
CONFIDENTIAL 

APPOINTMENTS IN CONFIDENCE 


PRIME MINISTER 


ROLLS ROYCE 


T h i s i s t o r e p o r t pro'gress s i n c e ^ w e l a s t d i s c u s s e d t h e R o l l s 


Royce problem. 


I saw S i r Kenneth K e i t h y e s t e r d a y , and I am g l a d to t e l l you 


t h a t he i s r e a d y to s t e p down i f we c a n f i n d a s u i t a b l e Chairman. 


He would l i k e to have some c o n t i n u e d a s s o c i a t i o n w i t h t h e 


Company, p o s s i b l y a s a p a r t - t i m e c o n s u l t a n t f o r s a y two y e a r s , 


making p e r h a p s two t o u r s of c l i e n t s a y e a r . 


He d i d , however, e x p r e s s a s t r o n g w i s h t o have t h i r t y m i n u t e s 


w i t h you t o d i s c u s s the Company's problems and i t s r e l a t i o n s h i p 


w i t h t h e NEB and a l s o t o e x p l a i n t o you why t h e Company and t h e 


UK would b e n e f i t from a p a r t n e r s h i p w i t h t h e Japanese o v e r a 


p o s s i b l e new e n g i n e . 


I recommend t h a t you s h o u l d s e e him out of c o u r t e s y t o t h e s e r v i c e 


he h a s g i v e n o v e r t h e l a s t s e v e n y e a r s - a d m i t t e d l y u s i n g f o r 


r e c e n t s a l e s exchange r a t e a s s u m p t i o n s w h i c h he s h a r e d w i t h t h e 


Bank and I C I - and i n so doing t o s e t t l e i n p r i n c i p l e h i s d e p a r ­


t u r e from th e C h a i r m a n s h i p . I would l i k e t o see him move 


c o m p l e t e l y out beyond t h e power t o i n t e r v e n e . 


S i n c e we l a s t spoke I have a l s o had a f u r t h e r t a l k w i t h S i r F r a n k 


McFadzean, who h a s r e c e n t l y , on S i r K enneth's i n v i t a t i o n , j o i n e d 


/ t h e 
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th e R o l l s Royce Board. He i s now w i l l i n g t o a c c e p t the 


C h a i r m a n s h i p of R o l l s Royce w i t h o u t a l s o h a v i n g t h e Chairman­


s h i p of t h e NEB. S i r F r a n k made o n l y two c o n d i t i o n s . F i r s t , 


e i t h e r I announce t h a t R o l l s Royce i s t o be withdrawn from 


th e NEB o r t h a t the NEB Chairman c e a s e s t o be S i r L e s l i e 


Murphy; second t h a t h i s appointment c a n be managed w i t h o u t 


acrimony w i t h S i r Kenneth K e i t h . From what I have s a i d above, 


th e second p o i n t s h o u l d not be a problem. 


I have g i v e n S i r F r a n k t h e name of Mr Morgan a s my recommended 


c a n d i d a t e f o r the p o s t of C h i e f E x e c u t i v e and he h a s a g r e e d t o 


c o n s i d e r him. But, t o my d i s a p p o i n t m e n t , he came down a g a i n s t 


the appointment of GEC a s c o n s u l t a n t s i n s u p p o r t of Mr Morgan. 


I would s t i l  l have v e r y much p r e f e r r e d - i n the l i g h t of the 


huge l o s s e s t h a t R o l l s Royce may f a c e - my o r i g i n a l p r o p o s a l 


t o h a r n e s s GEC. A n y t h i n g s h o r t of t h i s i s v e r y much a second 


b e s t and c o u l d c o s t us d e a r l y . As you know sums of hundreds of 


m i l l i o n s may be a t s t a k e . I t h e r e f o r e propose to see S i r 


F r a n k McFadzean a g a i n e a r l y n e x t week t o e x p l a i n t o him t h e 


p o s i t i o n I have r e a c h e d w i t h S i r Kenneth K e i t h , and to p r e s s 


him to r e c o n s i d e r h i s view on t h e employment of GEC i n t h e 


c o n s u l t a n c y r o l e . As a f a l l - b a c k p o s i t i o n I propose to urge on 


him t h a t he s h o u l d be w i l l i n g t o a c c e p t t h e use of GEC i f he 


has not been a b l e t o get t o g e t h e r a s a t i s f a c t o r y management 


team w i t h i n t h r e e months of h i s appointment. I w i l l r e p o r t 


t h e outcome t o you. I w i l l a l s o keep S i r Arnond W e i n s t o c k i n f o r m e d , 

<— ' 

/ s i n c e ... 
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s i n c e he has been so h e l p f u l and, of c o u r s e , employs Morgan. 


T u r n i n g to t h e NEB; i t i s not o n l y R o l l s Royce t h a t w i s h e s to 


get o u t . The Board of B r i t i s h L e y l a n d , though not S i r M i c h a e l 


Edwardes h i m s e l f , s t r o n g l y d e s i r e s to work to the Department 


d i r e c t and t o be f r e e of t h e NEB. I f I t a k e R o l l s Royce out 


"of t h e NEB, t h e . p r e s s u r e s f o r t h e same t r e a t m e n t f o r B r i t i s h 


L e y l a n d / ^ w i l l be e x t r e m e l y s t r o n g . 


I s h a l l need to have a f u r t h e r t a l k w i t h S i r M i c h a e l Edwardes 


and S i r F r a n k McFadzean a s w e l l a s speak t o S i r L e s l i e MurpTTy 


h i m s e l f b e f o r e I form a f i n a l v i e w . I would, t h e r e f o r e , welcome 


y o u r agreement t o my r e s o l v i n g t h i s i s s u e e i t h e r by s e c u r i n g 


t h e r e s i g n a t i o n of S i r L e s l i e Murphy - I have no power t o 


d i s m i s s him - o r by removing R o l l s Royce from t h e NEB, or 


removing both R o l l s Royce and B r i t i s h L e y l a n d from t h e NEB. 


I am c o p y i n g t h i s to t h e members of MISC 22 Committee, S i r 

Rob e r t Armstrong and S i r Kenneth B e r r i l l . 


k 
K J 
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