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As you a r e aware, we f a c e heavy l o s s e s i n R o l l s Royce f o r c u r r e n t 


c o n t r a c t s t a k e n on low exchange r a t e a s s u m p t i o n s . Kenneth K e i t h 


has been an i n d e f a t i g a b l e s a l e s m a n but does not _pretend t o have 


t h e n e c e s s a r y s k i l l s f o r the tough management c o s t - c o n t r o l j o b 


now n e c e s s a r y i f l o s s e s a r e t o be m i n i m i s e d . NEB have been 


s t r a i n i n g a t t h e l e a s h t o put i n a r e p l a c e m e n t f o r Kenneth K e i t h , 


between whom and L e s l i e Murphy r e l a t i o n s a r e bad. 


 do not c o n s i d e r t h a t t h e r i g h t c o u r s e i s t o l e a v e R o l l s Royce 


under t h e c o n t r o l of t h e NEB. I t h i n k t h e p r e s e n t r i f t between 


K e i t h and Murphy i n p a r t r e f l e c t s t h e u n s u i t a b i l i t y of t h e NEB 


f o r t h i s r o l e , and t h a t d i f f i c u l t y  i s l i k e l y t o become g r e a t e r 


a s t h e r o l e o f t h e NEB i n o t h e r a r e a s  i s r e d u c e d . My Department 


has t h e r e f o r e had d i s c u s s i o n s w i t h S i r A r n o l d W e i n s t o c k about 


t h e p o s s i b i l i t y o f GEC t a k i n g a dominant r o l e i n s u p e r v i s i n g 


the management. 


W e i n s t o c k has proposed t h a t GEC s h o u l d buy t h e whole of R o l l s 


Royce but s e l l back t o t h e Government the a e r o - e n g i n e b u s i n e s s 


a s s e t s . He would t h e n have a management c o n t r a c t w i t h t h e 


Government to s u p e r v i s e t h e a e r o - e n g i n e b u s i n e s s w i t h p e n a l t i e s 


and r ewards dependent on perf o r m a n c e . The r e m a i n i n g p a r t s of 


/ R o l l s ... 
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R o l l s Royce - i n d u s t r i a l and marine e n g i n e s and n u c l e a r work 

would be i n t e g r a t e d w i t h GEC's heavy e l e c t r i c a l and power 


e n g i n e e r i n g b u s i n e s s , w i t h the a e r o e n g i n e b u s i n e s s a l s o b e i n g a • 


p a r t of t h i s group. U l t i m a t e l y the s h a r e s of t h i s heavy e l e c t r i c a l / 


gas t u r b i n e / a e r o - e n g i n e b u s i n e s s might be put on t h e market 


as an independent company w i t h GEC s h a r e h o l d e r s b e i n g g i v e n 


p r e f e r a n c e . 


W e i n stock would p r o v i d e a Managing D i r e c t o r f o r t h e a e r o - e n g i n e 


b u s i n e s s (he h a s s u g g e s t e d a man known t o my Department a s an 


a b l e manager), a s w e l l a s of c o u r s e c o n t r o l l i n g t h e e n l a r g e d power 


e n g i n e e r i n g b u s i n e s s . W e instock would be c o n t e n t f o r K e i t h t o 


rema i n a s Chairman i n a n o n - e x e c u t i v e r o l e b o t h a t t h e a e r o - e n g i n e 


b u s i n e s s and i n the p o w e r - e n g i n e e r i n g company, and i n d e e d t o 


j o i n t h e main b o a r d of GEC. T h i s s h o u l d h e l p t o e f f e c t t h e change 


w i t h o u t a maj o r row. 


Ti m i n g would be a problem, b e c a u s e i t w i l l n o t be p o s s i b l e to 


remove R o l l s Royce from t h e NEB w i t h o u t l e g i s l a t i o n . B u t I hope 


i t would be p o s s i b l e t o p e r s u a d e t h e NEB to a c c e p t t h e new GEC 


management w i t h o u t d e l a y i f i t were made c l e a r t h a t R o l l s would 


c e a s e to be an NEB r e s p o n s i b i l i t y a s soon a s l e g i s l a t i o n was 


p a s s e d . 


T h e r e may be s e r i o u s d i f f i c u l t i e s i n what Weinstock p r o p o s e s . 


Most d i f f i c u l t i s l i k e l y t o be t h e n e g o t i a t i o n o f s a t i s f a c t o r y 


terms f o r t h e s a l e o f t h e R o l l s Royce company to GEC and t h e 


bu y i n g back o f t h e a e r o - e n g i n e b u s i n e s s a s s e t s ; we would need t o 


/us e ... 
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u s e an a r b i t r a t o r . F o r t h i s r e a s o n I cannot a t p r e s e n t be s u r e 

t h a t t h e p r o p o s a l s w i l l p r o v e f e a s i b l e . B e f o r e s t a r t i n g on 

t h e work n e c e s s a r y to c l a r i f y t h i s , w h i c h w i l l i n e v i t a b l y i n v o l v e 

i n f o r m i n g S i r Kenneth K e i t h and S i r L e s l i e Murphy of t h e s e 

p l a n s , I s h o u l d be g l a d t o know t h a t you a r e c o n t e n t t o embark 

on t h i s c o u r s e . I n my own view, i t i s t h e b e s t chance we have 

of c h a n g i n g a s i t u a t i o n w h ich c o u l d become an i n t o l e r a b l e f i n a n c i a l 

burden t o u s . I shou l d make c l e a r t h a t t h i s approach w i l l not 

e l i m i n a t e t h e need f o r v e r y l a r g e c a l l s on p u b l i c funds f o r R o l l s 

Royce. Our p r e d e c e s s o r s had committed £192 m i l l i o n a t 1977 p r i c e s 

i n l a u n c h a i d and p r o v i d e d f o r a f u r t h e r £100 m i l l i o n through t h e 

NEB d u r i n g 1979-83, and t h e exchange r a t e a p p r e c i a t i o n means 

t h a t much l a r g e r amounts would be needed to complete t h a t programme. 

However, I have no doubt t h a t t h e t i g h t management f o r w h i c h GEC 

i s known p r o v i d e s t h e b e s t p r o s p e c t of k e e p i n g a p r o p e r g r i p on 

t h i s b u s i n e s s and l i m i t i n g t h e sums r e q u i r e d . 

 am s e n d i n g c o p i e s of t h i s l e t t e r t o t h e C h a n c e l l o r of t h e 


Ex c h e q u e r , t h e S e c r e t a r i e s of S t a t e f o r F o r e i g n and Commonwealth 


A f f a i r s and f o r Defence and t o S i r John Hunt. 


K J 
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