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14 At the previous meeting of the Sub-Committee, (E(DL)(79) 6th

Meeting),
a number of issues were left unresolved

and officials were asked to give

further consideration to two of them: Government guarantees for the

inherited liabilities of the successor companies, and the use of the

Government's powers as a shareholder in those companies,

2. This note gives officials' views on the question. of guarantees and on two
other issues which need to be decided urgently because they affect the drafting
of the Bills: the Governments financial relations with the wholly-owned
Successor companies, and the Government's powers to acquire equity and other
stock. The remaining issues, including the use of the Governments powers as

a shareholder are less urgent and will be brought forward for decision later.

Government Guarantees . Tetroetie
5. The Sub-Committee agreed that a common approach was desirable for ntlesad
identifie
three undertakings, but recognised that none of the approaches so far ide
S

i i ify a common
¥as free from drawbacks. Officials have therefore tried to identify

AE T icable. The most
approach, but reluctantly conclude that this is not practlcatoethe e
attractive course would be to put British Aerospace (BAe) on

as Br] tish A o
S rways Vi this does not seem feasible. It would
Lt i J (BA) . But even 1 ( -

's obligations
g 5 tees to cover Ble's
Rean issuing specific Government guaran rather

payments,
. in respect of progress
are Mainly to customers, particularly in the Government's general

t reliance on :
than ¢, lenders) in place of BAe's presen fault. The specific

: ; ies to de
“ﬂdertaking not to allow nationalised industri

s
1 (CONFIDENTRL] . =




—"

CONFIDENTIAL | .

sor company in the same way a4
1s

14 continue for the succes

This would entail a mass
for the Bde at the very time it was being

they

guarantees Wwou :
OW possess in Trespect of th

ive resort to formal G rno
Proposed for BA. o SO give 1
5 oans or Zguarantee borr
! NFC, where the peri ..
periods during which ¢
by Government € succe
should be much shorter SSOr compani

In Principle, all

hitherto used,
urn to the private sector;
), it would in jtself be undesirable. An altel‘natiVe

guar&ntees’ not
with Britjsh Airvays or

es are wholly—owneq

the companies, while
the PSBR,

prepared R and even if this is feaSible

(which is open to d
approach discussed b

oubt

y the Sub-
ions transferred from BAeto the successor company gq

remaining wholly-owned by G
¥ OVernment,

Committee would be to limit the Government:
5 see no difficulty

» Will count against

in justifvi
fying thege differenc
es,

O0fficials

Ministers proceed as
: Sodiesngah d therefore
; Tecommend that

underwriting of obligat
that it covered only obligations to customers. Officials assume that Misd gy
s

would reject this course because it would di scriminate against certain members

Power to acquire

ditors) and would, therefore, run a grave risk of 6 equity and othep stock

of a natural class (BAe's cre .
fhe Financial Secretary has sty
essed tha

making the British Aerospace Bill hybrid. By o prazies
successor company is not to it is essentia]l i
access to the N count against the RS
Gers . he Nati
at Ministers should be prepared to adopt B lonal Loans Fung,
70 en

4, Officials therefore recommend th:
should have the full

s transferred from the statutory subscribing for 1
" loan stock

different approaches towards the liabilitie
ot S Treasusy Ruaie o Tepresent an alt a7

o ! ernative mean
Officials therefore reco s

ernment should be able to subscribe

conversion ri ]
rights are attached, as yas pro d
Posed for BA

corporations to the successor companies.

of advancing lo

e s g loans to th

Bals liabilities transferred to the successor company BAe and BA the G o
e bov

mmend that in both

would be continued;
's liquidation; and no for loan stock nly if
ock o i

would be guaranteed only in the event of the company's

b Nati ight Cory i NFC). alan/
provision would be made for the National Freight Corporation (NFC). There paragraph 7(ii)). Such subscripti e
. might be pressure in Parliament for the BAeprovision to be included in the T e e
other Bills, but it would be possible to argue that the Government was in each 7. The desire to subscribe for 1
or loan stock if conversi i
lon rights are attached

ecial circumstances of the previous statutory corporation

case reflecting the sp is based on he elief that t} G
= hould be in a pOSltl sl ity
on i so

! in determining the form of the limited support provided in two of the cases; and chooses - but be under no obligationie iy

i that in no case was Government support being offered for the new liabilities of shareholding when the company :aises addf‘:?dly tz;afintain its proportionate
the successor company. On this basis, the private sector status of the successoT If the Government were unable to subscri‘: 1:nal s C?pital in the markets,

| companies would not be put in question. issues, it would be prevented from exerCi:j_n:rt:::":;‘z:ie l:?.n: or rights of

onsi ] h , which may prove of
s il ovned successor At Civ:id:ijbilf importance ?n terms of trade union and Opposition reaction to the
5. Officials have also e heth . nce in treatment : ation and BAe Bills, Moreover a situation in which a major shareholder
so considered whether the proposed differe . as precluded from subscribing to rights issues could b ]

for the successor companies of British Airways and British Aerospace while B e shaveloldans, e regarded as damaging to
wholly-owned by Government presents any problems: whereas it 1s proposed i

ish Airway® oy

ould have
raph

there should b .
e no power to advance loans or guarantees to the Brit If Ministers wish to be able to preserve a particular proportionate sharehold

| or National Freight companies, it is proposed that the Government sh B it will in pri
b s Sfleciolins ’ propose at the Governme €, it will in principle be necessary also to have the power to acquire shares,
powers in respect of the successor company to BAe (E(DL)(79) 1% pasis

% . . . d
though only while it is wholly owned by the Government. This reflects the 5 F
a by Gove™

ccessf'ully

as y
well as to subscribe for rights issues. Without such a power, the issue of
ey
shares by the company, as will occur regularly under any employees sharehold-

to maintain, possi . : i
, Possibly for some time, an aircraft company wholly owne 10g scheme and could arise in other circumstances, will dilute the Government's i

subject to

if the present busi : i
P business of BAcwere split, and the Dynamics business su Shareholding For this reason, it was proposed that the Government
. y :

0 have

Certas: s ; : ;
thosé Ttain limits, should have the power to acquire shares in the successor companies

to
9 BA and Bae (E(DL)(79) 14 paragraph 7(i) and E(DL)(79) 15 paragraph 1g).
® Such proposal has been advanced for the NFC, since the eventual intention is

f1
; oated off as a separate company. It is prudent for the Government e
powers to provide finance for the remaining Aerospace company analogoy® 6

o
dispose of all its shares.

%k

R e I?ONFIDENTIAL A

=




I ——

[CONFIDENTIAL |

9. Because of the difficulty of drafting the tems RtyEhis.poveny italmaits
incorporated in the draft of the Civil Aviation Bill circulated to Legislati°n
Committee. Those officials who questioned the practical need for it pointeq

out that it would hardly be possible for the Government to maintain its
shareholding if a large take-over were financed by an issue of shares - the
market difficulties would be too great; and insofar as the objective was
specifically to reassure employees (rather than the Labour party or the present
> mnngement), there would seem to be no reason to worry about dilution solely
attributable to the issue of additional shares to them. Officials have not beey .
able to reach an agreed recommendation on this point and we therefore ask Mini sty

to decide whether -

o 2 There is a need for a power to purchase shares (in addition to the

recommended power to subscribe for rights issues and convertible loans),

ii. If so, whether it is necessary or appropriate to limit it either to
the level held by Government immediately after privatisation; or to a
limit such that the Government could maintain, but never increase, its

percentage shareholding at any time.

| i Signed P MOUNTFIELD
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