become quickly self-financing but the
Government will be prepared to support initial funding."
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As you know, the Prime Minister had lunch with the board
of the National Enterprise Board yesterday. They had a wide-
ranging discussion, but the following issues in particular
came up:

(i) INMOS. It was explained that INMOS was part of the new
board's inheritance and a good deal of scepticism was expressed
as to the Company's prospects. The Prime Minister said she .
shared this scepticism, but at least the Government had been able
to insist that the INMOS factory be located in a development area.

(ii) NEXOS. Sir George Macfarlane explained the technology
underlying this project, and argued that there was a real prospect
of a "winner'" here. There was no other British company which
seemed interested in the technology that NEXOS were developing,
and there was a huge potential market for their product. Other
board members seemed less confident: in particular, Sir John King
suggested that the risks were too great and that if private .
companies were not prepared to enter the high technology office
equipment field, it was doubtful whether the NEB should be using
Government money to do so. He generalised this point to suggest
that the NEB was not equipped to select and promote new high
technology business. The Prime Minister said that she shared some
of Sir John's doubts. Sir Arthur Knight, however, pointed out
that the promotion of high technology was one of the tasks laid
down in the Government's guidelines to the NEB, and he argued that
the NEB could provide effective encouragement for such business.
But he also explained that this was only a small part of the NEB's
current activities: its main task was to ensure that the existing

investments were well managed so that they could in due course be
sold off.

(iii) Promotion of small companies. Sir Arthur Knight having
explained the Venture Capital Fund project, the Prime Minister

said that she very much hoped that the NEB would concentrate

their resovrces on promoting small businesses. She would prefer

to see the NEB's funds spread around small companies rather than
concentrated in larger ventures such as INMOS and NEXOS. At the

same time, she thought that the banks and other private financial
institutions - though they were insufficiently prepared to take

risks at present - were likely to be more effective at providing
finance for small firms. On the other hand, it was argued by Mr. Emms

/ that there




that there was no shortage of finance at present - only a shortage

of small business applicants. Mr. Stevenson said that this was

the inevitable consequence of the recession, but he was concerned
that when the upturn came there would still be a dearth of new
businesses starting up. The reasons for this were very deeply seated,
but the Government ought to consider mounting a publicity campaign
during the next twelve months to change people's attitudes towards
business and encourage new business endeavours.

(iv) NEB/NRDC overlap. Sir Arthur Knight said that there was
a clear overlap between the NRDC and the new technology activities
of the NEB; he suggested that the Government might in due course
decide to merge the two bodies.

As regards the last point, the Prime Minister - as you may
know - has been critical for some time of the NRDC's capacity to
spot technological "winners" and to translate them into commercial
propositions. She was interested in Sir Arthur Knight's suggestion,
and has asked if your Secretary of State would set in hand an
examination of the possible merger of the NRDC with the NEB - with
a view to reporting back to her in due course.

n, kEsq.,
nt of Industry.
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.NOTE FOR THE RECORD

Sir John King and Mr. A.H.A. Dibbs called on the Prime
Minister at 1900 hours last night.

They reported to the Prime Minister that, immediately after
she had left the NEB lunch that day, Sir Arthur Knight had
returned to tell the other members of the board that he intended
to resign. He had told them that he had spoken to Sir Peter Carey
to this effect the night before. They had come to see the Prime
Minister to tell her how deeply embarrassed they were that she
had lunched with the board in these circumstances; and they deeply
regretted that she had not been told of Sir Arthur's intended

resignation in advance.

They went on to say that Sir Arthur had also announced,
after her departure, that the NEB Chief Executive, Ian Halliday,
had been dismissed: the board had discussed Halliday's possible
departure some time ago and had decided that he should go in due
course, but Sir Arthur's announcement that he should definitely
resign - again coming immediately after the lunch - had also been
a great surprise. Sir Arthur had also told them that he intended
that Brian Willott, the Secretary of the NEB, should take over

as acting Chief Executive.

Sir John King said that Sir Arthur had given the impression

that, although he had apparently told Sir Peter Carey of his
intentions the night before, he had waited to see what the Prime
Minister had to say before taking a final decision. Mr. Dibbs,
however, said that he was sure Sir Arthur had already made up

his mind in advance, and that what had happened at the lunch had
nothing to do with it. Nonetheless, he was naturally concerned
that news of the resignation might leak and that it might be linked
to the Prime Minister's attendance at the lunch. The board had
agreed to keep the resignation to themselves, but there was every
chance that it would get out - particularly since Halliday and
Willott were aware of it - as they had been present when Sir Arthur
had spoken to the board.

/ Sir John King




Sir John King said that he was shocked that Sir Peter Carey

had not informed the Prime Minister in advance, nor - apparently -
Sir Keith Joseph. (It was later confirmed that Sir Keith had

not been informed until yesterday afternoon i.e. after the lunch.)
He and Mr. Dibbs had decided that they would stay on the NEB

board for the time being until a good successor had been found.
But they very much hoped that the new Chairman would be selected
on the basis that it would be his job to manage the NEB's existing
investments and nurse them back to the private sector where they
really belonged - rather than engage in expansion, particularly
into high technology, which had been Sir Arthur Knight's ambition.
As they had indicated at the lunch, they did not believe the

NEB was equipped to play a useful role in developing high
technology industries; and they had gained the impression that the

Prime Minister agreed with that. They proposed to suggest new

terms of reference in the light of the steer which the Prime Minister

had given at the lunch.

The Prime Minister thanked them both very much for coming to
see her. She too was shocked that she had not been warned of the
resignation, and she would bear in mind the points they had made

about the future of the NEB.

27 November 1980
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PRIME MINISTER'S LUNCH WITH THE NEB, WEDNESDAY 26 NOVEMBER

The lunch will provide a useful opportunity for the Prime Minister
to assess the NEB's progress since the new Board was appointed

a year ago and Tor an informal exchange of views on the way the
NEB is operating under 1ts new Guidelines.

2 A1l the Board members will be attending the lunch (list
attached). Mr Allport (September) and Sir George Macfarlane
(November) are recent appointments. Sir John King, who will
become a part time member of the British Aifweys Board on

1 December and Chairman on 1 February 1981, plans to resign as
Deputy Chairman of the NEB around the end of this year. Mr Dibbs
will become Deputy Chairman of BA on 1 February but has agrded to
remain with the NEB for a further few months.

Background

=

s The Industry Act 1980 removed the Board's functions of
extending public ownership and of promoting industrial reorganisa-
tion and industrial democracy. It also gave to NEB the new
function of disposing of its assets to private ownership. Within
this narrower framework, the NEB's new Guidelines (introduced in
August 1980) have given the Board a catalytic investment role in
connection with companies developing or exploiting advanced
technolagies; companies in the English Assisted Areas; loans up

to £50 ,000 for small firms; and the Board's existing investments.
The Guidelines also require the Board to seek maXimum private
sector participation in its new investments, and to dispose of all
existing investments to private ownership as soon as commercially
practicable.

4. The greater part of the Board's first year in office has

been spent dealing with the immcdiatetasks of the Inmos review

and of disposing of their shareholdings in ICL, PFairey and
Ferranti. With these out of the way they h&ve been giving
priority to reviewing their other investments with a view to
identifying further candidates for early disposal. Internally

they have also been conducting a major review of the NEB's internal
structure in order to stream line operations and ensure tight
financial control.

Se This has allowed relatively little time for consideri new
initiatives but the Board have recently made promising invgéfﬁgﬁ%s
PN
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in an iotechnology company (Celltech Ltd) and in a Venture
Capital Fund to promote high techdology projects in the Engl sh
Assisted Areas. X

A ————————————eeett

Progress to date

(a) Disposals

6. The Board are well aware of the importance which the Govern—
ment attaches to maintaining momentum in disposals and have
established a special Division with this in mind. Since they were
appointed in November 1979, the Board have sold the NEB's share-—
holdings in 8 companies in addition to transferring Rolls Royce

to the Secretary of State. As part of their review of the NEB's
other investments they have also put 6 companies into recelivership
or liquidation. In particular they decided in May 1980 that no
further investment would be justified in Herbert Ltd, which has
now gone into receivership following disposal of its various
subsidiaries.

T A list of disposals is at Annex B. Further candidates are
under consideration. e

(b) New investments = (i) - Iamos

8. Folllowing the Government's approval of the NEB's Inmos review
earlier this year, the company announced plans on 29 October
to locate the UK factory at Newport in South Wales.

(ii) Celltech Ltd

9. At the end of July the NEB announced its plans to take a

44% stake in a new biotechnology company (now known as Celltech

Ltd) to develop and sell to industry products and know-how arising
from UK research in biotechnology. This will be based in particular
on collaboration with the Medical Research Council. The remaining
56% is held by 4 private shareholders, each with 14% (Prudential
Assurance, Midland Bank, British and Commonwealth Shipping and
Technical Development Capital).

(iii) Venture Capital Fund

10 On 20 November the NEB announced the establishment of a

£2 million Venture Capital Fund to be managed Jointly by the NEB
and Mr Jack Melchor, a US enterpreneur with a reputation for flair
in identifying successful new technology projects. Its principal
object is to invest with private sector partners in new high
technology companies in the English Assisted Areas. Mr Melchor
has already identified two potential US investors in the fields of
video display terminals and micro-computer parts.

CONFIDENTIAL
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NEB's Half Yearly Results

11. The NEB's Interim Statement published in October revealed
a £5.8m loss after tax in the period 1 January to 30 June 1980.
This was disappointing but not surprising. Losses in the three
na jor high-technology start up compznies (Inmos, Nexos and
Insac) are unavoidable at this stage in their development and
totalled £7.8m., Herbert's lost £2.6m (hence the decision to
close the company), and the disposal of ICL removed one of the
NEB's high profit makers.

Relations with Gowrnment

12. Board members may raise the following:

() BL Ltd = The NEB have made it clear that they

are anxious to hand over responsibility to HMG as

soon as possible. The Secretary of State wrote to

Sir Arthur Knight in July to explain that any decisions
on a transfer could most sensibly be made at the same
time as the Government took a view on the 19381 Corporate
Plan. If BL is raised the Prime Minister might

confirm that she 1s fully aware of the Board's strong

preference but a final decision should await considera-
tion of Corporate Plan.

(b) NEB's Finzncial Duty

The previous financial duty which gave the NEB the
target o achieving a rate of return on capital of

15=20% by 1981 is now inoperative because of the Board's
disposal of ifs profitable investments.

Discussions have been taking place on a new form of

dufy with the aim that this should come into effect
on 1 January 1981. To clear the way for this, the

new Industry Bill provides for writing off the NEB's
irreparable losses made under ther previous Guidelines
The Board are anxious that the duty shoul be 'commercial!
to facilitate their task of securing private sector
participation in their investments. The Department of
Industry accepts this broad objective but is anxious to
ensure that the new duty preserves the NEB's disposals!
function while providing an adequate framework of
accountability.

If the financial duty is raised the Prime Minister might
note what the Board has to say. The duty is a2 complex
issue which officials will have to explore very carefully.

CONFIDENTIAL
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Further appointments will be needed in the ne
to keep the Board up to strength when Sir John 1
depart. The Chairman is keen to strengthen ihm
ence and technical knowledge i ' |

role. The Department

The TUC have recently reviewed their interest in trades

mem ;cﬂﬁﬁ1n of the Board. The Prime Minister will not

raise tﬁ'z matter herself but she should be aware that

S1ir Arthur Knight has :tron” reservations about it because of
the risk that it could undermine the NEB's commercial approach

and @enerate pressure for tﬂe NEB to take on rescue cases. But
he recognises that Ministers would not wish trades union
embership to be ruled out or to snub the TUC. Sir Arthur
expects to discuss the matter further with TUC leaders in
December.

CONFIDENTIAL




CHAIRMAN

3ir Arthur Knight Formerly Chairman Courtaulds (1975=79)

Chairman, Babcock International

CHIEF EXECUTIVE

Tan Halliday Formerly Finance Director of brokers
Leslie and Godwin. Between 1974 and
1977 served on secondment as Deputy
Director of the Dol's Industrial
Development Unit.

MEMBERS
Denis Allport Chairman, Metal Box
Clayton * Technical Director, GEC

Deputy Chairman, National Westminster
Bank

Jack Emms Chief Geicral Manager and a Vice
Chairman, Commercial Union Assurance

Sir George MacFarlane Career in Government research and
development, specialising in electronics
and radar. Now a part-=time member of
the Post Office Board

Dennis Stevenson Chairman of Peterlee and Newton
Aycliffe New Towns
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NEB DISPOSALS

(a) Sales of Shareholdings

Brown Boveri Kent (Holdings) I
Barrow Hepburn Group Ltd
Fairey Holdings Ltd

Ferranti Ltd

ICL Ltd

Middle East Building Services Ltd

Newtown Securities Ltd
Rolls Royce Ltd
RR Chapman (Sub-Sea Surveys) Ltd

(b) Receiverships ete

ASR Servotron Ltd
Herbert Ltd

Jd & P Engineering Ltd
Mayflower Packaging Ltd
Pakmet International Ltd
Vicort of London Ltd

October 1980
October 198
June 1980
July 1980
December 1979
Avgust 1980
October 1980
August 1980
March 1980

May 1980
October 1980
March 1980
December 1979
December 1979
February 1980
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FROM THE PRIVATE SECRETARY

HouSE OF LORDS,
CONFIDENTIAL SW1A OPW

18th November, 1980

Mfs Catherine Bell,
Private Secretary to the
Secretary of State,
Department of Industry,
Ashdown House,

123 Victoria Street,
London, SW1E 6RB.

Dear ('aﬂwriml,

ndustry Bill

The Lord Chancellor has seen Nick Sanders' letter of
14th November to Michael Collon and your letter to me, of the
same date, about this Bill. He has noted the Prime Minister's
decision, and the amendments your Secretary of State is making
to Clause 6. Subject to any comments from the Chancellor of
the Duchy or the Chief Whip, he agrees that the Bill may now be
introduced into the House of Commons at the beginning of the

session.

I am copying this letter to Nick Sanders and the other
recipients of yours.

Youss sucrdly,

Alistair Shonr”

A.E. Shaw

.CONFIDENTTIAL
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3307

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

}L'L November 1980

Alistair Shaw Esq

Private Secretary to the
Lord Chancellor,

Lord Chancellor's Department

House of Lords,

LONDON

SW1A OPW

JI,/\1'1 VO ;? U S } [

I understand that following the Lord Chancellor's minute to

her of 11 November the Prime Minister has decided that the
provision in the Industry Bill for BL should be a nominal

one of &1 million to be smended when firm decisions have been
taken on BL, She has also agreed that my Secretary of State
shoudl explain his intention to proceed in this way in a
Parliamentary Answer when the Bill has been published. Clause
1(1) can therefore remain in the form in which it was presented
to L Committee on 11 November.

Cu As he confirmed in his minute to the Prime Minister of
12 November, my Secretary of State has arranged in accordance
with the wishes of Iegislation Committee for Clause 6 to be
amended in such a wgy that the Bill should be certifiable as

a Money Bill.

Be Since this is the only change to the draft Bill which
L Committee considered on 11 November and since it is the
amendment which L Committee specifically invited Mr Butler to
make, my Secretary of State assumes that the Lord Chancellor
will agree that it is not necessary to have further collective
discussion of the draft Bill. Unless the Lord Chancellor sees
any objection therefore my Secretary of State will make the
necessary arrangements with the Chief Whip for the Bill to be
introduced at the beginning of the new session.

4, I am sending copies of this letter to Nick Sanders, the
Private Secretaries of the members and E and I Committees and
to David Wright.

|

“ " GATHERINE BELL

L5

Private Secretary

CONFIDENTIAL







JROM:

Tre RT. HON. LcaRp HAILSHAM OF ST. MARYLEBONE, C.H., F.R.S., D.C.L.

AT

HousE OF LORDS,
2&" SWI1A OPW

4»
& n"’ ~L i—
O '
Zo 1'..‘114\14‘3‘\>

6th November, 1980
CONFIDENTIAL

The Right Honourable

Sir Keith Joseph, Bt., MP $
Secretary of State for Indusiry, b/
Ashdown House, '0 <
123 Victoria Street,

Lendon,
SW1E 6RB.

Mj A Lor Kev’a‘\, .

INDUSTRY BILL: BORROWING LIMITS

Thank you for your letter of th October. I am grataefi
Lo you Jur looking again at your draft Industry Bill in ‘e
LNl 0L dre sIrong reservetions 09I L Lommiciee.

It would clearly have been preferable if agreement could
have been reached on the financial limits before the Bill was
introduced. Since, however, this has not been possible I note
that when the Bill is published you propose to explain the
significance of the provision of £1 million for British Leyland.
I am sure what you now propose is an improvement and I hope it
may be enough to forestall some at least of the criticism.

¥ rote what you say about thie decision not to amend the Bil’
cag¢ iv might be coertifisvie as a money bili, wheun

—epiz_=.ion Committee look at this particular point egain I thin

:hey wiil wish to know as precisely as possible the date by whict
foyni sssent must be obtained.

I understand that you will be bringing the Bill back to L
Commititee pext week on the basis suggested ir wvour letter 2nd.
fhmee - Ca@naGT cOMlY my Cuiieagues, i1 See no reason to tnink
“hat we¢ shall not be able tc settle the matter then.

Z .. sending copies of this letter to the Prime Minigte~
and e .ther recipients of yours.

bs:




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE o01-212 550

SWITCHBOARD 01-212 7676
Sacretary of State for Industry

({— November 1980

The Rt Hon
Secretary
Department
Caxton ?cwc”
Tothill Street
London uh.d ONA
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INDUSTRY BILL

1 Thank you Z-_ 7ouT =*';: of 29/6;tober about the
provision in y Bill to cover the funding of the
1ndust“V/cduuaL10n aCtlvltiES presently being carried out
by the Department of Industry. You mention the anxieties
which this provision could arouse in the Careers Service and
in the Manpower Services Commission. Should any extension
of these activities be contemplated, I can readily assure
you that there would be full and early consultation between
the Department of Industry and the Department of Employment
I have given the same assurance to Mark Carlisle. I hope
you will be able to allay any anxieties on this basis.

2 1 am copying this letter to colleagues in E and E(EA)
Committees, to Mark Carlisle, Norman St John Stevas and
to Sir Robert Armstrong.







— ONF‘DENT‘A!mwa'rmm’r OF INDUSTRY
Nt ASHDOWN HOUSE :
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3301

SWITCHBOARD 01-212 7676
Secretary of State for Industry

The Rt Hon Lord Hailsham of
St Marylebone PVCH 0 October 1980 TL
Lord Chancellor ot
House of Lords [ +o cee
London SW1
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INDUSTRY BILL: BORROWING LIMITS

I understand from David Mitchell that mewbers of L Committee
yesterday expressed strong reservations about mwy proposal in
L(80)52 to delete Clause 1(1) of the Industry Bill, and to
deal with BL's needs by introducing an amendment at a later
stage. Mewbers of L considered that it wight attract serious
criticism if the Bill were introduced without one of its major
provisions. -

As I am sure you reccognise we have difficulties in determining
the amount to provide for BL until we have examined the BL
Corporate Plan which has only just arrived with us. At the
same time we cannot afford to delay presentation of the Bill
since it provides for additional finange for both BL and

Rolls Royce. You may recall that we were not able to raise
the limits for the cowpanies in the Indastry Act 1980 because
at the time this was passing through the Commons, the Prime
Minister decided that it would be damaging to announce increases
in the liwits during the steel strike. We must now therefore
ensure passage of the present Bill by about the end of February
if we are not to risk the possibility of running out of funds
for either RR or BL or possibly both.

To meet the concern of the Legislation Committee I suggest

that we include provision for BL but at a notional level of
£lm. We can then amend this figure at Report Stage, by

which time we shall have completed our examination of BL's

plan and made decisions as to further funding. I would propose
to arrange a Parliamentary Question explaining the significance
of the £1m provision on the day the Bill is published, both to
avoid undue speculation about the BL situation and so that

the House will be aware that we shall have to amend the Bill

at Report stage. By adopting this course the House will examine
the structure of the Bill as we intend it should be finally
enacted, and only the figure for BL will have to be changed

at Report Stage.

~ONFIDENTIAL




It was also agreed at L Committee that David Mitchell should
consider urgently whether the Bill could be converted into

a Money Bill. Whilst it would be possible to amend Clause 6
in such a way as to make the Bill certifiable as a Money Bill,
this could not be done without altering the underlying purpose
of the Clause. DMoreover it appears unlikely that the conversion
into a Money Bill would save as much time as was at first
thought. I understand that it would reduce the time for
consideration in the Lords from about a month to 2 weeks.

I do not think I can claim that the timetable is eritical to
two weeks, and the Lords might well accuse us of adopting a
device to prevent them dealing with matters on which they
might reasonably expect to comment. On this basis therefore

I do not propose amending the Bill in order for it to be
certifiable as a Money Bill.

I hope this weets the points raised in Legislation Committee,
but I thought I ought to let you know how I propose to deal
with the questions so that, if possible, we can clear the
points before Legislation Committee meets next on 11 November.
You will understand, I am sure, that I am hoping we can ensure
that we clear this Bill at the meeting on 11 November, since
1ts presentation will otherwise be delayed with the serious
implications I have mentioned for financing both RR and BL.

I am sending copies of this letter to the Prime Minister,
the Attorney General, to Norman St John Stevas, members of
E Committee, George Younger, Nicholas Edwards, Mark Carlisle
and to Sir Robert Armstrong. In view of the Parliamentary
implications of this Bill for both Houses, I am copying this
letter also to Michael Jopling and Lord Denham.

eV




Caxton House Tothill Street London SWI1H 9NA

Telephone Direct Line 01.213.. 6 400

Switchboard 01-213 3000

GTN Code 213

The Rt Hon Sir Keil
Secretary of State
Department of Indu
Ashdown House

2% Victoria Street

LONDON

SW1 2¢ October 1980

th Joseph Bt MP
stry

INDUSTRY BILL

Mark Carlisle copied to me his letter to you of 24 October. The
anxieties he mentions ir the education world will be mirrored by
anxieties in the Career:s Service and the Manpower Services Commission.
Like Mark, I would not wish to raise any objection on the draft
Bill, but I echo his request for an assurance of full and early
consultation before any extension of support for industry/education
activities is contemplated.

I am copying this letter to the other recipients of previous
correspondence.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 33()]

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

257 October 1980

Mike Pattison Esq P///d
Private Secretary to :

Prime Minister
10 Downing Street X
LONDON
SW1
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COURTAULDS : COMPENSATTION FOR MR MORRIS, EX-NEB DEPUTY
CHATRMAN

Thank you for your letter of 20 October reporting the Prime
Minister's comments on my Secretary of State's minute of 6 October
and the Lord President of the Council's minute of 13 October,
about Mr Morris. I have also seen a copy of Jim Buckley's

letter to youkpf 21 October.

24 The Prime Minister commented that there appeared to be

a discrepancy in the account of the background to the case given
in these two minutes. The accounts are in fact consistent.
When Mr Morris was appointed to the NEB, the Department assumed
that he would be returning to serve with Courtaulds at the end
of his NEB service. Howevery it subsequently emerged that
Courtaulds had come to an arrangement with Mr Morris that he
should terminate his service with Courtaulds on the dsy his four
year contract with the NEB expired. It is therefore true to
sgy that Courtaulds did not believe he would return to their
service.

3 I hope this sets out the background clearly.

Secretary of State accepts that this does not affect the merits
of the case. He agrees reluctantly therefore that he should
now write to the Chairman of Courtaulds confirming that since
Mr Morris resigned voluntarily from public service there can be
no question of compensation being paid.

4. I am sending a copy of this letter to Jim Buckley in the
Lord President's Office.

((7\/{"'("}\4. X Z\Z/L{
CATHERTINE BELL
Private Secretary
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INDUSTRY BILL

I wrote to you on 7 October expres reservations about your
proposal to provide in this Bill s ~-i i L“xlg;& clve cover for grants

from your Department to cover indus ducation activities.

The question has been further discussed between our officials. Our
understanding is that your Department's concern is simply fo regularise
expenditure of the kind already taking place and that there is no
intention of extending DOI activities into new areas.

On that basis I certainly would not wish to raise any objection when
the draft Bill is taken by Legislation Committee on 29 October

There will be anxieties in the education world, however, ﬂnd

help me to allay them if you could assure me that youl Depar

consult with mine, fully and in good time, before any extenswf-
support for industry/education activities, either in nature or in
scale, 1s contemplated.

I am edpying this to all the recipients of your original letter of
29 Beptember to Geoffrey Howe.

/ MARK CARLISLE




10 DOWNING STREET

From the Private Secretary 23 October 1980

Thank you for your further letter of
21 October about the compensation issue in
the case of Mr. Morris.

In the light of the additional information
you have provided, the Prime Minister has
confirmed her view that there can be no question
of the Government making an ex gratia payment
to Courtaulds in respect of Mr. Morris.

I am sending a copy of this letter to
Ian Ellison (Department of Industry).

M. A. PATTISON

Jim Buckley, Esq.,
Lord President'sg Office.




Civil Service Department
Whitehall London SW1A 2AZ

01-273 4400
From the Private Secretary

21 October 1980

Mike Pattison Esg - f -
Private Secretary to the Prime Minister /f/dhd_-l«__ /ym“&”‘

10 Downing Street

London SW1 2 M A (a,)/m

Dear Mike, e fmzzmé

COURTAULDS - COMPENSATION FOR MR MORRIS, EX-NEB ' el
DEPUTY CHATRMAN i STwvies . ﬂf"“

We had a word about your note of 20 October to Ian Ellison. /@Z*g%/
X

The statement in the Lord President's minute of 13 October that

when Morris was recruited the Department of Industry were

under the impression that he would eventually be returning to

the company i1s based on information given to us in March of

this year by_the Department of Industry. It was after his recruitment
that Morris Told the Department that it had been agreed with
Courtaulds that he would not be returning to their service. It

was therefore Courtaulds and Morris who changed the original
expectation and this they did without consulting the Department.

p——

This clarification can I think only add emphasis to the Prime
Minister's view which you set out in your minute.

I am sending a copy of this letter to Ian Ellison in the
Secretary of State for Industry's Office.

J BUCKLEY




10 DOWNING STREET

From the Private Secretary 20 October 1980

L e

Courtaulds: Compensation for Mr. Morris, ex-NEB Deputy
Chairman

The Prime Minister has seen the Secretary of State for
Industry's minute of 6 October, and the Lord President of the
Council's minute of 13 October, about Mr. Morris.

The Prime Minister has noted that there is a discrepancy in
the accounts of the background to the case offered by your Secretary
of State and by the Lord President. The Lord President records
that, when Morris was recruited, the Department of Industry were
under the impression that he would eventually be returning to the
company. Your Secretary of State notes that the continued con-
tractual arrangement with Courtaulds was due to terminate at the
end of his contract with the NEB, and that Courtaulds believed
therefore that he would not return to their service. In the
absence of agreement on the facts of the position at the time, the
Prime Minister is left in some difficulty in being asked to make
a ruling.

Mrs Thatcher has, however, commented that the person who is
culpable is Mr. Morris. She believes firmly that people in his
position must be presumed to know the consequences of their own
actions. Either Mr. Morris did not consider them;. or disregarded them.

In her view, therefore, the Chairman of Courtaulds should be complain-
ing to Mr. Morris and not to the Government. Against this background,
the Prime Minister would be most reluctant to authorise any payment,
even if it were confirmed that your Secretary of State's version of
the original understanding is the accurate one.

I am sending a copy of this letter to Jim Buckley in the Lord
President's Office.

/ /%//Lﬁﬂv

ITan Ellison, Esq. Pwecra! (e

Department of Indd§ LN SRS e TARE B
E.,"LI?; g Ef }5’- i\L R
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MR. WHIquyt

PRIME MINISTER

There is a row in progress about compensation for Mr. Morris,
the ex-Deputy Chairman of NEB.

Keith Joseph (Flag A) believes that the Government should make

an ex gratia payment to Courtaulds of 50 per cent of the

compensation they have felt obliged to make to Morris, who

remained on secondment when he went to NEB. Lord Soames
(Flag B) argues both that this is wrong in principle and that
it would leave room for allegations that a payment to

Mr. Morris had been "laundered" through Courtaulds.

This comes to you for ruling in a most unsatisfactory form.

There is a disagreement over the facts. Lord Soames believes

that, when Morris was recruited, thé_bepartment of Industry

were left with the impression that he would eventually be

returning to the Company. Sir Keith Joseph records that

the arrangements for his transfer to NEB included leaving

him notionally on the Courtaulds' payroll in order to
S ————— s

enable him to continue within the Courtaulds' pensi heme ,

though this arrangement was due to terminate at the end of
his contract with the NEB. The problem that has now arisen

is a consequence of the mass resignation of the NEB Board.

Courtaulds have found it impossible to reabsorb Mr. Morris
and they have, therefore, had to pay him substantial compensa-

tion for the remaining period of his contract, which he was

in practice expected to serve out with NEB. The amount is
£50,000. Sir Keith would like to meet £25,000 of this.

R —
I do not believe that you can rule until there is agreement

about the understandings at the time of his appointment,

Even if it is established that Courtaulds had no expectation
of Morris returning to them, I think that there is considerable

substance in Lord Soames' objections to a payment which will

in effect find its way to Mr. Morris.

/Should we ask




Should we ask the two Ministers to reach an agreed view of

the facts of the original arrangement with Courtaulds, but

make it clear that you will be most reluctant to authorise

/3

any payment?

16 October 1980




PRIME MINISTER

COURTAULDS - COMPENSATION FOR MR MORRIS, EX-NEB DEPUTY CHAIRMAN

I am afraid I see very stromg objections to the proposal in
Keith Joseph's minute of 6 October.

2. If a man chooses to resign from office he must accept the
financial and other consequences. If he is in the public
service, he cannot expect to be compensated for his losses from
public funds. Your Parliamentary Answer of 13 May laid this
down unequivocally. We took a firm line on it with Lord Goodman
over Sir Leslie Murphy. It was relevant when Sir William Barlow
resigned from the Post Office. It came up again only this week
in the case of Sir Francis Tombs. There will be others in
future. I am sure the principle is right and I would not wish
to see it weakened.

e The former Deputy Chairman of the NEB resigned voluntarily
with his colleagues as a protest against Government policy. He
has, however, escaped the full financial consequences by exploiting
a private arrangement with Courtaulds, under which they felt
legally bound to pay him £50,000. The Government was not a party
to the arrangement., Indeed, when Morris was re¢ruited, the
Department of Industry were under the impression that he would
eventually be returning to the company. Nor was the Department
consulted before the compensation payment was made.

4, In effect, we are being asked to indemnify Courtaulds against
the consequences of their independent decision not to reabsorb

Mr Morris into the Company. We should be financing a payment over
which neither we nor the NEB had any control and which was triggered

off by a purely voluntary resignation. That would not be easy to
defend in public.

5 There is a lively Parliamentary interest in the whole subject
of compensation and in April the Press reported this particular
case in accurate detail (cutting attached). I agree with

Sir Ian Bancroft that it could be alleged - however unfairly -

that a payment to Mr Morris had been "laundered" through Courtaulds.
We could not deny that £25,000 of public money had found its way

to him; and no simple public explanation could be offered. The
fact is that the Government was in no way responsible for Morris's
resignation or for Courtaulds' having to compensate him.




5 I recognise that Courtaulds were helpful at the time
of Morris's appointment. And I can fully understand

Keith Joseph's-wish to assist the Company if possible. We
do not want to lose their goodwill or that of other
companies. But the principle at stake here is important
and even an indirect and partial payment would be a bad
precedent. I find it hard to accept that we have a moral
obligation to Courtaulds, and I think we should say firmly
that we cannot make this payment without undermining an
important principle. I hope that Keith Joseph could put it
to Christopher Hogg in this way, while making it clear that
we shall not forget the help given by the Company in a very
difficult situation.

T I am sending a copy of this minute to Keith Joseph.

SOAMES
13 October 1980
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By Hazrel pDuffy, [ 3
Industrial Cp_ul-,;-or.r’tnt

CONPENSATION for (he {wo

full.ime  members  of ihe
former Board of the Nafional
Lnterprise Poard, which
yesigned in profest al Govern-
ynent puliey Jast Novemher,
has been soupght and in one
¢zse has now hieen agreed.
NMr. Richaré Morrs, aped
54, formerly deputy director
of {he NEB, kas weitled for

compensalion of abonot £30,000 ;

from Courizulds, his former
employers, - hut  Sir Leslie
Murphy, former thairman of
{be NEB is still ‘secking
compensation. PR R
Mr. Morris was on a four-
vear secondment {rom Court-
anlds. After the NEB FPoard
resicnations he did nol return
fo Courtaulds, apparently by
muinal  agrecment belwern
bimseld and  his _furmer
employers. He was carning
£35000 a year at the NEB
and his contract was nof due
fu expire untll April, 1982,
Although the settlement 1s
with Courtzvlds, it is es-
peeted that the company will
trv 1o gel some of 1ihe moncy
reimbursed through 1the NEB.
The =actual amouni -of Mr.
Morris's compensation  will
appear 1n the “for{hvroming
yeport and accounts of tibe
NEB. He .ds .a partdime
director of British Nuclear

3

Fuels but bas pot had z foll- .

time job since leaving the
NEB, LA e T
“Sir Leslie Murphy, former
chalrman, 3 -still - seeking
compensstion buf in his case

‘3t s through the Indostry

Depariment, a5 -he’ was
sppointed hy the Becrelary of
GSiate for Indusiry. He save
he is noi depally entifled to
compeneation, | since he
resigned from the Board. Tuol
Lbe was told by TIndosiry
Depariment eficials aller This

yesipnatingl 1hat the malier
anuld he imvesticated.

Cir Loeslie, who will e 65
this ycar, says he has made
no pereona) represt ntations 10
fhe Gmernment alioul =Ny
pasment,  The matier is in
{he Fands of 2 wnlichor, hul
Cir Levlie denies that 1here is
any dicpufe over the czee. 1
vwould he ™entirely at ihe *
dicerefion of the Department &
Y0 make a . payment, sa¥s Sir
Leslie, whose 1hreexear con:
tract avas due fo -expire oo
July 31 1his year. - e v

He was «¢aining nearly
£42.000 a year when he was
21 the NEB. which wovld have
been  incicased Ao LARS00
{rom the beginning of this
muonth, ; ik s

Sir Leslie and Mr. Morris
wore the only full {iime mum-
Vvers of the NEB Poard. AS
pari-time direciors, the others
received only tuken payment.
The whole Board resigned
aver the Governmenis hano-
ling of the Rolls-Toyce afiair,
~which ended with Rolls-Royce
bring transferred back 10 the
Industry Depariment. . 2
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COURTAULDS - COMPENSATION FOR MR MORRIS, EX NEB DEPUTY CHATRMAN
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Christopher Hogg, the Chairman of Courtaulds, recently came to
see me about the compensation Courtaulds have had to pay

Mr Richard Morris who was the then Deputy Chairman of the NEB and
who resigned with the rest of the NEB Board last November.

Mr Morris and Sir Leslie Murphy were the only full time members

——————————
of the Board.

2 Mr Morris was appointed by my predecessor at a time when he
was a full time member of the Courtaulds Board. The arrangements
reached for his transfer to the NEB included leaving Mr Morris
notionally on the Courtaulds' payroll in order to enable him to
continue within the Courtaulds pension scheme, though this
arrangement was due to terminate at the end of his contract with
i ]
the NEB. Courtaulds believed therefore that he would not return

to their service nor had they any appointment to which he might

return.

3 Mr Morris' resignation from the NEB left Courtaulds with an
outstanding liability to him since his contract had not yet expired -
indeed had 2 years 5 months to run. Courtaulds were legally

liable to pay compensation and have done so to the tune of

£50,000. Mr Hogg came to see me because, while he recognises that

the Government has no legal liability to Courtaulds he believes,

quite strongly, that there is a moral responsibility to the

company and its shareholders, who were innocent bystanders and

CONFIDENTIAL /have ...




CONFIDENTIAT

have suffered a financial loss.

4  You may recall that there was some Parliamentary interest in
the question of compensation for Sir Leslie Murphy and Mr Morris,
and I understand that when you answered a Question on this subject

(0.R Col 220 28.4.80) you minuted the papers that no compensation

should be paid. We have stood on this position.
¢ —

5 I have great respect for Mr Hogg and he put the company's

case for recompense in a way which indicated his clear understanding
of the principle that we cannot agree to compensation for someone

who resigns from the public service voluntarily. He had earlier
R T TV T gy

: o ——
been to see Sir Ian Bancroft and so was in no doubt on the

importance of this principle to us.

6 I gave him no reason to believe that we could breach this
principle and he accepted this. Nevertheless, I do feel there
is a distinction between our paying compensation to Mr Morris,
and relieving the company from at least some part of the

loss which they have suffered, largely because they entered

into arrangements with our predecessors which were intended to
facilitate the transfer of Mr Morris to a public appointment.
There is no question of bad faith on anyone's part but I believe
there is a case for making some payment to the company - I suggest
£25,000 or 50% of their loss. I believe that if we do not pay
the full amount we shall have preserved the essence of the
principle and any payment should be made as an extra statutory
recognition of the extraordinary loss the company has suffered.

/I .- e
CONFIDENTIAL
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I recognise, however, that you will also want the advice of the
Lord President since I know that the Civil Service Department
have felt unable to agree to such a payment. I am therefore

copying this minute to the Lord President.

7l

K J
(; October 1980

Department of Industry
Ashdown House
12% Victoria Street

CONFIDENTIAL




Thursday 24 April 1980

(Answered by the Prime Minister on 24 April)

UNSTARRED Mr. Jock Bruce-Gardyne: To ask the Prime Minister,

NO. 137 what consideration.she has given to requests from
former members of the National Enterprise Board,
‘or their current employers, for compensation for.
loss of emoluments from public:funds following
their voluntary resignation from:this Board; and
what conclu51ons she has reached SR o]

My right hon. Friend and hon..Friends have -

considered one such request; nQ-paymentfhas'been
authorlsed in respect of 1t Another case is

stlll under con51deratlon




CONFIDENTIAL
BACKGROUND NOTE

Mr Bruce-Gardyne's question relates to the resignation,
on 21 November last, of Sir Leslie NMurphy and lr Richard
Morris from their posts as, respectively, Chairman and
Deputy Chairman of the NEB., (There have been other
resignations from the NEB - the rest of the Board in
November last; Sir Michael Edwardes; Lord Ryder;

Mr Alistair Frame; Mr Harry Urwin - but none of these
has involved questions of compensation).

Lord Goodman wrote on 14 December last to the Permanent
Secretary of the Department of Industry, seeking compen-
sation for Sir Leslie Murphy. After exchanges at official
level the Secretary of State wrote to the llinister of State,
Civil Service Department, recommending modest compensation,
but Mr Chammon felt unable to agree. Lord Goodman has been
told that this is the Government's conclusion, and has
challenged it, but our impression is that Sir Leslie will
not take it further. ' GRS

e B

Mr Morris's case is rather different. He has not himself
sought compensation from the Department, but we considered
the merits of his case superior to those of Sir Leslie
Murphy, and (in parallel with pursuing Sir Leslie's case)
invited the Civil Service Department to agree that compen-
sation would be appropriate. Sir Ian Bancroft rejected
this proposal but in the meanwhile Courtaulds (Mr Morris's
former employers) paid him £55,000, The background to this
is that Mr Morris was seconded from Courtaulds to the NEB
for four years on the understanding (agreed by the Civil
Service Department) that he could remain in Courtaulds'
pension scheme and that during this period the NEB would
pay the employers' pension contribution of £16,000 p.a.
Vhat was pot known to us, however, was that Courtaulds
were not prevared to re—employ Mr Morris when his second-
ment Fo_the NEB was over, So when 1t suddenly ended,
because of his resignation, Courtaulds found they were
legally committed (by a contract which we had never seen)
to compensate Mr Morris for the balance of the four years.
(This payment was reported in the Press and 1s presumably
reflected in the terms of Mr Bruce-Gardyne's question).
Courtaulds have no legal claim on the Department to reim-
burse them, although the possibility of an ex gratia pay-
ment has not yet been ruled out.

In replying to the question there is a temptation to plead
confidentiality, but the matter has already been reported
in the Press and Mr Bruce-Gardyne has already put down one
guestion about it which was unforthcoming (copy attached).
The recommended draft reply (which has been agreed with
the Civil Service Department) therefore goes a little
further. i —
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INDUSTRY
National Enterprise Board

Mr. Bruce-Gardyne asked the Secretary
of State for Industry what contractual
provision for compensation payments in
the event of voluntary resignation is made
by the National Enterprise Board in res-
pect of its present dnd former employees;
and if he will ensure that no commitments
are entered into by the National Enterprise
Board as a charge on public funds in ex-
cess of any such contractual comniitments.

COkuM .
b9l

\ir. Michael Manktall : Compensation
payments for employces of the board are

arc not employces of the hoard @ any com-
pensation payments to them wo 1d be a
matter for my richt hon. Fricnds the Piime
Minister and the Sccretary of State.

|
i a matier for the board. Board mcinbers
|
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_ Industrial Corresp:»'ndent_

COMPENSATION for ihe two' |

full-time members of the
former Board of the National
Enterprise Board, which
resigned in protest at Govern-
ment poliey last November,
has heen sought and in one
case has now been agreed.
Afr. Richard Morris, aged
54, formerly deputy director
of the NEB, has settled for

compensation of abont £30,000 .

from Courtaulds, his former
employers, - but Sir Leslie
Murphy, former chairman of
the NEB 1Is still seeking
compensation.. 70 T oo
Mr. Morris was on 2 four-
vear secondment from Court-
aulds. After the NEB Board

resignations he did nol return. |
1o Courtaulds, apparently by

mutual agreement belween
himself and his _former
employers. He was earning
£35.000 a vear, at the NEB
and his contract was not due
fo expire until April, 1982.

Although the settlement 1s
with Courtaulds,. it is .ex-
pected that the company will
try to get some of the money
reimbursed through the NEB.
The actual amount - of Mr.
Morris’s compensation “will
appear in the forthcoming
report and accounts of the
NEB. He .is -a part-time
director -of British Nuclear

O ie but has not had’y fall- .|

time job since leaving the
" *<8ir Leslie Murphy, former
¢halrman, 35 -still - seeking
compensation but in his case
it is through the Industry
Department, - "2s. he'" was
appointed hy the Becretary of
State for Industry. ¥e savs
he is not legally entitied to
compensation, | since he
resigned from the Board. But
he was told by Indaostry
Department eofficials aTler his

resiznation thal the matier
amould be investicated.

Sir Leslie. who will be 65
this vear, says he has made
no personal representations 10
the Government. ahoul an¥
payment. The matter is in
the harnds of 2 colicitor, hut
Sir Leslie denies that there is
any dicpule over the case. It
would he *entirely at ihe
discretion of the Department 2
4o make a payment, says Sir
Leslie, whose three-year con-
tract was due fo -expire on
July 31 this year. - e

He was earning nearly
£42.000 a year when he was
at the NEB, which would have
been increased to £48,500
from the beginning of  this’
month. VEL Bl L=

Sir Leslic and Mr. Morris
were the only full-time mem-
bers of the NEB Board. As
part-time directors, the others
received only token payment.
The whole Board resigned
over the Governments hand-
ling of the Rolls-Royce affair,
which ended with Rolls-Royvee
being transferred hack 1o the
Industry Department. .= :
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Rt Hon Sir Keith Joseph Bt MP

Secretary of State rl,
Department of Industry

Ashdown House ‘o' 154
123 Victoria Street

London SW1 6 October 1980
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INDUSTRY BILL: FINANCE FOR FINNISTON CHARTERED BODY AND
INDUSTRY /EDUCATION ACTIVITIES

In your letter of 29 September to Geoffrey Howe you asked for
agreement to include in the next Industry Bill a clause to cover
funding for the new Finniston Chartered body and for various
other educational activities carried out for industrial purposes.

We agree that you need specific legislative cover for the con-
tinuing but modest educational/industrial expenditures which in
the past have been covered under the Appropriation Act. But the
main policy issue which we did not discuss at E in August is
whether powers should be taken to permit the Government to provide
grants and loans for the Finniston body. You make no mention of
savings to offset any additional expenditure for this purpose, but
I presume that if you had to make any payments these would be
financed within your programme. On this assumption and in view

of our announced commitment to an Engineering Authority, I would
not wish to make an issue of your request for new powers if other
members of E are content.

There is an argument that your proposals require two separate
clauses on the grounds that grants or loans to finance the Chartered
body and the educational activities are separate purposes. On this
argument the "Finniston purpose'" would be dealt with in a separate
clause, and should in my view be time-limited to a maximum of

3 years.

The alternative is a single clause, if it could be drafted in such
a way as to give general authority for making grants and loans for
educational and industrial purposes as well as for "Finniston
administration'". One advantage would be that there would be no
need to make any specific reference to the Engineering Authority.




This might make it easier to avoid a commitment to make any
payments at all for its administrative costs. But you would have
to make it clear to Parliament that if the power was to be used

at all for the purpose of supporting the Authority's initial
administrative costs, this would depend on the private sector's
failure to provide funds, and that public funds would only be used
as a substitute for private finance for a maximum of 3 years. Like
you I hope that any public finance can be avoided.

I am content for you to proceed along the lines of a single general
clause, if colleagues in E agree.

I am copying this letter to colleagues in E and E(EA) Committees,
to Mark Carlisle, Norman St.John Stevas and to Sir Robert Armstrong.

A

JOHN BIFFEN







Chancellor of the !}urh_n of Lancaster 2 Octooer 1 980

You wrote to Geoffrey Howe on 29 September seeking
agreement to the addition of a further clause to next
Session's Industry Bill to cover funding for the new
Finniston chartered body and other industry/education
activities of the Department of Industry. Provided
that our colleagues are content to give you policy
approval for these new proposals, I am willing to give
drafting authority on the understanding that the
addition will not delay the preparation of the Bill,
which we still expect to be ready for introduction at
the beginning of the Session.

The Bill as originally envisaged was to be a 'very
short' one, and I should perhaps sound a warning that
I should find it difficult to agree to any further
extension of its scope.

I am copying this letter to the recipients of yours.

~

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

Ashdown House

123 Victoria Street

SW1E 6RB
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The Rt Hon Sir Geoffrey Howe QC MP
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INDUSTRY BILL: FINANCE FOR FINNISTON CHARTERED BODY |
AND INDUSTRY/EDUCATION ACTIVITIES

1 In earlier correspondence we have agreed to the introduction of

an Industry Bill early in the next session to provide for the increased
financial limits which will be required for BL and Rolls Rocyce. In this
letter I seek colleagues' agreement to the inclusion of a clause in the
Bill to cover funding for the new Finaiston chariered body and for the
other industry/education activities carried out by the Department of
Industry. '

2 As I explained in my paper to E Committee I intend the Government's
involvement in setting up the new chartered body tc be restricted to
guaranteeing loans from the private sector. I have started consultations
on that basis and have made it clear that the Government will restrict
its commitment to the minimum necessary, both because of expenditure
constraints and my wish that the body should be independent of
Government involvement. However, I cannot be certain that the
chartered body will be entirely self-financing over the initial period
and I do not think the Government could stand by and see the new body
fail simply because we were not prepared to support its initial funding.
I therefore think that, despite the pressing expenditure constraints
under which you are operating, we shall have to make contingency
arrangements for possible direct Government funding. I envisage that,
if needed, *this funding would be limited to topping up any amount by
which- subscriptions (and loans raised under guarantees) fell short of
the chartered body's necessary expenditure during the initial three
year 'period during which the Government will nominate the membership of
the body. The maximum sum involved would be £2-% million but it is

my firm intention that no expenditure would actually be incurred.

3 I seek agreement therefore to instruct Parliamentary Counss 1 to
draft a clause which gives the Governmert power to make grants to the
new chartered body, as well as loans or guarantees for private sector
loans. The legislation itself would nct commit us to any particular
type of finance. 3

/4 ..




Since we shall be legislating in the general area I think we should
also provide specific cover for the grants etc. which we provide for
industry /education activities more generally. Thess at present
depend on the authority of the Appropriation Act and we will .be open

o0 criticism by the PAC if we failed to take this opportunity to
legislate. I hope the funding of our industry/education activities
can be covered in the same clause. Indeed some of the agsistance we

ow give for pump priming course support uight be given in future
through the new chartered body. '

5 TInstructions for Parliamentary Counsel are needed urgently if we
are not to delay the Industry Bill itself and I should be grateful
for your and colleagues' agreement to proceed in this way by 5 October.

6 I am copying this letter to colleagues in E and E(EA) Committees,
to Mark Carlisle, Norman St John Stevas and to Sir Robeft Armstrong.




FROM THE MINISTER FOR INDUSTRY AND EDUCATION

- SCOTTISH OFFICE
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The Rt Hon Sir Geoffrey Howe PQ MP
Chancellor of the Exchequer
Treasury Chambers

LONDON

SW1P 3AG . |§ August 1980

INDUSTRY BILL /

In George Yolnger's absence I am writing in response to Keith Joseph's
letter of 6 August setting out his proposals for inclusion in a further
Industry Bill with a view to arranging for it to be drafted in time to be
introduced at the beginning of the next session.

I certainly agree with Keith Joseph that if the financial limit for Rolls Royce,
BL and the NEB's remaining investments has to be increased it would be preferable
to move straight to a figure of €4 ,750m as he suggests rather than risk having to
seek further legislation later in this Parliament. I would be particularly opposed
to approaching the new limit by stages subject to affirmative order. The Scottish
Development Agency's financial limit stands at £500m which should be sufficient

to cover expenditure until about 1984. Had the limits for the NEB and the WDA

not required to be raised we would not have been seeking to increase the SDA's
1imit at this time but we think we should take advantage of the opportunity
presented by the next Industry Bill to raise the Agency's limit to £700m and

thus provide a cushion against any possibility of the limit being reached in
1984/85 when the legislative outlook might be less certain.

I am also glad to note that Keith Joseph has accepted George Younger's suggestion
that we should use the next Industry Bill to take statutory powers to write off
irretrievable losses. This will enable us to overcome an immediate difficulty
with the SDA's inability to service and repay its borrowing from the National
Loans Fund which is mainly attributable to its losses in the Stonefield Vehicle
Company. It will also remove the deadweight of lost public dividend capital,
again much of it due to Stonefield, whose existence, as in the cases of the NEB

and the WDA, makes it impossible to set a realistic or attainable financial
duty for these bodies.

T am sending copies of this letter to the Prime Minister, Norman St John Stevas,
members of E Committee, Nicholas Edwards and Sir Robert Armstrong.

ALEX FLETCHER
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& August

P
I have seen Keith Joseph's letter to you of é’ﬁugust, proposing the
introduction of a new Industry Bill at the start of the next session.

I support the proposal and I confirm that I will wish to use the Bill

to take powers to increase the financial limits of the Welsh Development
Agency and the Development Board for Rural Wales.

The Industry Act 1980 deleted the provision to increase by order the
financial limit of the WDA from £250 million to &£400 million. It
became apparent,while the Act was at Committee stage early in the

New Year that the current financial limit of £2t0 million will be
insufficient to see the Agency through the life of this Parliament,
particularly in view of the additional sums agreed for steel remedials
at Shotton and in South Wales. For similar presentational reasons to
those outlined in Keith's letter it appeared inappropriate to take
action in January to increase the financial limit. I now propose,
however, that the limit should be raised and, in order to avoid further
changes during this Parliament, I estimate that the new limit should be
set at £450 million. Similarly, I propose that the current financial
limit of £40 million.for the DBRW should be increased to £100 million.

Keith also proposes, as suggested by George Younger, that the Bill
should be used to take statutory powers to write off irretrievable
losses of NLF and public dividend capital finance. It will be desirasble
to take such write-off powers in respect of the WDA, whose losses are,
as you know, principally attributable to the investment in Leiners.

I am sending copies of this letter to the Prime Minister, to Norman
St John Stevas, members of E Committee, George Younger and to Sir Robert

Armstrong.
/ﬁh>l/“~w (2NN
( {/
4 A"». /:5 jw“{.,_‘.
\ L

The Rt Hon Sir Geoffrey Howe QC MP ,
Chancellor of the Exchequer

HM Treasury

Parliament Street

LONDON SWl







Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000
',August 1980

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

AA—/V‘M

" INDUSTRY BILL

Thank you for your letter ofhﬁ/ﬁugust in which you sought
policy clearance for the introduction of a new Industry
Bill immediately after the Recess.

I am content for you to introduce a Bill on the lines you
propose, including provisions for raising the financial
limits of the SDA and WDA if George Younger and Nicholas
Edwards so desire. I am also content to leave our officials
to settle the details of the write-off provisions. I

would however like to reserve my position on the size of

the new financial limit. Perhaps our officials could
discuss this further and report back before the Bill needs

to be introduced.

I am sending copies of this letter to the recipients of
yours.

\

&./"

GEOFFREY HOWE







Privy CounciL OFFICE

WHITEHALL. LONDON SWIA ZAT

Chancellor of the Duchy of Lancasrer '7 August ) 980

W
Mg

Thank you for sending me a copy of your letter of

6 August to the Chancellor of the Exchequer about
your proposed Bill to increase the aggregate
financial limit for the Secretary of State and the
National Enterprise Board. As you know, this Bill
was accepted as essential for next session by the
Cabinet and, subject to policy approval being given
by E Committee, I readily give my authority for the
employment of Parliamentary Counsel on the drafting -
of the Bill.

I am copying this letter to the recipiénts of yours,
and to First Parliamentary Counsel.

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

Ashdown House

123 Victoria Street

SW1

CONFIDENTIAL
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RESTRICTED

DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5501

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

? SJuly 1980

Tim Lankester Esq

Private Secretary to the
Prime Minister

10 Downing Street

London SWl

Nw"w
Dan T = A

NEB RELATIONS WITH THE TUC

Sir Arthur Knight's private secretary has rung me at Sir Arthur's
request to say that Mr Len Murray of the TUC has contacted

Sir Arthur to invite him to a private lunch at Congress House.
The lunch is likely to be in mid August and the TUC is likely to
be represented by Mr Murray, Mr Basnett and Mr Lee.

2 Sir Arthur Knight wished to stress that the invitation was a
private one but he thought that my Secretary of State ought to

know that it had been issued. Sir Arthur thinks it possible that

the TUC may broach the idea of the TUC again being represented on

the NEB. Sir Arthur understands that the Government has reserved
places on the NEB for TUC representatives, but he himself has
reservations about the idea; he thinks that the presence of TUC
representatives might inhibit private sector companies from
participating in such ventures as the recently announced biotechnology
company.

3 I am copying this letter to Richard Dykes (Employment).

s Ay
lan Sleue

I K C ELLISON
Private Secretary

RESTRICTED







COVERING CONFIDENTIAL

f

DEPARTMENT OF INDUSTRY fﬂ‘~
ASHDOWN HOUSE -
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 5501

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

| July 1980

Nick Sanders Esq

Private Secretary to the
Prime Minister

10 Downing Street

London SW1

DW Nicie

FERRANTI: STATEMENT BY THE SECRETARY OF STATE FOR INDUSTRY,
1 JULY 1980

I enclose as requested a copy of the draft statement which my
Secretary of State will be making in the Commons at %.3Opm

this afternoon. I am also sending a copy of this letter and
enclosure to Brian Norbury at Defence, Godfrey Robson at the
Scottish Office, Petra Laidlaw in the Chancellor of the Duchy's
Office, Stuart Hampson at Trade, and Murdo McLean in the Chief

Whip's Office.
\70‘»"’5 Sv&\(ﬂ/ﬂj

CATHERINE BELL
Private Secretary

COVERING CONFIDENTIAL




DRAFT

FERRANTL: GSTATEMENT BY THE SECRETARY OF STATE

With permission, Mr Speaker, I will make a statement about the
disposal of the NEB's shareholding in Ferranti. I undertook
in our recent debate to study what was said and to report

to the House.

The overwhelming view of the House was that if the NEB's shares
were to be sold, they should be sold in such a way as to safeguard,

at least temporarily, Ferranti's independence.

I had told the House that a placing of shares to achieve such

a purpose would tend to be below market price, so that the
taxpayer would probably get less than he would if bids for the
company were considered. Moreover, to place the shares without
conditions might not meet the purpose, since a bidder could
offer an attractive price. In that case the taxpayer would

not have the benefit from the higher price, and the independence
of the company, which would have been the purpose of the

exercise, would not have been preserved.

I pointed out that conditions could be imposed,, but that they
would further lower the price. - I explained that a placing
of shares, with conditions, with a group of institutions,

would not provide a guarantee of independence.

The Board of the NEB told me that they were willing, as a
matter of commercial judgement, to place the shares with
institutions: indeed, they commended this course to me. But
they thought that to impose conditions on the disposal was

not a normal commercial action and accordingly they asked me

to give them a direction. This I have done. Under powers




in the Industry Act 1975 I directed the NEB yesterday to

sell their shares on terms under which each purchaser agrees

not to dispose of -any intere in them for 2 ¥ears without

P

the consent of the NEB. I have also directed the NEB to

R

5

retain 4% of their holding for Ferranti's employees under
an appropriate scheme. A copy of this direction has been

laid before Parliament.

The NEB hopes to place the shares at £5.%0 each. This
compares with £5.97 the price immediately prior to the

/
suspension of the shares yesterday morning - a discount of

The cost to the taxpayer of this arrangement, as distinct

from selling the shares to ‘'the highest bidder, cannot be

known. It must be récognized, however, that a successful

bid might - I repeat, might - have been referred to the
Monopolies and Mergers Commission, and some months would have
passed before the outcome was known. Had the decision gone
against the bidder the taxpayers' interest would have suffered,

and even a favourable decision would have deferred the sale

receipts for some time. I believe, therefore, that the

balance of advantage lies with a placing, subject to

conditions, degpite a small net loss to the taxpayer.
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