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BRITISH IEYLAND

1. Packground

Following the. Ryder report in 1975, the Government made en
offer for the gqxisting sherss of British Leyland {the cost of the
resulting acquisiticn wae.£46 million) and pubscribed £000 million in
equity capital %o a ‘righte-issus by the company. A1l thess shares
were vested in the National Enterpriss Board to give it a 95 per cent
sharsholding in-British Leyland.

AT -

fhe Ryder Teport recommended,that Britlsh Leyland would meed an

eddittonsl’ £1000°million! {in current pricea) from publie funde betwren
1975 and 1982, . Ioensi of [£100 million (£70 million frem Nationel
Enterprise Board and £30 millicn under Section § of the 1972 Industry

qnt) were authorised by the Government in July 1977. £50 million ot
hig waa released to British Leyland in September, while the remsininz
£50 wee held back — et the.company's reguest - ‘vecause of BL's
failure to meet -ita targeta. i .-

“

f. Zaylemd'g Corporate Plen

The National Enterprize Board published a report on Loyland's
lotest Corporate Plen con April 3rd 1§78, The product end manufac turing
plan for BL cars stressaf the need to provide coverage of the main
aoctions of the car market, but with = emaller nunbser of medels and
cemponenta than those in current use. There are, however, Bome major
changes in detail and emphasia from the Hydsr plan.

a) & Temodelling gnd, re-direction of the model originally

planned '_tu'replac:e the Mini:

c b) =& highar priori;:;f- to be given to improving the Land Hover
snd Fange Rover models and %o incressing capacity for their
produsticns TR L N T

- Ciadtoaen e o ’
o) ah attempt %o provide.sn early updating of existing models
in the ‘medium car renge pending the introduction of a new model

4) reaping the maximuu penefits frem the Jaguar end Rover Saloon
car TENgs; R

-9 a fundementel change of philosophy over menitoring Bl's
perfomance. The NEB eriticige their cwn approach of linking
the provision of cash 1o the company'e meeting its targets;
claim ithas engerslered & gratuticus iamck of coufidence in the
colipeny; snd new support the ‘Edwardes line that a commitment of
e large sum - largely wneonditionally - ip espential now, as ’
part of the "act of -Taith” for which the {hairman has called.

Tha manufecturing plan concedes the nead for seme Bttempt ot
metehing capacity with demsnd. The Torecast for 1978 is B net job
lesa of 10,000 (excluding the effects of the Hpeks closure).

3. Pubure Fimncing‘

Britishleyland haé asked the NEB for £450 million in 1978. Cash
provision it the form of egquity ie sought by the PBritish Leyland
Board in order to restors the atrenglth of their balanse sheat which
curredtly shows an uneatisfactery debbi equity ratio of 75:25



£450 Million squity will produea n rulie of 45:51, Leyland “idsp .-
the need for an eguity baae sufficient to suetuin an Adeguats ),,-1v:1te.
rector borrowing capability.

The' NEB hes mogephted Layland’s raquest for funds and is preparoed
to provide £300 million in 1978 provided its borrowing powera ars
enlarged. - The NEB proposes ihat. the remaining £150 willion shall be
mede availeble under Section 8 of the 197% Tndustry Act, and tha
Government agrees with this. E£275 million of thias money will be
needed to re-finance temporary losns from the private sector. The
remaining ZAQ0 million would bs made available subsequently making
o total of £850 million for the period- covered by the “Jorporate Flaxn
11978-81). The form of additionsl finance will be decided in Novewber
1978 after en updated Corporete Plan and Bulget for 1979 have been
considersd by the NEB and the Government.

e Leyland Board has suggested that in the same peried it
ghould be able ta gensrate frem its own resources & comparabls sun
to that provided by the texpayer {2850 million). In addition it
expects, with its strengthened balance ghast, to be in & poeitien t¢
obtain sxtra finance from the private sector. These suus of money
would bo used %o fimence an investwent programme of some £1300 millicn
and to provide working capital,

4. Puture Ferformance Targets

The NEB accepte the opinion of Michasl Edwerdes, Chairman of
British Leyland that "support now is an sct of faith". It re ommends
that new finence should neot be subject to spscific conditions ahout
improvements in industrial relations and productivity. The Leylanc
Board has strenously argued that longtern investment programues
cennot be turned on and off by reference to day to day industrial
relgtions performance. Instead thers will be a review in November
1978 of the compsny's success or ctherwige in achieving its targets.
In sccepting the NED's recemmendations for future financing Mr 2ric
V’arlex, Szcretary of State for Industry paid:

¥ avents show a seriocus risk that the FPlan's objectives
carnot be achieved, then the Government with the coupany and

the NEB will have to consider the options: end the Government

would have to accept the financial consaquences of any chenge
of plan that it might then agree with the NEB™
_ {Hansard 3Jrd April 15978)

This sounds cmincusly like & recognition that further funds may
he necessary over and above the £350 million that hae already been
requestod by Leyland.’ I+ glso raises the possibility that s number
of major Tinanciel decisions. can. end should be deferred until that
raview, It certainly diminishes the case for giving morsmney now
to the NEB itself.

Conspicuously abssnt from the fJorperate Flan are szbitious
targets on preduction, market share end productivity. Michael Edwardesa
hag indicated that the company is initinlly miming a% a market share
of evound 25-30 per ocent with annual preduction of mround 800,000
cars. Thie compares with the Ryder target of 33 per cent market
ghare mud 1 million cere. The efficiency inprovements are forecan:

%0 camuse the outpub per msn per year to rise by 18.5 per cent from
540 in 1977 to 6.40 in 1978 and in later years to over 5.0. But the
Teyland bosrd accepte thatb:

vgreater improvements than those forecase ara essential if the
conpany iz to be fully compotitive™,



5. The NEB's Stewardship

Meither the NEB nor the Departument of Industry heve ever been
in the hatit of providing adequate informetion abeout Dritish Teylanc.
The latest documenis &re no exception to thie pattern. The statistice
quoted have been very carefully chosed and pregentsd with ne historical
comparisona of performance earliar than 1976,. even though the company
wap in the Govermment's hends well befors that date; No deteile of
targets and cutturne; measures of output for which comparabls
statistiés are probably unebtainable; snd so on.

In an important sense the proposals the Govermrment is now making
to Parlimment reflect not only on the problems, prospects and
financial needs of British Leyland but those of the IZB as well.

The NGB has been in charge of BL's rescue gince (& & latest, 1te
creation. It has feiled, on its own admisgion, : every respect.
The management it appointed has had to be fired, the company 's
srformance has got worse, not better, and & new start is having to
s mads, Furthermore the NEB's failure im, naturally, threstening
to deprive it of money 4t would like %o use for other purpores,
It ie the NEB, not Ieyland which is secking the bulk of the financi=l
assistance Parllement 12 boing asked to grant on Monday. And as usual
Parliament ie being asked to vote vasi swms at 5 days notice on the
basis of grossly inadequate informationm., Tt should be noted that as
for as can be judged the NEB oould advance to British leyland the
2300 million which it and the Government have accepted BL should
have without infringing its financisl limit, 4s ¥r. Varley's satemcnt
made clevar, ("This would take the NEB close to ita present
finenciel limit of £700 million").

G. The Orders

a) in order has been laid before the House raleing the NSbB's
Cfinancial limit from £700 million b0 £1,000 million. This increas.

o mi a ie legs then the £850 million total of MEP funding &.

has asked for. However, if the NEB has scme £300mgf spare resourcss

now, & further increase of £300 million would assurs it some 2600

million out of the £850mrequirsd.

)  An order for affirmative resolubion under Seotion § of the
Induatg Jct 1312 to provide the remaining iS50 million required by
yland id .

7. The Optigna

a) Approve both ordera . This might win scme votes in marginal
seats in the Nidlands. =fqually it might lose some among non car
worksr voters in these seats who are far from happy =t heavy subsilicsr
being continually paid out to B _company whoss previous performance
had Leen so disaptrously bed. It woulcg be difficult to reconcils
unqualified support for the orders with owr stance as guardian of

the taxpayera' interesis.

b)  Approve the Tndustry Act order, bubt oppoge the extended WEB
1limite. Wois would an,aE%a We to comblne becking Michael Lawardes %
BT with the exercise of & conpiderable degree of resbtraint on tawp.: .
money and g picture which symbolises a fough but roaaonable attitnee
o the NEB in the light of its past feilures. It might make us much
less vilnerable to Iebour criticism. Mr. Varley's written answer




makes it clear that the NEB does not need an increase in its
financisl 1limit in order to provide Leyland with the £300 million.
Therefore the order 1s in eifect providing the NEB with more money
not because it is esseptlal Lf British Leyland 1s to get the

2300 million it wants, but rather to preserve the NEB's capacity to
continue its other ectivities. No doubt the NEB will say that
without this increase their non Leyland activities would have to
be severely cut back. But 1s'ls after &ll Farty policy that this
should happen. The NEB should be able to provide at lsast part
of the money by selling off some of its aseets, OQur lins could be
"Yes to a sucecessful and competitive Leyland, No to Bempery".

They might 2180 be able to borrow against thelr portfolico of
companies and increase thelr resources that wayt We would need
an effective presentation of our case te make 1t ¢lear that our
target 15 the NEB as much as British Layland, and that Monday's
voter ara about the NEB rather than British Leyland.

{e¢) Approve the MEB order byt _oppose the Industry Aot order.
There would be ttle reason. for qcing this.

(d) Vote against both orders. This would be a posture consistent
with our previous warnlngs sbout the likely fallure of the Ryder
plan and would reflect our deepscated antipathy to throwing good
money arter bad,  But it would give Labour a further propaganda
stick with which to beat ue and would not be uniformly popular

in the Party.

(e) Abstain on both orders. Thia would enable us to express
strongly our concern at the large amounts of taxpayers' money
involved without giving the Labour Party a stick to beat us wilth
in the ‘motor' seass. '

In this context we should not forget the significance of the
autumn review of British Leyland's revised corporate plan and
business plan for 1979. It ia for consideration whether we might
not argue that it is-only appropriate to conalder the NEB's case
Tor further funding for onward transmission to British Leyland -
if ever ~ after that review, in the light of the consideration of
the proposals for fizing British Leyland's "financial duty" which
Mr. Varley has already sald will be for decision at that time. Why
should one vote such large sums for NEB/Britlsh Leyland before one
even knows the return that will be sarned on them? The E has only
stated that a refurn of no higher than 10 per cent by L would be
realistic.

8. Political Points

Long after the arguments in the debate have been forgotten,
a gimple Impresslon of cur votes will be remembered. The Labour
Farty will see to that, We need, thergfore, duripg the debate
and more important, after it, to articulate strongly our position
and its justification, GSome of the points we coutd usefully make
are! . .

( ) - We want to see a successful and profitable Britlsh motor
car industry. Michael Edwardes has a proven rescord as a successful
manager and he should be given the chance to succeed.

-

This 1z a highly' technical issue which is stild being investigated.



{2) We welcoms the recent improvement in performance by
Leyland. But two months' figures and = couple of good speeches
by the Chairman do not make a summer. Leyland's performance
over the last few years has been dieastrous. We still nced more
solld evidence of progress befors caps can be thrown in the alr
and targe sums used. Hence we might be right to wait till the
Autumn review before passing Judgement. In the meantime the NEB
can provide what money 1s required without recourse to Parliament.

(2) Britain has backed and iz backing Leyland. But Leyland
must now back Britain in every area:! better management, a
sustained increase In market share, production and productivity and,
last but certainly not least, fewer strikes.

(4)  Although eventually Leyland is supposed to gererate
internally sums matching those provided by the taxpayer, none of
the £450 million needed for 1878 is to be provided either by the
NEB or by Leyland fraom their own rescurces. Why should not the
NEB s2ll off some of its assets Lo provide at least part of the
money - or Leyland toc = for example 1ts special products and
truck divisions? Even if the latter were sold for nothing the
taxpayer would be saved the expense of satlisfying the finaneial
neede oI these profitable divislons of the company. The task of
ralsing this money would be transferrsd to the private secter,

{5) What will the Government do if things go wrong? The
criterla for fallure in any case are far from clear. What
guarantee has the taxpayer that Leyland will not be back, cap in
hand, for more money in two years'! time? It has always been a
critical weakness of the Government's position that it has no
clear idea of when the taxpayers' liability would end: that the
NEB 1s equally deficient; that no clear criteria of success or
Tailure are ast, let alone adhered to. While Michael Edwanrdes
may dislike the publicity which the linkage of cash assiatance to
performance caused in the past, the company has the rememdy
to that preblem In its own hands - Improve performance.
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