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Mr. Lamont's letter to the Chief Secretary reports on DTI's

—

analysis of the conditional agreement reached between BS and

_-.—l-'—_'___--"\
Trafalgar House. This shows that renegotiation of the contract

and completion by BS is the most expensive option; closure

would cost BS around £53 million; sale to TH would cost BS

around £48 million. Although the difference is not large,

———

it indicates that the TH deal is the cheapest of the three

courses.
__—._'_'_'__.-l——-"_-\_

The Policy Unit has looked at the proposal and has identified

a number of points at which the terms could be tightened up

in favour of BS but, while we could suggest these to DTI, we

should also take note of Mr. Lamont's warning against tinkering

with particular components of the agreement.

— —

To assess the cost to the Exchequer, as opposed to BS, one needs glse

to take account of:

use of tax losses by TH which represent a loss
of revenue to the Exchequer;

savings to the Exchequer from keeplng an additional
1,250 men at work. ——— e AW

or\/’z

DTI conclude that the benefit of (ii) is greater than the COSt f\bzi
of (i). TR P

Thus, on balance, the deal looks favourable to the Exchequer but

—_——

there are two presentational points to be considered:
S —

(i) TH are proposing to lease some of the assets,
giving an appearance of lack of long-term commitment;

the fact that TH have hammered out an agreement

much faster {than anyone else can glve the impression
of a cosy deal. (An 1lTustration or this 1is the
thoroughly 'offénsive letter from the STUC which I
suggest should receive a Private Secretary reply

—

/ rebutting




CONFIDENTIAL
COMMERCIAL IN CONFIDENCE

e

rebutting the suggestions made and reiterating the
assurances given in the House yesterday.)

Mr. Lamont proposes giving informal approval to the TH deal on

the condition that the door is still open fozﬂgﬁ&ggﬁgiigrs.

He will need, however, to impose a deadline.

—

Agree, subject to colleagues, to the line suggested by Mr. Lamont,

provided -

(i) TH are pressed to buy rather than least assets;

(ii) a reasonable time limit is specified for the

i

submission of other offers?

10 February 1984
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One aspect of arrangement with TH concerns me.
over SL '
and Port Glasgc Yol fols :
which built naval ) Yom what TH told us v.ﬂe,
13 February, fi '
which w-.’J.le.i be ‘ >
nade several public r _ a pre
edevelopment and :3‘_:';1'-_1"_:‘, along the Fi waterfy
fulu be a serious me programme coulc L;{) i‘z*u:""ﬁ'u;'.i:;
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he option for TH to purchase the SL assets f
tl‘-m end O.: the , ial lease fron 3 pre-C on [’d,\ of the TH

T February to BS) should be dified to the extent that SL's '.""*'rd hold

be reviewed, if they decide to exercise their option, in the light of the company
operational L) and any surplus to those needs would be retained by
disposal in acec )r‘d’ll’lu'; with the redevelopment program me.

Tuming to the son of “m Jvlh parties nave ared an interest in SL,
it is of course going to be ) keep TH in play, and at the same time not

fyighten away the m:n‘-t.s. What J-(_-.. propose seems a satisfactory way of
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Thank you for letting me see a copy of your letter of 10 February to
Peter Rees.

So far as the Department of Energy is concerned our main preoccupation

is to see re-created at Scott Lithgow a capacity to construct mobile

of fshore structures competitively and for the Britoil rig to be completed
there and brought into service as soon as possible.

We share your view, therefore, that while all options should be kept
open, not least because the key to success lies with Britoil rather
than Government, we should give strong consideration to Trafalgar House
who have the necessary financial and industrial muscle and who will give
the venture an essentially British character. But I consider it vital
that Trafalgar House - or any other successful candidate - should
establish an association with a company (for example Gotaverken (GVA))
who will provide the project management and design expertise lacking in
Scott Lithgow's operations so far. Trafalgar House on their own would
not command customer confidence and I have no doubt that, to satisfy
Britoil, a clear association with someone like GVA will be necessary.
But such involvement should be on a long term basis; the new look

Scott Lithgow must not become a one-order yard.

Subject to my concern about the acquisition by Trafalgar House of the
necessary management skills I am content to see matters proceed in the
way you describe.

I am copying this letter to the Prime Minister, Michael Heseltine,
George Younger, Lord Cockfield and Sir Robert Armstrong.

\ 1 =.\'_r-

ALICK BUCHANAN-SMITH l)k;ifj

e
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You sent Michael Heseltine a copy of your Iletter of
10th February to Peter Rees in which you sought agreement
to a line to be taken with British Shipbuilders over their
conditional deal with Trafalgar House on the acquisition
of Scott Lithgow.

In Michael Heseltine's absence overseas, I am writing
to confirm that we are content with your proposed 1line.
I was glad to note from your letter that Scott Lithgow under
new ownership would continue existing contracts (including
those with MOD) on their existing basis. My officials have
already proposed to yours that this should be made explicit
in the agreement between British Shipbuilders and Trafalgar
House, as I see from the BS letter of 8th February is now
the case with the BP rig contract. Our vessel, HMS Challenger,
has already suffered considerable time and financial overruns
and this aspect coupled with the importance of it to us in
strategic terms explains our concern.

I am copying this letter to the Prime Minister, the

Secretaries of State for Energy and for Scotland, the Chief
Secretary, Treasury, and to Sir Robert Armstrong.

b :ﬁi‘t \"L.\uj 5
Uy

\“L“‘/m-;,@.‘ .

(JOHN LEE)

Norman Lamont Esq MP

Minister of State for Industry
Department of Trade & Industry
1-19 Victoria Street

London SW1H OET
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Chancellor of the Duchy of Lancaster

PRIME MINISTER
SCOTT LITHGOW AND TRAGALFAR HOUSE

It is impossible to judge the merits of this proposition without

much more information than we have been given.

We need as a minimum a statement showing in detail what assets
are being sold, what British Shipbuilders is receiving - or paying -
and what liabilities it is retaining. Similarly we need to know

what Trafalgar House is getting and what it is paying for it.

It would be valuable also to have pro-forma balance sheets
showing the position on the existing basis immediately before
the Completion Date - expected to be in March - and on the new

basis immediately after the Completion Date.

I would imagine that Trafalgar House have drawn up such balance
sheets - the figure of £12 m quoted as the Purchase Price in
paragraph 3 of the Heads of Agreement won't have been plucked
out of thin air. British Shipbuilders may also have drawn up
such balance sheets. If they have not they certainly ought to

have done.

I suspect that the deal is very advantageous to Trafalgar House.

For (apparently) £12 m they get all the assets, other than the

fixed assets which are leased to them free of charge with an
option to purchase, plus tax losses which may be as much as £150 m.
The €12 m is a net figure in that it has been struck after
deducting the expected loss to date on both the Britoil rig and
the BP semi submersible. Effectively Trafalgar House's risk is
limited to this £12 m: if the venture fails it would simply

allow Scott Lithgow to go into liquidation. If the venture

succeeds, it could make a great deal of money.

1
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From British Shipbuilders' point of view the attraction of the
deal is that it allows it to "get out from under" with a small

net cash receipt. There will of course be massive write offs;

but these would have occurred anyway if the yard were closed

down. And some jobs will be saved - a card of some, if limited,
value in dealing with the Unions elsewhere. I can well understand
Graham Day seizing what appeared to be a lifeline where otherwise

all was lost.

None of this however answers the question whether the Trafalgar

House deal is the best available, or indeed whether better terms
could not have been secured from Trafalgar House. It is claimed
that the deal had to be concluded because of a time limit set by
Britoil: but that time limit does not appear to be as pressing

as originally alleged.

It is said that in cash terms the Trafalgar House deal would save
£5 m compared with closing down. No evidence is produced to
support this claim or the figure. Having regard to the large
sums involved, a "difference" of as little as £5 m must be viewed

with scepticism.

The more important point is that it is admitted the Bechtel have
shown "serious interest". It is clear that British Shipbuilders
regard themselves as morally committed to Trafalgar House. We
simply cannot accept this. The Bechtel interest must be pursued.
Quite apart from the money, Bechtel have a very high managerial
reputation and that with their world wide operations could make
their involvement of real advantage to the UK economy. They may
have to be given a time limit: but I would expect them to respond
very quickly if they thought any offer they made would be seriously

considered.

The same applies to Howard-Doris and anyone else who shows a

serious interest.

I very much doubt whether Trafalgar House would pull out in a huff

if we opened up talks with other people. The deal they have

2
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tentatively concluded is so advantageous to them that they may

threaten: but they are unlikely to act. On our side, our position

would be indefensible unless we had made quite certain that the

present Trafalgar House deal was the best obtainable - either

from Trafalgar House or anyone else.

A .C
13 February 1984

3
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DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET

LONDON SWIH OET
Telephone (Direct dialling) 01-215)

St 55180

: (Switchboard 215 111
From the Minister of State for Industry A

Norman Lamont MP

The Rt Hon Peter Rees QC MP

Chief Secretary to the Treasury

HM Treasury

Parliament Street

LONDON

SW1P 3AG /(O February 1984

N S

SCOTT LITHGOW

As colleagues are aware, Trafalgar House (TH) have concluded a
conditional agreement with British Shipbuilders (BS) for the
acquisition of Scott Lithgow (SL). I attach copies of TH's
letter of 7 February, containing heads of agreement, together
with BS's letter of 8 February containing some clarifications.
(Officials of Departments concerned have already had copies of
these documents). We need to decide urgently whether there is
anything in the proposed deal that we should take exception
to, and also, in the light of the political furore that the
agreement has attracted, what attitude BS should be advised to
take towards other potential bidders for SL.

I should make it clear that the documents as they stand have
no legal effect. The agreement is conditional on the approval
of BS's Board, TH's Board, and, where necessary, HMG. It will
of C¢ourse be esSential that Britoil too are satisfied about
the competence of any buyer and on the revised terms on which

their contract is to be completed.

While Norman Tebbit will have to give his approval to the
terms of any disposal of SL when we have a completed and
agreed deal, it is important that we should let BS and TH know
at once if there is anything in the proposed deal that would
‘cause HMG difficulty.

Shorn of its complications, the proposed deal transfers the
assets of SL and the existing contracts on a "clean slate"
basis, writing off losses and liabilities. However the clean
slate basis makes certain assumptions about the likely future
losses on existing contracts, including the Britoil contract.
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On the Britoil contract the yardstick adopted has been BS!
potential loss if cancellation goes through. BS' exposure is
- limited to the equivalent of this amount. Any additional
losses (which could well arise unless TH's performance is very
good) will be the responsibility of TH. The deal envisages
that the fixed assets of SL should be retained oy BS and
leased to SL for the first three years, with TH having an
option to buy them for the sum of £8 miilion.

Continuation of the Britoil work will involve new contractuzl
arrangements with Britoil. Under the proposed deal SL would

continue the other existing contracts (with MOD and BP) on
their existing basis.

My officials have discussed with BS the costs of the various
options. Renegotiation of the contract and completion by BS
(which the BS Board have ruled out on commercial grounds)
remains clearly the most expensive. In cash terms to BS sale
to TH works out marginally (perhaps £5 million) cheaper than
cancellation and subsequent closure of the yard. Broadly a
comparison on a PSBR cost basis of the TH sale versus closure
appears to show that sale to TH would be more advantageous.
The PSBR costs of redundancies following cancellation appear
to outweigh the estimated PSBR costs of the utilisation of
some of the tax losses included in the deal. Because of the
phasing of various payments and receipts the TH deal would be
more costly than cancellation in 1983/4 in EFL terms, the -
balance being recouped in subsequent years.

In the heads of agreement TH are seeking certain undertakings
or commitments from the Government. These are contained in
paragraph 1(e) of the heads of agreement. It is not entirely
clear what comfort TH are expecting, but we clearly cannot
give a binding commitment in advance that the various expen-
ditures would be eligible for RDG or selective financial
assistance support. Short of this we can of course provide TH
with such further guidance as they may be in need of,
including the effect of the changes set out in the White Paper
on Regional Industrial Development (Cmnd 9111), including the
important change in RDG treatment for expenditure after
November 1985. As regards item 1(f), I do not imagine that
this will cause any difficulty in practice and TH should be
encouraged to make contact with the Office of Fair Trading to
institute clearance proceedings as soon as possible.

An element of the deal that is clearly important to TH is the
acquisition of SL's tax losses (paragraph 8 of the heads of
agreement). Such acquisition is a pormal practice, and I see
no impediment in it. As I understand it tax losses arising

before the takeover would be usable only against future
S—




CORFIDENTIAL
COMMERCIAL IN CONFIDENCE

profits arising in SL itself. Inherent in the deal will be
certain tax Ivsses which will arise from the completion of the
various contracts in train - perhaps about £50 million - and __
these will, I believe, be usable in the TH Group more widely.€§§'

Viewed in isolation, therefore, and subject to the points we
need to make on paragraph 1(e) of the Heads of Agreement, I
see nothing in the proposed deal that  we should take exception
to, and in the Tight of the comparative costs of cancellation,
the preservation of employment, and the preservation of
offshore rig building capability, I believe that we should
look favourably upon it. 1If colleaglUes have any major points
o make on the Heads of Agreement they will no doubt let me
know. I believe strongly however that we should resist the
temptation to tinker with this or that element if an
alteration is not fundamental to the Government's attitude to
the dezal.

If the deal is to go ahead two mz jor hurdles have to be
surmounted by TH. The first is the renegotiation with Britoil
" of new contractual arrangements. The second is securing the
agreement of the SL workforce to the deal and the changed
terms and conditions that will stem from it. Both these
hurdles may present significant difficulty, but, other things
being equal, ought not to be insurmountable.

The 29 February deadline set in the Heads of Agreement was no
doubt conditioned by the understanding that this was Britoil's
cut-off point. Sir Phillip Shelbourne yesterday morning told
me that Britoil are in fact now prepared to extend this date
to the end of March.

All the above relates to the TH deal viewed in isolation. But
we cannot ignore, and nor will Britoil ignore, the presence of
other contenders, even though only one of these - Bechtel -
h&8 50 far shown awwmmt- The probable
next contender - Howard Doris - made contact with BS only on
Wednesday. We need to balance two conflicting considerations
here. — Clearly in the interests of fairness and public
accountability we do not want to exclude anyone with a genuine
and serious interest from the field. On the other hand in
pursuing the very much stronger interest shown by TH, BS have
been actinfg entirely correctly and commercially. The TH deal
has now reached an advanced stage, and it would be unfortunate
indeed if it foundered and the interest expressed by the other
potential contenders turned out to be nugatory. The BS
Chairman, Mr Graham Day, takes the view very strongly that we
should stick to the TH deal and not do anything that would put
it in jeopardy. This is entirely understandable, but we have
to take accéount of the wider considerations.




In these circumstances I believe that in responding to BS on
the TH deal we should make it clear that our broad and
informal approval cannot preclude the Secretary of State's
consideration of, and preference for, a better deal if one
should come along; that we fully recognised the importance of
keeping alive the bird in the hand of the TH dual; that at
least while Britoil are considering the TH proposals it would
be commercially right (and certainly presentationally
necessary) for BS to consider approaches by other contenders.
Britoil themselves will .certainly want to look at other
contenders, although they do not have many weeks if they wish
to have their rig by the 1986 season. BS will need to keep in
close touch with my Department as the negotiations proceed.

We have to satisfy both the needs of public accountability and
of commercial reality. But given the advanced stage that
.negotiations have reached, it would be entirely right,

if and when Britoil are satisfied, for BS to econclude the deal with
Trafalgar House.

Unless I hear from you and other colleagues to the contrary by
3.00 pm on Monday I propose to advise BS on the lines I have
set out above.

I am copying this letter to the Prime Hinister, Michael

Heseltine, Peter Walker, George Younger and Sir Robert
Armstrong.

Lt e~
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NORMAN LAMONT
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J.G. Day Esq., 3 SURJECT TO CONTRATT
Chzi-man and Chief Executive,
Eritish Shipbuilgers,

157 Rnightskbricgse,

Lonéon, SWi 1R3,

7th Peb:ua.*y 1984
csz=r Mz, Day,

S~ctt Lithaow Limited

Further to the recent meetings between recresentatives of this Ccmany
=nd of Britich Shipbuilders ("2S") I set out the basis upon which, subject to
=c——oval by the Board of Trafalgar Bouse Public Limited Coopany, we. wolld be
prepared to purchase from BS the whole of the share capital of Scott Lithgow,

By way of background we explained to you that over the last ten yeazrs
we have ste2dily increased cur involvement in the cffshare oil and cas: industry,- . -
Within the Trafalgar Bouse Croup we. have the largest teoside manufacturing
farilities ip EBurcpe in- our Cleveland and Recpzth Ofisnore operations on
‘meszcide., Also, through lawrence—Allison, we have worlGwide involvement in
enginesring and project management. Recently we have accuired substantia)
' interests in oil and gas explcration and producticn both in the TR and USA,

We firmly believe that technology in the Nczth S=2 and in fact aroungd
she World is moving towards production systems which could bs reagily
ranufactured by Scott Lithgow. It is for this reason we gre prepated to make the
very considerzble management eIfIcIts and sacrifices to ensure that Scott Lithoow
not only completes the Eritoll contract but also becomes a credible long temm
const—ucticn company in the offshore market. . .

We believe that with our offshors constructicn czpabilities and the
experience we gained in successfully taking Recpath Dorman Long Ircm the pablic

csc-cr to the private sector same two years ago, Trafazlogar is uniguely cuzlified
to cope with the problems of Scott Lithcow.

e o/ CORE




Pr=—Conditicns :

The following must b2 comleted to cur sztisfa—tion =s Tre-
of the completion of. any agreement:-

P~ g

ek e ‘CT\.S

. .(a) (zareement of a new consract /or the amencment of the
rrevious contract bstween, inter alisz, Lloyds Leasing
and Scott Lithgow for the completion of the Eritoil/Ben
O3eco rig by Scott Lithaow (“the New Contract®),

[PEPE s

The
agreement between vs will be terminated if Trzfaloar ang
Scott Lithgow are unzble to agree terms with Eritoil
wnich will enable Scott Lithgow to complete the Britoil
contract -at a cost not excesding the Contrzzt sum under
the Terminated Britoil Contract plus an zmount not
excesding £64m;

egreement of acceptable working practices, levels of
remuneration and terms of employment for all Scott
Lithaow employees;

agresment as to the basis of selection for redundancy
and tne” terms of redundancy payments for employess;

purchase of the fixed assets owned by Scott Lithgow by
BS. Such fixed =assets togesther with any other lang,
rlant and’ ecuipment used by Scott Lithoow in its
business shzll be lezsed back to, or ntinue to be
leased or used by, Scott Lithaow at a totzal cost to
Scott Lithgow of £1 per anmum for the period reguired to
complete the contracts existing at Completion aznd in any
event for a minimsn period of three years,

tt Lithgow shzll have the option to repurchase sush
fixed assets as it previously owned at the end of the
€ase pericd at a price of EBm. If Scott Lithaoow
exercises this option it shall also acquire the benefit
and the burden of zll lezses and licences to which it is
& Darty which were previously covered by the payment of
£l per annmum-referred to zbove.

our cbtaining confirmation from the aporoprizte Goverp-
ment Department(s) that £financial assistance will be
proviged in respect of:-

(i) capitzl expenditure on improvements we plan to
casTy out to the Scott Lithoow facilities, 2s
indicated to you, our current estimate of suct
capital expsnditure is £10m;

costs of retraining stzff and hourly paig
employees of Scott Lithgow;

purchase and installation of comouter hardware
and software systems in order to provide projest
management, materizl control and accounting
information,

o omuiia JCEME S




ur o-tzining confizmation frcm the etzry cf State
th=t he Goes not propose tO refer the acguisition to the
Moncopolies and Mergers Ccmmission. 1n this connection 1
sucgest that we make joint T

of Fair Trading a&s soon &S possible

-

Ccroletion

Completion of the purchase znd szle of the share czpital of Scott
Lithaoow (“Completion™) will take bplace within seven gays of the
fulfilment of the conditiens referred to in 1 zbove. These must, in
any event, be saztisfied not later than the end of Feoruary 18B4.

purchzse of Shares

Trefalgar (or one of its subsidizries) will purchase the whole of the
jesued share capital of Scott. Lithoow &t @& price equivalent to the
acgregate value of its share capitzl and reserves (*the net asset
value®) gisclosed by the accounts of Scott Lithoow to be grawn Up as
at Comoletion (“Completion accounts®). i

1f the net asset value revezled by the Campletion ACcoOunts is less
than £l2m, BS will eubscribe at par in cash for shares in Scott
Lithgow (which shares chzll immediately D2 transferred to Trafalgar
for no furtner consigeration) in arcer to bring the net assest value
upto £l2m. such subscription chall be made within seven Gays after the
certification by the joint auditors of the Coopletion Accounts:
together with @ peyment of interest on the amount subscribed,
czlculated 8t & Trate of 1% per ennum OVer the Nationzl Westminster
Bank bzse rate from the gate of Comoletion to the gate ci payment,
together with an =mount ecguzl to &any Czpital Duty payzdle by Scott
Lithgow on the issue of such shares.

1f the net assst value revezled by the Completion Accounts is more
than £lzm. Traizlgar will make a payment eguzl to the surplus to BS
together with 2 payment of interest on that zmount, czlculated at a
rate of 1% p2r annum OVES tne Rationzl WesoTminster Bank base Izie £rom
tpe gate of Camletion to the gz=te of payment. Such payment to be mage
within seven gzys after the ce—tification by the joint auditors of the
Completion Accounts. . - .

Purchzse Consigéerztion

The purchase consigeration will be pzid on the following basis:-

At Comletion £
Februzry 1985
Februzry 1986
Fepruzry 1987

£12.0m

_——

interest will. accTue ©n the ferred payments at a rate of 1% per
znnum over the Nztional Wesominster Bank base rate frecm the date of
Completion to the gate of peyment. Trafzlear shzll be entitled at any
cime witnout notice to T2Y the balznce of the outstanéing purchase
crice together with interest zecrued (if zny) to the date of such

-y -
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Ccmoletion Accounts will be érawn up 2s at the date of Comoletion ang
will b2 Jointly certified by Arthur Young McClelland Mocres & (o, and
Touche Ross & Co. ("the Jjoint 2zuGitcrs"),.: The treztment in the
crpleticn Accounts of .certain items is dealt with below; otherwise
e Comoletion Accounts will be prepared- in accordance with good
sccounting tractice and subject thersto upon the same bases as adopted
by Scott Lithaow when cérawing up their zccounts at 31st March 1923:-
(2) . the' ficures to be included in the Completion Accounts in
respect of the contract between, inter aliz, Llovds
lzzeing and Scott Lithgow for the construction of the
Britoil/Ben Odeco rig which has been terminated by
Britoil ("the Terminated Br-itoil Contract®) and New
Contract will be acreed bstween us but in any event the
p-ovision in respsct of the Terminated Britoil Contract
shzll not excesd £64m;

r

the Completion Accounts will incluge:

(1) a provision in an amount to be agreed between us
for r=cundancy costs expected to be incurred in
the twelve months following Completion.

BS will use its best endsavours to cbtain
Government agreement for such amount to inclugde.
rrovision for the payments egquivalent to those
proviged under the Shipbuilding Redundancy
Payments Scheme which it has been agresd will be
paid to those employees of Scott Lithgow who are
made redundant in the twelve months following
Completion., 1f such agreement is not obtaineg
then such payments will be made directly to the
employess concerned by BS or the Govermment as
and when incurred at no cost to Scott Lithgoow,

2 provision of £7m in respect of costs associated
with the rationzlisation and recroznisation of
the fazility &nd business: of Scott Lithaow to bs
carried out zfter Campletion.

corrent assets (other than work-in-progress) will be
inzluded in the Completion Accounts at the lower of cost
and net realiszble value;

(1) clzims by Scott Lithgow (which have not been
agreed and paid at Completion) will be includeg
in the Completion Accounts on the same basis as
was adopted in the 1933 Accounts of Scott Lithaow
up to an acgregate maximum of E£7.4m. An amount
eguivzlent to the amount incluced in cwrrent
assets in respect of such claims will b2 loaned
by BS to Scott Lithgow interest fres, Such laazn
will be repaid to BS as and when the claims are
settled and the monesy recesived by Scott Lithgow
on an item by item basis less rezsonzble costs
incurred by Scott Lithgow in  settling suct
claims, '
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will b= incluged in the =oletion
on the szme basis as was adcoted in the

accounts of Scott Lithcow in respect cf

notified claims against Szott Lithgoow (cther than

b J-

clzaims coversd by the crovision in rer—~==~‘ of the

Terminated Britoil Contrazt referred to in 5(2)
ebove). If the totzl amount _gam by Scott Lithoow
in respect of " such clzims (a) exceeds the
aogrecate of the specific provisions by more than
£5m an =mount egual to the excess over £5m will
be p=id by BS to Scott Lithoow (b) is more than
£Sm below the aogrecate of - the specific
-provisions an amount ecual to the saving in
excess of £5m shall be ©aid by Scott Lithaoow to
BS,

cther thzn in respect of (a)-above work-in-progress will
be included at the zogregate of the net realissble
vzlues of each of the contracts existing at Completion,
1n arriving at such vzlues:-

(i) provisions shall bs made in respect of claims by
Scott Lithgow which have not b=en both agresd and
pzid prior to Completion in accordance with
(é)(1i) above; -

fzir and adecuate provision shzll be made for all
known and potential claims from custamers,
sucpliers, sub-contractors etc. in  accordance
with (d)(ii) above;

fzir and adeguate provision shzll be made for
future losses; in calcelating the cost to
camlete the contracts existing at Comoletion
(other than the Termminzted Eritoil Contract) a
crarge out rate of £14.50 per manhour shall be
used to cover labour costs &nd overns2cs,

The joint suditors will e"mloy such experts as they shzll éetermine to
assist in the certification of the Cm;letzm:hccom_s

-

Werranties end Indemnities

We shall recuire BS to gwe full comercial =nd tax warranties ang
indemities, We shall reguire full indemnities in respect of all
clzims =and lizbilities arising from events prior to Completion, In
particular these indemnities will relate to:-

(1) all work (including desien etc.) ca——ied out prior to
Completion for which Scott Lithgow is resacms:.ble save
to the extent that a specific provision is mage
therefore in the Completion Accounts in accordance with
5(d)(ii) above;

any 11:13111t1=s of Scott Lithcow to third parties other
than Britoil arising out of the Terminated Britoil
C::n:ra:t, save to the extent ¢t

is made thersfore in the Completi

'Et a specific "'""OV"SJ.O‘T

"
+10n ACCOUNLS;
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zny losses, costs or damages which are incucred
in~rezeed &5 & cneeguence of the

ownership of Scott Lithoow.

.T:a-fa]ga: will indemnify

change in

BS aczinst claims by third parties

erising solely from the actions of Scott Lithaow after Cam

respect of the contracts in existence &t Caompletion.

Bonds, Guarantess and Insurances =

Any bonds cr guaranteses given by =S on behzlf of Scott Lithaow in
respect of contracts in existence at Conpletion will remain in force
until contractual relezse. BS will maintain, at Scott Lithgow's cost,
any existing’ professional indemnity insurance covering work .carried
out by Scott Lithgow.

We should like to explore with you the possibility of continuing other
existing insurance policies after Conpletion.

Tex lossss

with reczrd to tax losses we shall reguire a werranty that Scott
Lithoow will have availzble at Completion unutilised tax losses agreed
by tne Inland Revenue of not less than £77m for periods up to 3lst
March 1962 together with a tax loss of not less than £30m in respect
of the year ended 31lst March 1983, plus the tax loss to be agreed by
the Inlznd Revenue for the period fraom 1st Arril 1983 to Coampletiom,

BS will use their best endsavours:-

(i) to assist Trafalgar and Scott Lithgow to cbtain the full
penefit of the tax losses referred to above,

(ii) to ensure that such losses are not reduced under the
4 p-ovisions of S48 Finance Act 1961,

(iii) to ensure that the availability of such losses is not

zZfected by the czpital reorganisation referred to in 13
below.

Pencsicons

We require agresment Irom the relevant perties that.all existing Scott
.Lithgow employees will be allowsd to remzin in the BS Pension Scheme
for 2 period of twelve months zfter Completion. Tnersafter, Scott
Lithcow staff employses who remzin would be recuired to Jjoin tne
mrafzlgsr HBouse EToup Pension Fund. We would like to explore the
possibility of a transfer payment being made in respect of such staff
employees from the BES Pension Schemes to the Trafzlgar Fund as an
alternztive to their being granted ceferred pensions unger the BS
Schemes. Bourly paid employees will become members of the State Scnems
(with @eferred pencions from the 25 Schemes) as they are not eligible
to join the Trafalger Fund. Bourly ©peid employees will, however,
participate in the Trzfzloar Bouse Group Life Assurance and Pension
Plan, wnich provigss life assurance cover on a non-contributory basis
=nd zllows members to supplement thelr State pension entitlement by
paying acditional voluntary conzributicns.
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- . We reguire ES to co-cperzte with us in a St=sp Duty saving
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Prefecsionzl]l Fees

Tach party will bsar its own costs in respezt of its azoointeg
suditors and solicitors. The cost of any experts emloved by the joins
-auditors will be borne bstweesn us on & 50/50 b=sis

e

Dirsctors . 2

At -Comoletion such of the directors of Scott Lithoow as we shzl)
require shall resign as directors without any claim for comensation
etc. for loss ©f office, Such resicnation will not affect a director's
position as an emloyee of Scott Lithgow, L B T

‘ Lozns from BS

We shall reguire all” lcans macde by BS to Scott Lithaow, cther than the
loan referred to in 5(d)(i) =above, to be eliminzted from Scost
Lithoow's bzlance shest priar to Cmpletien.

To the extent that the loans from BS relzate to trading account items
the loan will have to be reraid in cash; such c=sh to be raised by the
subscription by 2S for new shzres in Scott Lithoow (the Czpital Duty
in respect of such new snzres to b2 borne by =S). The bzlance of the
loans from 25 shall be waived before Completion.

Inter-Comanv Accounts

W2 require the inter-conmany accounts between =S and/or its subsig-
izries aznd Scott Lithgow to be settled before the Completicn Accomnts
are finzlised cther than in respect cf current work. 211 disputes
between 25 and/eor its subsidizries and Scott Lithoow should be
resolved and the results reflected in the Completion Accounts,

Coouter Services =

The centrzl coouter services of BS shall contine to be mage
availaeble to Scott Lithoow for a peciod of usto twelve months after

Coroletion on the existing termsagreed bestween Scott Lithoow and BSt's
camputer division,

s +
Scokt Litnoow hkame

BS will ensure that with effect from Completion the nzme-Scott Lithgow -
will not be used by any companies or businesses &ithin the 25 crow,

The Continuina Business of Szott Lithoow

rrom the date hereof and vpto Comdleticn the business of Scott Lithoow

snzll continve in the normal and proper course

and we shall bs
consulted with regard to any material transastions pricr to any
commitment being made; this will include the sestlement of claims,
tendering for majcr contracts, cazitzl commitmants &nd &ny changss to-
erplovees' renunerzticn or other tezms o©f ssovice, other than in
o2 the iriemsntaticn et loczl level o the recent aoresmens

S (BN i
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7/
. in the event that the transaction is not cocmpleted we undertake that
we will not wake any use.of any of the information which hes been gisclosed to

us,

This letter su x letter to you dated 26th January 1984,

Please indicate your sgreement, subject to approval by the board of BS
and zny necessary Govermmental zggrovel, to the terms and conditions set out
zoove by signing and returning the enclosed copy of this letter,

Yours sincerely,,
For TIx:

W2 coniirm our agreement, subject to the approvals referred to in the final
paragraph, tO the terms and conditions set out above.




J. Graham Day
Chz:mman & Cnief Executive

187 Knightsbrioge

Lonoon Engiand SW7 1RB
Telephone: 01-581 1383
Telex: 8814702 BESBLDR G

2 February 1284

Mr Eric Parker
‘Managing Director
Trafalgar House PlC °
1, Berkelev Street
London WIN 6XX

Dear Sir,

SCOTT LITHGOW LIMITED

British Shipbuilders agreement to the terms of your offer letter of the
7th February 1984 is subject to clarification and agreement of the
following points. For ease of reference, the points are numbered as
in your offer letter:

1.4 the sale and lezse-back and the option to purchase the fixed
assets vill exclude those property assets specifically listed
for potential disposal to third parties and already advised to
Trafalgar House by Scott Lithgow; :

the accounts of Scott Lithgow include a provision of £2.9m
being the discounted net present value of the future liability
under "interest meke up" agreements entered into by British
Shipbuilders cn behalf of Scott Litheow. _ Trafalgar House
will advise British Shipbuilders if they wish to take over
this liabilityv or if they wish British Shipbuilders to retain
it. In the latter event, the provision will be released by
Scott Lithgow ané the current account with British
Shipbuilders increaced by a like amount;

the amount of £64m includes £7m for licuidated damages, being
+he meximar liability for such damages under contract 2002.

Trafalgar House will advise Pritish Shipbuilders, before
campletion, of the number of Scott Lithgow emplovees who will
be retained by them and for wham no redundancy provisicn will
be made. in the comletion accounts. It is currently
estimeted that this number will be approximately 1250;

the accounts of Scott Lithgow include nomral cvarantee
provisions against camleted centracts. These provisicns
must be evhausted on a contract by contract bacis before
Trafzlcar Kcuse may make warrancy claims scainst British

cCc
Shirhuilders in respect of these conzraccs.

-
——
L




5.d(iii) contract 2001, "the BP Rig" will be treated in the camletion
accounts as a contract for phvsical campletion. In the event
of cancellation by BP, the effect will be dealt with by
British Shipbuilders after consultation with Trafalgar House
and the f£inancial consequences of cancellation will be for
British Shipbuilder's account and Scott Lithgow will be fully
indemnified..

the accounts of Scott Lithgow include a provision of £2.9m
for licuidated damages being the maximum liabilitv for such
damages under ccntract 2001.

this warranty does not imply that such losses can be offset
against future profits fram Scott Lithgow's business and,
further, Trafalgar House would not be entitled to make a claim
under the warrantv if such losses ceased to be aveilable
solely by reason of the capital reorganisation to be carried
out in accordance with para 13 of your letter.

We have sent a copy of your offer letter of the 7th February and this
response to the Department of Trade & Industry. This correspondence
will then be used in earlyv discuscsions with officials in order to
obtain EMG's views on the structure of our proposed agreement.
Dependent upon the outcame of such discussicns, it is proposed to use
vour offer letter of the 7th February and this letter as a basis for
the preparation of a draft contract.




COMMERCIAL IN CONFIDENCE

Department of Industry & Trade
Ashdown House
123 Victoria Street

London SW1E 6RB

Telephone Direct Line 01-212
Switchboard 01-212 7676

D Connelly Esq

Scottish Industry Department
New St Andrew's House

St James Centre

EDINBURGH

2 | © February 1984

Deer Qauik

SCOTT LITHGOW: BS AND TRAFALGAR HOUSE (TH)

Norman Lamont will be writing round to colleagues today setting out the broad
outline of the conditional BS/TH deal and recommending, in brief, that we

look favourably on it and instruct Graham Day to pursue it as his prime objective,
while not of course precluding other contenders from bidding.

The purpose of this note is to provide the background information you will need
to brief your Minister.

At Annex A (only for those who have not yet received it) is a copy of the
conditional agreement and a BS side letter registering some (fairly minor)
caveats.

At Annex B is a schedule showing BS' calculation of the costs of the Trafalgar
House deal and of the only current alternative, cancellation of the Britoil
contract and closure of the yard.

The calculation is in four parts. Part A shows the present balance sheet deficit
after writing off loans to SL by BS. It shows liabilities of £41m which have to
be discharged either to conclude the TH deal or on closure. Part B assumes the
current fixed asset value to be zero. Part C shows the various other costs
incurred by each route. The "loan re debtors" is to cover claims from Britoil,
ie the damages due on the rig contract. Part D shows the future income from the
deal, falling post 1983/4. The bottom line is the net cash cost of the whole
yard from end-December 1983.

We and Treasury colleagues have been through this complex arrangement in detail
and we are satisfied that the figuring, some of which is of course a little
speculative, is reasonable. If anything we think the closure costs may be a
little understated.




We must also of course consider the wider PSBR implications. On the
one hand TH will gain a valuable tax shelter from SL's losses, on the
other closure would lead to extra redundancy, SRPS and unemployment
benefit and lost tax revenue costs to Government. After discussion
with the Treasury, we have concluded that SL's post tax losses, which
will only be usable against future SL profits, will amount to an
insignificant cost to the Treasury. The important item is the £50m

or 80 losses on existing contracts likely to be incurred after the deal
is struck, which TH will be able to use for group relief. We estimate
that this will amount to a PSBR cost of £10m.

On the other side of the equations are the extra costs arising on closure
from extra redundancies. TH intend that 1250 Jjobs will remain. At Annex C
we have calculated the PSBR costs for the loss of these 1250, for two
profiles of reabsorption of the unemployed a (slow) one over 5 years and a
(fast) are over three years. The costs lie between £24m and £38m. This is
clearly a speculative calculation, but it does strongly suggest that in the
wider PSBR context the TH deal looks distinctly more favourable.

I hope you find this backéround helpful. .Copies go to Bob Young (No 10),
Richard Wilson and Alan Bell-Berry (Treasury), Callum Alexander (MOD), and
Mr Allison (Energy).

Ve
QWL/—/’—

E P CAMERON




J. Graham Day
Chairman & Chief Executive

197 Knightsoridge

London England SW7 1RB
Telephone: 01-581 1393
Telex: 8814702 BSBLDR G

€ February 1984

Mr Eric Parker SUBJECT TO CCONTRACT
Managing Director
Trafalgar House Plc
1, Berkelev Street
London WIN 6XX

Dear Sir,

SCOTT LITHGOW LIMITED

British Shipbuilders adgreement to the terms of your offer letter of the
7th February 1984 is subject to clarificatitn and agreement of the
following points. For ease of reference, the points are numbered as
in your offer letter:

1.4 the sale and lease-back and the option to purchase the fived

assets will exclude those property assets specifically listed
for potential disposal to third parties and already advised to
Trafalgar House by Scott Lithgow;

the accounts of Scott Lithgow include a provision of £2.9m
being the discounted net present value of the future liability
under "interest make up" agreements entered into by British
Shipbuilders on behalf of Scott Lithaow. ~ Trafalgar House
will advise British Shipbuilders if theyv wish to take over
this liability or if they wish British Shipbuilders to retain
it. In the latter event, the provision will be released bv
Scott Lithgow and the current account with British
Shipbuilders increased by a like amount;

the amount of £64m includes £7m for licuidated damages, beino
the maximum liability for such damages under contract 2002.

Trafalgar House will advise British Shipbuilders, before
campletion, of the number of Scott Lithgow emplovees who will
be retained by them and for wham no redundancy provisicn will
be made in the completion accounts. It is currently
estimated that this number will be approximately 1250;

the accounts of Scott ILithgow include normal cuarantee
provisions against completed contracts. These provisions
rust be exhausted on a contract bv contract basis before
Trafalgar House may meke warranty claims against British
Shiphuilders in respect of these contracts.
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5.e(iii)

this warranty does not imply that such losses can be offset
against future profits gow's business and,

fram Scott Lith

your offer letter of v
the preparation of a draft contract,

Yo fully,




Trafalgar House

Position as at p.9 Accounts

Excess of Current Liabilities and
Current Assets 90,192

Add Group Relief receivable included as
a current asset but to be offset
against BS loan balances 11,063
01,255 101,255
Less BS Current Account (60,569)
40,686

Fixed Assets i Nil

Adjustments:
Redundancies ' 6,750
Contingency (current Assets) ' 1,000
Capital Duty -
Lease costs:

3 years charge -
Termination charge 2,400

Current contracts:

SOV (753/700) (2,000)
EP Rig (2001) 3,000
Britoil 3,100

Loan re debtors -
Capital commitments 300
Regional Development Grants repavable 1,000
Under-recovery of overheads 2,000
Reorganisation and retraining

Funding of purchase price

c/fwd




Future incame

Repayment of purchase price (12,000)
0 Repavment of loan for debtors (7,400)
Sale of Fixed Assets (8,000)

£48m

Note:

(1) In a closure situation, might achieve better results from settling
claims, but against this could be very considerably worse off if, on
negotiating settlement of cancelled Britoil contract, we were forced
to campromise on any recovery of OSE's.

(2) Cancellation of BP Rig 2001 much more likely in a closure situation.

(3) SRPS costs excluded fram both calculations.




PSBR COSTS - 1250 REDUNDANCIES

Profile 1 (Slow)

Unemployment benefit +
lost tax revenue

SRPS cost @ £3.4 kpa

EPA costs @ £410 pa

Profile 2 (Fast)

Unemployment benefit +
lost tax revenue

SRPS cost

EPA cost

SBP1
9 February 1984




