CONFIDENT|AL

giIS DOCUMENT IS THE PROPERTY op pgp BRITANNIC 1y
1 ESTY"S GOVERNI
MENT
g(DL) (79 N4
o october 1979 Cory no 4]
CABINET

MINISTERIAL COMMITTER ON ECoNomIC STRATE
) \ TF GY

SUB COMMITTEE ON DISPOSAL op PUBLIC SECTOR ASSEDS
—
INTRODUCTION OF PRIVATE SECTOR CAPITATL,

Memorandum by the Secretary of State for Industry

BRITISH AEROSPACE:

—

1 Colleagues agreed in July (E(DL)
principle of my proposals for introduci
into British Aerospace (BAe), provided
could be reached on the definition of the future relationship
between the Government and the company; and approved the
preparation of legislation. Instructions have accordingly been
sent to Parliamentary Counsel for the preparation of a Bill whose
essence will be that the Secretary of State will be empowered

to transfer BAe's business by order to one or more nominated
companies, shares in which will be ovmed initially by the
Government, which will have power to sell them.

(79)4thmeeting) the
ng private sector capital
satisfactory agreement

2 This paper deals with the relationship between the
Government and the new company (BAe Ltd) after a private sector
shareholding has been established, and seeks ccl)llgagueg' agreement
on the outstandi olicy issues., The proposals have been )
tonsidered by thggogficial Committee on Natiomalised Industry Policy.

: : ; i th
3 My stawting point is the wish to establish an arms leng
elationship with the new company, and to ma.l'ce Sloag ﬂ'l:f ;:ce;isiona.
ovVernment will not intervene in the company's gomtnerg; an
am advised that this is essential if BAe Ltd 1:_110 Sor simryiin
attractive private sector investment. It is equ yh e no basis
¢T own purposes: management and shaliclAop8 S
for believing that the Government will s bgnlﬁhy the company
these two conditions are met, I see no reas

g ith the
hould not be classified as being in s T e Public Sector
fect that its borrowings do not couﬁndasnavoidable relationships

Bormwing Requirement. Some special
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d Government: ‘the Governmep
ompany an fon to’AJ:_rt.)us Indus‘ltrie.andt
will have SpeCr&’ o L. and restricted lla?hniiécﬁmgslg will
towards certan‘lse’lt;;gest single custgmi?' slhsirpzppand the ungsid

ompany jal relation ’ =
oe fhe need to keep these SPeCi TR Dy ote from the Govermmentrs

i nce they ect, i,
lyin%‘lnte:i-dﬂelp:ggecompany as principal shareholder
relations

en the new C

will exist betwel obligations in relat

LTD
THE GOVERNMENT'S OBLIGATIONS TOWARDS BAe
are two areas in which the Government will have
4 There

i d:
to have special obligations towards BAe Lt

i ti BAe while a nationalised
(1) Liabilities wuerteies ol piprese s puslic
']Lu‘s_'r%:'on including in particular its overseas
S Yot ﬁave acted on the understandlng that in
custgmzzs;esort the Goverrnment spands behlnd the
gggtsaof the Corporation; and this p%i;zlgglgazo
been reiterated by the Government. A N
be the case after BAe's bu51ness a B
longe?erred to a limited liability company, an .
Eizggfore consider it necessary to.lncigggii?tze:
Bill a general provision guaranteelzgtuiory
which were undertaken by BAe ai'ahswould T
orporation. The ggaragtee, whic g Erply T
:elf-limﬁdating obligations, wou%gigz iound o
in the event of the new company xoressed'the
etary of State for ?rade has exr
ity feat suin's guamentes om0t TeceS I T
iti irways: e rea s
222:::2r§1areyset out fully in my letter of
18 September;

Liabilities of BAe Ltd to Airbus Industrie.

In strictly legal terms, it is unlikely ghztpf‘gzramme
Government's obligations towards the Air uedetermined
will extend further than underwriting aApﬁ‘o HambveDs
part of the development budget for the %}ur;pean

in terms of relationships with our ma.:l.nl pucs s
allies, it will be politically essentia b
that all BAe's obligations *powards the If)‘rrgthis
discharged. We shall need information 10

purpose.

. iony
I expect to be able to agree with the company wha? ]._nfois‘miﬁat might
about both the Airbus pro, e and its wider a9t1v1tlethe Airbus
impinge on its ability to discharge its obligations tot petween
programme, they should provide, as a separate agreemen
Government and the company.

(i1)
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THE GOVERNMENT AS CUSTOMER

The Minist
customer: in 1978rsi't°f Defence (MoD) is Bper

Corporation's sales, Sieoi0?®d £0r around gne LAZESEt single
kept quite separate itg Pationalisation the el

: : role v
which is roughly equivalent as customer gng ol ergga;i)tsggssor
’

i : f to that
I consider it highly desi at of banker—cyp.
i th 'BAe Ltd ag cus%'omeilrable to keep the Un-shareholder,

Government .
no reason why this shoulda-:d shareholger quite sepg;ltts relations
ther t : ot be done, p ate, and see

whether 1o proceed with g Partioulap oq- OF. €Xample, the decisi
shou;d be a commercia)l one ar mil ion
aRaty

B tlve suppliers, B ; Y Price or to fi
position vis-a-vis MoD ag théeai‘ﬁ‘; Will thus be i o find
nationalisation, and agg priv. pacs

6 I see no need, ang : :
possible harm, in j :
compagytthihsort of statutory duty now i oimpﬁzzln% o}r: the
regard 1o the requirements of national defence; and to gl
produce mllltary aircraft and guided weapons, ’The Gog design and
be able to obtain  what it wants as a custom It
nationalisation, and as it now e

doe i :
whose products are of strategic 8 from private sector companies

importance,
GOVERNMENT FINANCE

7 The objective of the Government*
should be able to raise all the money it
sources and our preliminary financial advice is that it should be
able to do this. I have however considered whether the Government

should have power to provide finance to the company, either in the
form of equity or loans.,

S policy is that BAe Ltd
requires from commercial

(i) %uitz We must provide for the possibility that
e Government will wish to retain its proportionate
stake in the equity for some time. To do this it
will need a power to subscribe for shares in a rights
issue; in logic it should also have the power to
acquire shares. These powers should be limited to
what is necessary for the Goven_npent_ to mamtain‘bgt
not increase its percentage shareholding at any time,
thus dispelling any fears that the Government might
i i stake. D g X
igg;:ase ﬁiss Department's financ:.al_:dxl:;;sl,)e
Kleinwort, Benson, have argued tha'ttlel f° L
unwise for the Government to deny 1o:her e e
to make loans Yo ‘the neW GOTIRGHJ= Sl feiin uah
will be able, for example, to IJmnthe Government,
taking up debenture issues whereas | od
gl ower, will be debarr
unless it takes a specific D ’

(ii)
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. i believe it is desirab
from so doing. Kleinworts Sirable )
to convince investors that the Govgg!ilmept Will act Z’?:e 31y reserve powepg
towards the company as far as possible in the same pany. Nor qo Tig to overpy)
way as any major private sector shareholder, I Board's decisions, FeCt to be cone fhe Board of 4
he force of their advice, but I recognise X sulted g e
:ﬁ:ip:uzh a power might be seen as infringing the C(i _Government director el
arms le¥gth relagigniﬁg ‘:ﬁécgozzrﬁziﬁftggﬁ?% Soxéfeto a;po' : ovemgémKiginwort, Benson p
I therefore propos 4 R G 0 4 int on o shoulg ave
make loans ghould. be restricted to the power to take wp Prl}-fate sector °1‘ga1?1{s:’n~ preferabl;a}c’e a cqntinuistron‘gly
but always limited to would expect Boarg reprzlon ith such woi directops
Se i a large ghapen
; eholdi

convertible loan stock, :
is the only way for the G :,ltatlon; ther &
rnm

its current proportionate holding. :
quality of the directiOn a
an

thus enab i
GOVERNMENT CONTROL in the co;ga;;':ocherci% it‘:agg.%fment_of the Boip
8 It is essential that the principle of non-intervention well consider it od'é”“ielf”%gl interegt; LEntS approprisged
in commercial decisions should be elaborated clearly and O;rXCtOI‘,S- I therefore pre Government gjq ;m{estom might
unequivocally on second reading and in the pro&}pectus; and that ,SSOClatlop a prOVisionO?;Ose to include ig tappoint
we should accept as a consequence ’_chat.there.wul be no counter- {ippgint two dlrectors, e 0 enable the P he Articles
Mert with Bhe Ltd to the close monitoring which the Government in the Prospectus. ey wonpa ogm®®d 0 be identigiey
undertakes of BAe's affairs as a nationalised industry. On the qually with other Directogu d of course, othefvx'tlfled
other hand the Government will Dbe a substantial shareholder in the and while appointees of Go S and have the s dlsg rank
11 be answerable to Parliament for their g;‘;glétlvﬁs and could not hzﬂmﬁﬁnt they woulg beu;c];gs, As
y—chairman, € position of Chat 2
Tman or

company, and Ministers wi :
otorybd onferred by that shareholding. The following

exercise of the rights c ed i _
paragraph discusses the very limited powers which I consider the a) :
Government should exercise. i t%m?%shiﬁ T gl e
ing: ; forei company 's articles to limit © include a provision
9 a) Government shareholdlnﬁ. the merchant banks advise 8N ownership, To be effeoti and possibly to prev
that the Governmen arenolding should be between 40 and countries, such g provision w?gtlve 1n relation to EEC 5
60%. I believe that the Government's position would be clear that its purpose is to 111 have to be drafted to make
effectively the same with any shareholding within the range: interests., This provision wog{gtect national defence
the question whether the holding is a majority or not 1is in Part II of the Industry Act 1 s backed-up by the power
not critical from the point of view of control. In Secretary of State to prevent f 975 which enables the
deciding precisely what holding to retain I therefore control of important s oreign residents acquiring
intend to be guided by financial advice nearer the time, Its effectiveness would also bglngvundertakmgs in the UK,
and by political considerations. If, for example, it Govermentos power as the major I‘glnforced by the
seemed that to keep a majority holding would significantly election to the Board of re gesestar?holder to prevent the
lessen threats of renationalisation, this would be a strong interests, P ntatives of foreign
argument for doing so. It would be wrong and nonsgnsu.cz}cl 3
for the Govermnment, as the largest single shareholder, 1O Accountability t i : . .
renounce its voting rights altogether; but the Government replmm%% st:ilee bagls of Ministers'
should make clear that it will exercise the powers reading and in the prospectus that the “G‘(f:’les on :egond
conferred by its shareholding only in the same way 89 a.gy intend to intervene in the company's commerclz.lin:;nd e
commercial investor. A draft of the statement to be m& " Similarly questions about BP are answered on the 5;’;5?{,‘?'
on second reading is at Annex A. | ;‘Spsizedf;tgtements that the Government will not intervene
: < i | affairs: onl tions deali ifi i
v fer ‘ z y questions dealing specifically with
11’:1)1e Gozgwr:;e;f vizgétogzrtglhavglii ;gx;?gg gg‘éﬁ pﬁ there | gg;grgﬁegttglr ectors are answered substantively. Iywould
i 3 z 1 a e PAC i
i5-to-Te ome 1t srould be very strichly Listed o atter? are ip 1n ThS nonte ettt Consern Thseks wiin o
ng national defence, and should not apply %o tg;"_‘:“m} ent's shareholding. In order to reinforce the fact
Ministers are not answerable in Parliament for the

commercial decisions., It is very difficult to see BOW. i
this distinction is to be drawn. The distinction is.rat
between commercial decisions which do not affect natlo &0
defence and ones which do. I therefore do not propose

A
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commercial conduct of BAe}dand to demonstrate the
separateness of the Government's position as shareholder
from that of industrial sponsor or customer, T see
considerable presentational advantage in placing the
Govemment'sslarehdding with the Treasury Solicitor.

) General duties: there will undogbtedly be pressure
during the Bl s passage through Parliament for BAe Ltd
to be subject to duties, imposed by stgtute, analogous

to those imposed on BAe., The most obvious example is
industrial democracye. I believe that pressure of this
sort should be resisted as strongly as possible. If BAe
Ltd is to be accepted as a genuinely commercial company,
it should be subject only to restraints imposed on all
companies by general legislation. Any exceptions to this,
however desirable the object, are likely to place BAe in a
separate category from other companies and hence run the
risk of weakening the effect of its return to the private

sector.

RELATIONS WITH A COMPANY WHOLLY OWNED BY THE GOVERNMENT

10 Initially a company to which BAe's business is transferred
will be wholly owned by the Govermment. I believe the Government
should have power to make loans and give guarantees to such a
company, which would of course be classified as within the public
sector. If sale of shares in a company carrying on the whole of
BAe's business proves feasible the transitional period when the
company is wholly Government owned should be very short indeed.

If however it proves necessary to divide the business, we might be
left with a wholly owned aircraft company for some considerable
time. I do not believe the Government's ability to control such
a company would be significantly different from its ability to
control a public corporation: indeed in some respects control
would be easier. The alternative, of leaving the aircraft business
in a public corporation with revised duties, would make the
legislation very much more complex; its passage through Parliament
would therefore take longer; and new legislation would be needed
before sale of shares in an aircraft company was possible. By
transferring the aircraft business to a company stmaight away we
would signal our intention to sell shares in it when circumstances
permitted, and put ourselves in a position to take immediate
advantage of any favourable market opportunity.

CONCLUSION

1 I invite my colle gh
: L agues to agree to the general approd
set out in this paper; to the following specific proposals:

(1) 1liabilities undertaken by BAe while a nationalised
industry should be guaranteed by the Government

in the event of a winding up (paragraph 4(i));
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(ii) the

Governnm

16 o acquire gnould be any, t
Ooes . i (o] s

from POt increag ®.10 the ney bseripe
any c It com

Urrent leve] ( DProportig gany, Provideq
nate

(iii) the
Governn
ent Should

Paragrapn 7(1)); o eholding
’

for converpt;
rtib hay
(iv) a stat Le loan StoCE F;grﬁgﬁer to subserip
: ement aph 7(ii))s = ©
its Voting r?gﬁgt € Governnm (ll)h
of that at S should pe i:2$'§ éXercise of
ed on e
(v) " “thé‘ecres Paragraph 9(a)); the lineg

to the Bonmen't shoul :

ow » but ¢ = o r
Powers (paragrapy 9?§¥ Shgu%d)?ave ggrzssgfafives
and (c)), &
’

and that on this p

within the privateasls the new

sector, Compan

Y Will be classifieq as

Department of Industry

2 October 1979 o
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EX A

level at any time, ‘hatever the siz
issue of shares to the Public,
control the company or to inte
or administration. It wilj hav
to the company. By the same t

company. The company will stang or fall by its own efforts, This
mst be recognised by all concerned : shareholders, those who
trade with the company ang those who work for it, »

2 The Government, like any other shareholder in the
company, will have the normal rights of shareholders,

Its sole concern will be for the commercial
Well-being and strength of the company. To enable the Government
to discharge this duty, and to reflect the size of the Government's
shareholding, the company's articles of association will provide
for two Government directors to be appointed to the company's
Board, They will have no powers of veto but will, subject to the
épprovall of the Board, be able to discuss the affairs of the
tompany with the Government, They will be debarred from voting
0 any matter affecting contracts between the Government and the
tompany, The provision for these directors is no more than any‘
Bajor private sector shareholder would expect. I intend to appoint
dil‘ectors who will contribute - and will be recognised as
®ntributing - to the independence and strength of the new company.

: : stomer of the
3 The Government will of course remain a major cu

il Company, but the Government's role of cnstmer;e pertoz::: by
*e Ministry of Defence, will be kept qut:n:epara frﬂof role 3
& Shareholder, performed by the Treasury Department of Industry.

1
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eal with the company as it would
supplier; and the company will
spect of defence.

The Ministry of Defence will d
with any other private sector
have no statutory duties in re
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