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E(DL) agreed in correspondence in January that the Government
should aim for a sale of just less than 50% of its shares in
Cable and Wireless (C & W) by next September. This proposal
and the reasons for it were explained in E(DL)(81)1.

2 Arrangements have gone ahead in preparation for the sale
and consultations have taken place with the overseas
governments concerned. If we are to meet the autumn
deadline we need to press on with the arrangements within a
timetable that is already tight. Delay in makxng the salet
imposes an additional cost gf about £1lm a month ;nt;nt:iz o
on the moneys borrowed in lieu of the.proceeds [} e o
shares. The Treasury have, however, intervened Eo ;ugg S
that we should aim to sell 66% of'the shares 1gsuzg il
proportion previously agreed and it has bt],:eneanged ey
could continue to exercise all the control w
shareholding of 25% plus one share.

; i 's wish to
2 I am entirely sympathetic with thelgfeaigr{h: PSBR, from
obtain more money, and hence greateg :eto bring about the
Soale of mors, Hhasal W wogldt;i):s (ienvolved in selling more
greater degree of de"atlonalls‘?derations are in my view
of C & W's shares. These consé‘ves and I consider that we S
outweighed by, PracEiCes u’“perc‘;e;ision to sell just under 50
need to stand by the earlier
of the shares at this time.

Qverseas considerations e
jover:
> ;. ol that overseas g C & W, backed .
4 . First, it is C;i:;onship between HMG and : |

continuing close re

1'4
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up by a degree of control which, in the eyes of tho
governments, would be sufficient to protect their Se
interests. Unless local Governments are given reass
about control there is a clgar risk that they might~drance
not to go along with our privatisation Proposals ang

choose this opportunity to secure local control, ac _Might
to be taken of C & W's dependence on revenue frop ab;gugt hag
a

(99%), most of which comes from a few Principal o d

in particular Hong Kong and Bahrain, and of the rigkeiilons,
adverse reaction from some could lead to a far fea;:hinAat an
reaction. We must also not neglect the local pOIitiCa? Chajp
importance of C & W's operations. This attitude a
the reason why C & W was taken into public ownersh
which resulted from a Commonwealth initiative by c
who felt that the ownership and operation of their
international telecommunications ought not to be left i
private hands. B

ccords yjty
1P in 1946
ountrijeg

5 The consultations which have taken place with overseas

governments have therefore been on the basis that HMG would

be able to use its majority holding to protect, if necessary
'

The 50% less 1 share formula, is intended to keep C & w;s
international network intact and at the same time to place C
& W in the private sector. Most of the overseas governments
have replied and with a handful of exceptions have
unreservedly endorsed the proposals. We would certainly need
to consult all the governments again if it were decided to
retain 1ess.than a 50% holding and we would certainly expect
their reaction to become more negative the more our residual
sha_reholding diminished. Without the assurance of the
obv1ous.influence provided by our ownership of half the
shargs it would almost certainly be very difficult to
convince overseas governments that we would have the ability
to protect their interests.

6 Many of the governments are sensitive about foreign
shareholdings in C & W. It would be impracticable for each
of the governments to have shareholdings proportionate to the
value of their concessions. Although these sensitivities
arise with my proposal to sell 50% minus 1 of the shares in C
& W, they can be contained because Governments can rely on
our 50% plus shareholding. The difficulties would certainly
become more acute if more than 50% of the shares were sold
because in the eyes of these governments we would have P
crossed the point at which shareholdings equal to ours woul
become possible.

) There are special problems in Hong Kong and Bahrain-
The Hong Kong concession expires in 1987 and the royalty
agreement in 1983. Negotiations with the Hong Kong
Government (HKG) to renew these arrangements are at a
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gelicate ¢
have just
1 ntere > i
Seal in O gain contr
ion and that the Governor hag agrzédoiocn: A
W

con

arrangements in principle only on 0

\:,ovu'! nment retain strategic antm‘foggléx:nwtgﬁtl@ as a
"analagous to BP". Negotiations are still incom intes

the concession is not renewed all prospects of apsice amg, if
flotation will fail. 1In Bahrain the concession ex lJ‘;‘ess ul
July 1982. Michael Marshall discussed our flotatign " e

propos 1ls with the Government last month. The Bahrain
Government have said that they attach considerable importance
to our retaining a dominant influence in the company and have
appeared to accept our proposals with this assurance.

8 For these reasons the Chairman of C & W and his Court of
Directors feel strongly that it would be a mistake for the
Government to try to sell more than half of our shares, at
least in the first instance. There is no doubt that it would
be extremely difficult, if not impossible, to persuade them
to agree to do otherwise. The Court are anxious to ensure :
that privatisation and its consequences in Hong Kong, Bahrain
and elsewhere are managed in such a way as to ensure an
orderly transition and thus the future of the company.

Industrial Implications

i arations
8., Soble and wireless are curcencly cngased, i BEepREEL
for establishing an additional high sp rhYsialataa or
the UK in conjunction with BP and Barclays. lications for
new undertaking with substantial straFeglcax:‘Erong central C
UK communications prospects. It requires sense of national
& W grip on its overseas bases and a,stmngessfully set up in
purpose. If the additional netWFkhxio:‘fgfwide bases of
the UK, the three partners, all thc form a global
operation, will be well pOS‘“:;‘:‘Eonowith the national PIT'S
Sommunicationfeaet s C:mp:his strategic pcssxbxlfgy by
of the world. To throw away hield over the company 1
Premature withdrawal of our SA&E 2 5, 1 ong-term
neither in the Government's shor

interest. ™
Control ¢ could retain

i that we as a Gov?mmegf more than 50% of
10 It is clear W by selling o visions into the

e i trol of C & king Pro v
R A
Articles of ASSOC,la:;:?'sttess.thlt S:;-‘h,!;d would depress the
merchant bank adv::raccive to investo

Mmake C & W less a
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value of the shares. It is also highly problematic whetp,
such provisions would be acceptable to overseas Governpe er
at this stage; an attempt to renegotiate the existing "o"tS
provisional arrangements could at worst cause a loss of
concessions and frustrate the whole sale. T do not want ¢
retain control; I want C & W to be privatised in full, BO
we have to take account of what is practicable ang what Wi;”i
get us the best price.

Conclusion

11 I have no doubt that E(DL) made the right decision
aiming initially for a sale of around half the shares in c &
W. A further sale might be possible in due course when
overseas governments have become confident with the new
regime. I intend to aim for a further sale of shares as soon
as this is practicable. If we should decide now to seek to
sell more than 50% of our shareholding, it would involve a
difficult task of persuading the company and all the overseas
governments. This could put in jeopardy the already tight
timetable for disposal this autumn. On the other hand, our
present proposals should result in a significant contribution
to the Exchequer in the current financial year and will
amount to , and be seen as, another significant privatisation
measure.

e
=

12 I invite my colleagues to agree to :

a the sale of 50% minus 1 share in C & W
this autumn and

b steps to sell additional shares in C & W

as soon as this can be arranged consistently with
securing the future of C & W's overseas operations.

Department of Industry
3 March 1981 B
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London SV/1E ep,
| Telephone: Dirgyy Line 01-212 0430
Sviitchboard 01-272 7576

CABLE & WIRELESS PRIVATISATION

I have seen the recent correspondence and as
ave only today returned from Hong Kong I thought that I
1d write to let you know some of the commercial reasons
which re HMG to retain just over 50% on the initial

! About two-thirds of C & W's profits originate out of Hong
Kong where we have a concession which expires in 1?87 at

which time the Hong Kong Government -(HKG) wou}d be entitled to

buy the assets at written down book value (this could be less .

than six months' profits). We have now sucﬁ;si:uéigczegigiate

an term concession in a joint compal

wiiiwhiszga 20% interest and is still subject to the payment !

i i i otiated. HKG was very

of a new royalty which is being neg i |

resistant to the idea that we would eithgi re ?t o

of C & W or even float off a local subsi a:gﬁld o leous

when I told the Governor that the poi§t1025h gt

to BP", and that is that we would re Jknt’_‘.lq:;t e et

control but retain strategic controiion S are co6ld ba/no

prospered. Without this new concesare very dependent upon the

flotation of C & W and even now we PR S

goodwill of HKG in order to help us 2 a time last week

ifficulties. Indeed there W flotation

real local difficulties n have to cancel the

when I thought that we might eve ose difficulties have

but with considerable help from

HKG th
been largely overcome. and we have only

i extiyess i11

§ ssion expires n wal which wi

2. In Bahraxnb?Uftgoggiee T prinClPI: :::t:eneonce again,
now been able local inte s als

z Fey share to ation propos
involve giving a 6g%concern at our P’iv‘ﬁig maintain strategic
the Ruler 8XPresser assurance that we WO
and it was only ou

control that won the day.

/cont.
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C & W acts on a government to dovernment 4,
in over 30 areas and since 1947 has been regardeq Nty basis
of HMG. I believe that after a year or two of e"lﬁerieg a
an independent commercial concern, we will he able tge
place further shares on the market and substantially redy
our holding. To do so at this time would undermins o
commercial basis of the flotation since there would then p
pressure from local commercial interests to take either a“e
increased share or control of the existing Cc g w local
operation. This I know for a fact as I have just fought a
hard battle with the HK Telephone Company who had Plans to
buy up a substantial stake in C & W in order to obtain a
measure of control to improve their own POsition. Davig
Newbigging of Jardines and Sir Sydney Gordon of China Light
& Power are amongst the HK Telephone Company's directors
and it was only when I told them that wWe were retaining
strategic control that they modified their ambitions. We
will still have to face this problem if and when we dispose
of further shares.
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