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i) A minute from Ce011 Parkinson arguing for launch aid for

%}V‘:he 14 improved version of this engine - Flag . =

ii) flag . A note from David Wolfson with his worry about

o
Lj’ r}g the way in which the paper for EA has been written - and, by
QL’Q}}‘ implication with a warning about how the conclusion of the

meeting shou e phrased 1f it is decided to go ahead.
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5 55 1 1 Flag C. A note to me, on a personal basis, by Mr. ¥oun
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who' is about to.join the Policy Unit« (w"muj CPRS)

iv) Flag ¥ Mr. Parkinson's EA paper itself.

May I put an alternative view to those expressed in this paper?

ree -y

The RB211 project has had a disastrous record The original

development led to bankruptcy in 1971, Since then several versions

have been developed with over £1b™orth of Government money. None

have been commercially successful. The E4 project is ‘designed to
" sl

ball out the earlier 'C' version which has cost over £35m and which

will have to be completely written off.

E4 is the engine for only one aircraft - the Boeing 257 Sales
Ty ol

prospects are uncertain, and the E4 will be ln competltlon w1th the
Pratt and Witney 2037. =

Why can Rolls not finance the project within existing resources

e T e
and delete items of lower priority? This is what any company in the

private sector would have to do if its banker and shareholder refused

to finance a doubtful project.
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There are doubts about Rolls' bid being pitched at £120m.

£10m is a badKdated claim for money spent in 1982. Rolls are

rmmay et
forecasting cash surplusﬁes in 1983 and 1984 even if they receive only
e i Sy

half their launch aid money.
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then

Privatisation is unlikely before 1987, By[ﬁnaa 1983/84 results

will be academic.
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There is no public expenditure provision for this, so
agreement to it will mean deeper cuts elsewhere.
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22nd July 1983

To: MR SCHOLAR

From: R YOUNG

Rolls Royce RB 211 = 535 E4 Engine

Decisions are sought on whether Rolls Royce should be authorized to complete
the development of the E4 engine and, if so, whether launch aid support should be

provided.

Ideally, neither decision should be taken until the new Chairmen of Rolls
Royce delivers his strategy proposals in the Autumn. But the Chairman had already
indicated to Patrick Jenkin before the Election that he regards the E4{ engine as
indispensable to Rolls' future and obtained an undertaking that Government decisions
would be sought ahead of the stretegy review. Although Rolls might chafe at a
non-decision next week, they can continue the development programme piecemeal, and
it is therefore open to Cabinet to insist on the strategy presentation before

reaching decisions on E4.

Between now and the end of the century, a high proportion (between 60% and

80%) of demand for engines for civil aircraft above 'feeder lines' level is expected
to be in the sector covered by the RB 211. If Rolls do not compete in that sector,

the loss of scale which they will eventually suffer will undermine the rest of
their business. If they compete successfully in it, they will recoup at least
some of the losses accumulated on the RB 211 programme as a whole. Profitability
of the E4 project will be a long term affair and cannot be guaranteed, but the
Secretary of State for Trade and Industry is right to suggest that Rolls without
the E4 engine will be difficult to privatise.

Launch aid is a separate matter, and one which will require hard negotiation
between DTI and the company. DTI must be careful not to pitch launch aid support
at a level which enables the company to take a relaxed view of its other financial

targets.
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Michael/ Scholar.
From David Wolfson.

I have outlined in red the statements which, taken
gggg;g;gly or together, suggest to me that Launch

Aid is being given for the wrong reason. The fac-
ilitisationof Privatisation is a bad reason for it.
Launch Aid should stand or fall on the investment
arguments, and the paper had plenty of those. I @
Believe that decisions will be made on those arguments,
but the contnets of this paper are poEE;%ially damagging.
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1 [ RB 211 project has a disastrous record. The original develop-
ment led to RR's 1971 bankruptcy. Since then several versions have
been developed with over £1 billion of Government money. None have
been commercially successful. The E4 project is designed to bail out
the earlier 'C' version which has cost over £350m and which will

have to be completely written off.

2 The E4 is the engine for only one aircraft - Boeing 757. Sales
prospects are uncertain. The E4 will be in competition with the Pratt
and Whitney 2037. Pratts are likely to respond to the E4 and if Pratts

improve their engine then Rolls will have to spend even more money.

3% Rolls claim that they are too far on with the project to cancel
now. If so, they should finance it within existing resources and
delete items of lower priority. This is what any company in the
private sector would have to do if its banker and shareholder refused
to finance a doubtful project. DTI's argument that Rolls are cash
constrained amounts to saying that they should be given some cash

to stay within their cash targets.

b, RR's bid for £102m is ridiculous. £10m is a backdated claim
for money spent in 1982 - the development work has already been
financed. Rolls are forecasting cash surpluses in 1983 and 1984
even if they only receive half their launch aid bid. They could
breakeven in cash in 1983 and 1984 with about £40m launch aid in

the 2 years.

5. DTI argue that failure to give launch aid will add to losses
in 1983 and 1984 and make privatisation move difficult. Privatisation

is unlikely before 1987. By then 1983-4 results will be academic.

6. PES provision for this - zero
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