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The Manifesto said that we would "offer i
:wnership the recently nationaligeq aerospagg :zélsﬁ;%ugfdpmvate
civing ‘ghelr employees .the opport'unj_ty to Purchase sShareg" 1n%h§gnce
paper discusses the various methods T have considered fop implement'
this conmitment in relation to Bri whe'che;'-ng

: tish Shipbuilg
we should proceed with legislation b €rs (Bsguf:ﬁ?.n% ethe
7

rns,

L UL this session. 1

gy proposals for Britigh Aerospace in g Separate pang (E(DL)
2 British Shipbuilders as gz whole angd i
shiprepair activities are currently loss
of the industry is inevitable and in the
large Government Subsidies. i
of selling shares in a company created to carry on the whole of

B's business, and virtually none of doing so in any individual 3
terchant Shipbuilding or mixed Yard. However, five subsidiaries

&e profitable: +the three specialist warshipbuilders, Vickers, Vosper
ornycroft ang Yarrow, and two small companies engaged principally

% naval work, Hall Russell and Brooke Marine. The first three have

gll'm orders frop Government (although their long-term prosperity

°ds on winning export orders as well); the two small shipbuilders
. new orders, Details of each company are annexed. Apart from
fose, the only possibilities seem to be Vosper Shiprepair, which

ihe former owners might take back with the warshlpbulld;.ng activity,
W at g Price reflecting current losses; the shiprepair facilities

:ﬁideouth which BS have largely closed down; and possibly some other
Prepair assets, .

ts merchant shipbuilding and
—makers. A severe contraction
term will Tequire very

'hiI have therefore reviewed the only substantial realis@:ti;; g;ogg:cts
'VCh ror 2Ve, namely the sale of part or all of the eq:; 7o g
hsgPT0fitabl e companies. I am anxious to make progrghis encsfl ool
.sgtble, © meet our Manifesto commitment. Butwgwirgﬁ this el
hel““?al Talses important and difficult issues,

M
. companies

%{,';g’s-giatic,n would be needed to effect saégs of these companié

:250’ andrte:rsaein them. This could not be passed wnber SInCac g7y,

Sale would have. 0 WARH untilT}Ee total value of the five

£80 million. However,

3ble, probably not before Julye
t be between £60 nillion and plidosen SR
is subject to great uncertainty.

: < in similar companies l
Tatio derived from average ratios in Simt ar 91
CONFIDENTIAL

gs




tors of industry, and ta

CONFIDENTIA,

seC' . keS ace 2
coupanies Ezghgagagzegaﬁsg 1; but dig Egg (i)i ;ntel‘eSt that thege
cash balgrsl that BS's foreCa:ted Tather than Si;;]i_: = 4 their
i assusﬂt of the extent +to wﬁ.for these yargq wiglmade use of by g,
po 8¢C0 companies are like] ich Potentia) o eed be met, ang takes
B ot ceused by the iney' abye depresseq b thS fpon the sale
disfup‘?iging industry Yarrga,tagle Contractioy i E o dustrig)

ipbul 5 . ecay; : . “4€ merch,
iglgarticularly likely to suffér frOmS:h‘i’s 1ts Position op tﬁgtmyde

. b

receipts we might receive f
fggg by the immediate adverg =5
2§1e would have for BS and hence

; : the :
€ financig] cons coupanies ape

5 S fo cquences that tyeq
on perchant shipbuilding have not hl‘ the Governpey, . Bg eir

ad
grchequeT because the cash balanceg 3 to be f‘%l
ha.ve been available to finance BS ag
total cash balance of the five warshi

ince they coulg pe
racted by BS, but BS state that ggg ngoq. correctly
s}fwwork done would in any cage need to Billion of Payments in advance

concerned.
companies.

of these yards. On this basis,
increase rather than reduce the PSBR.

be repaiq b BS 4 :
I have taken full account of hig dnngr © the companies
But, despite this, ang even b o5 10 the valuation of the

In the longer terp the di
financial effect of the sale on BS would be neglig'ble. e fog:erggt
rofits per annum would be marginally more than the capital expenditure,
which is currently Tunning at around £2

tontraction.

s,
Will

o g

0 million per annu

This may involve a reduction in employment of up to

with 16,000 redundancies in merchant shipping alone. Contraction
be particularly fierce on the Tyne, the Mersey, and - above all -
ite Clyde. Relations between Governwent and the industry will inevitably
* highly charged. Soundings of senior industrialists - particularly

cotlang - confirm that any announcement of our intention to dispose

! the only profitable industry would make matters much
parts of the industry : S
+ I have dealt already with the effect on the warship builders

orge
thens

e re
Yoz,

)\
been
the ]

tel'm

elves,
€ yards
ased req

g 2 ; ion is likely to fall

But the main risk of added disruption is like

remaining in BS's control. The consequences co?ldcggpleting
Uirements for finance for BS because of delays in

i i to cost
mil] ; i all orders is estimated
Soge £50 i1 month's sllppage on

furthen

8Breeq f

o 25T likel

L clear] i sition to buy un in the
?re 'SettlZdI.mt b%ncllle}enai ggme of the interest expressed
es

b i has been based O
mllld not bZ their former owners ha

; e
®, arbitration is required the comP

/welle... 92
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i et
financial complication is that cOmpensag;ggsl’mlsmgg:eg,
Or any of the five companies. In many

: heir previous owners,
Y purchasers of the companies aretzl the compensation

he hope that they
ntgey might receive

asked to pay significantly more gh:ﬁe £60-£80 millions I
= tion. This would fall far Sg:;‘: ©

a%ed in para 4 gbove; in my ;
igh gpal}ies way total only £2am, butlex (see Annex B), Bub =

i ensation
rtment's view, comp
:g%itration could result

gure. The situation is comp nsation terms may
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B ob, Do pebbled, unbii e it 1980
h b

And, irrespective of 804 possibly n .
1981- PR Who the mtent Y ot untiy
will prove difficult to gett)e 5 Price un%ai% gﬁgc??sers may be, it
is known. inal compengatioy

political Issues
/_—*

I recognis¢ the force of our Manj .
ismmediate action woulgd Provoke reactfgitgrgommltment
of the former owners of Shipyargs

i i -y Who may pe hopin Some
-acquire their former Companieg ~ Ping that they can
lisappointed. And T 80CEDt that 19 4o i0UTable tems: oo, lh be

pore difficult to fing 5 Suitab

c
aerospace - where the DProspects 1o
gains greater. A Bill confined to aerospace will inevitably be
controversial, but not exceedingly,
relatively short. By contrast, a Bill dealing wi
and shipbuilding is likely to i

Hore positively, I believe it should be possible to represent immediate
&tion confined to aerospace as a mark of our determination to make
Progress quickly where there is real prospect of doing so.

Strategic issues

0 The Ministry of Defence would, I understand, be perfectly content :
th denationalisation if it could be accomplished without disruption, anc
they Tecognise that it could bring more competition between the three
Jards, owever, the consequences of industrial disruption could be
{7 Berious: and as T haos said, this seems very likely at Yarrow
;lf denationalisation legislation is underteken at the same time as

OSures of meérchant yards in the vicinity.

" Bg P ipbuilders could adversely

argue that hiving-off the warshipbui Y eticuls,
3 ! I 2
Tgect theip exports, since a coordinated effort would be mor

§ argunent has limited force.

tiOllS for dis osal

? ; i wide range of
°N=i§n the light of these issues, I have reviewed a
18, set out below:

i rshipbui s in
D s Arate sale of all three specialist warshipbuilder
theiy entirety.

——==ntirety

The W, . 1 l in P
arshiphygi] should be viable 1D T
they Sk dpbe Sggggc t to commercial discip

i ownership and
rﬂ::: so far as this is
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possible where their main pyes
to the Government. However

hei :
to the Government's DPoliciesg wiuggsﬁeseglgus form.
the net financial effect at least in ti st
loss to the Exchequer; e sh

s . Opposition
US most intense, ang

ort-term woulq be a

b) Sales of shares in g
together but with Bs

11 three g ecialist

ards se
Or Government e arately or

1Ding a holdin 5

in advance payments should stillclaliyéostgcietggdﬁl%G million
we should receive less for the Sale of shares P = oy.BS, and
the Government's broposals would be less stror.lg Bgtsmlo{l to
sufficient to ensure disruption, On the other hang 5ﬁ851b1y
nationalisation threat woulg have less weight. The'p efc_le—.
terms of exposing the businesses to com 7 enefit in

mercial
depend on the extent of the BS ownership ang anl;rgzigﬁ?ozguld

100 per cegt ownership. The legislativ
would be different from those Proposed
and the two would sit uncomfortably in the same Bill

c) Sale of one or two yards only, either wholly or in part.

Vospers is the most attractive to investors and the furthest
removed from the rest of the industry. However, it would be
difficult to defend selling one or two warshipbuilders only when
the other owners would also like their yards back, at the right
price. Moreover, this solution would be little better financially,
at least in the short term, since most of the loans to BS in

the form of advance Payments comes from Vospers. The former
owners might well be reluctant to buy in these circumstances,
since they would fear that their competitors who remained in

BS would be given preference in placing Government contracts;

d) Sale of Hall Russell and Brooke Marine.

The proceeds of these sales would be so small that it would not
be worth while legislating for these alone. I have asked the
Chef Executive of BS to consider whether they would be vnlllfblgt
o sell these two yards. This would of course be welcome, bu
1t would only be a verymdest gesture.

Bolusion

A Vone i idered offers a means of

of th hat has been consi u
:s?apiug the agvggzéo??_nzngial and industrial effects of gigzocs)gl
Vgich I have set out above; all, with the pgsm:é: e;ﬁ;pthe 5
slol;{ltary action by BS on the two small mixed yards,

: aking Parliament [
the ;ng the passage of the aerospace Bill, gngeggttjl.‘on agaﬁt e e
Mgy o8l point for industrial and P°11t1°§ of not being able to

o owy o p : g rd the ris i se

wirodyce ﬁglggﬁigﬁfén {aiggaas a lesser evil tﬁﬁ’; ;g::gbﬁzg

o yoQUences, T would, however, wish to °°ﬁslﬁ§§t session.

ttepebiSlation on British Shipbuilders in the BeXE C00  to aerospace

alre °Pe propo fini the measures 1o this Sert rs as a policy

oS T Woull)dsinggidlggngresent this o our SuPpo 1, and to
3Ctmg rapidly where action is likely to prove
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that we shoulg Teturn the dengt;
3 cleazipbuilders, when ywe have £i
P itish S and prospects, and when tpe uarket,
Biructurle to it the benerfitg of our
:15°t§gga:{isati°n of aerospace,
dena

i

0 of BS shoulq pe deferred,
: ossible €Xception of any Voluntary Sales that
g V1198 £o underygy, 2 ¥O

islation to be iptroducgd

e ;1355 sector finance
prlvrovj'sj'on to enable ug to compel Bg to sell ofr the
3grghipbuilders 5
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1 PROFITS
(BefOTe tax and extraordinary items)

£'000
1977-78 19
78-79
(Actual) (Actua1)? 2333;§§st>
yickers 4,89
: s 12,535
1
e By 10,700 9,430
1
e e 3,099 3,826
Marine
B e 935 1,721 1,523
Hall Russell 554 160 pe
T e ———
24,705 2’7’830
———
1 Subject to audit
2 9 wonths to 31 March 1978
2. ORDERS
Vickers
MOD: 4 nuclear submarines
1 anti submarine cruiser
1 type 42 destroyer
Prospective ordering pattern
Nuclear submarine every 12/15 months
Type 42 destroyer every 18 months to 1983
Type 43 destroyer every 2 years from 1983
Conventional submarine 1982
(first of class)
Lospers
10D: 3 Type 42 destroyers o)
3 Mine Counter Measures Vessels (MCMV's
Prospective ordering pattern -
Type 42 destroyer every 18 months to 191980
Type 22 figate every 18 months from
MCMV every year
BEGRT: 6 Jant Patrol craft for Egypt o be carried

Refit of 6 Patrol craft for E’ﬁ"é& o
out here and 4 kits to be supp G

¥op.
i > Type 22 frigates
2 MCMV'g

96
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Pros ective Orderin, attern

Type 22 frigate eVery yeap
MCMV €very g monthg
EXPORT: 2 support Vessels fop Iran

* 4 wepe ors'inally
ordered ang latep cancelleq but it 3
that they will take

1S noy €Xpecteq
4 0. Purchasers for the other
two are belng Sought;,

&Rooke Marine

EXPORT : 6 Fast Patrol

Hall Russell

. torpedo Tecovery Vessels
R g ofghore Patrol vesgelg

EMPLOYMENT
R

Kers 13,900 (including 5,000 15 engineering)
Vicker
0
Vosper 4’70
Yarrow 213%%
: 870
Brooke Marine 294 3 ring)
11 Russell 890 (including 140 in engineering)
Ha
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the former owners are to pe to quir
X . . s I‘
their former subsidiar 18S, or that they are to be gipes  2cqUire
T preferential treatment as i <
general offer for sale

> The sgle pﬁi;elgoifthg .cogpanies must Tepresent their worth
t the time of sa - _ObJections 4 denationaligatj
ge s e ot Nalisation are to

gical Connection pe
e (early 1980g) and the compensation Sai:el(l‘ggg/wg,
Nevertheless the former owneps are unlikely to pe willing to
reacquire their forpep Subsidiarjeg until Compensation ig
settled and even then Day be reludant t0 pay more for the
reacquisition than they receiveqd i

in Compensation, This Teaetion
is reinforced by the Severe effect which Dationalisation hag
had on the earnings ang financia] i

any of the five
is principally concerned. The

Department's negotiating position is being Teviewed. Because

i i the statutory terms, ang

s for compensation, it

appears likely that they will have Tecourse to arbitration

Department's view, the compensation value of the five companies

is around £25 million; g higher total value could result from
arbitration.

4 Compensation for the five companies is tt_xe average of na
Stockmigzchange quotations for their shares in thgdsutggléths

B etins vora ouamy T botanti] et ey M

a8 vesting business formed a su L pz »

holding company had a Stock Exchange 1}stm%,.thetg:ostg§:9n§ ]

of that company are a relevant factor in va uing A havme

This applies to Vosper and Yarrow, whose fom:fl:'i oomen et
Protested the most strongly about the comg;l'?:g- S ik e i
they regarg the market capitalisation :t.nf rsh,

Yasis because of the subsequent growth of p
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