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Introduction

1. The previous administration decided in 1976 to

under Section 8 of the Industry Act 1972 to %Lscomgarf,}'ig? iziﬁiﬁiaﬁgf
and electrical engineering contractors as a rescue operation., It
did so to safeguard public sector contracts and to protect the
reputation of UK construction firms overseas. Assistance was in the
form of a subscription to 598,166 £1 E preference shares (redeemable
in tranches between 1983 and 1990), and at the same time the
company entered into an agreement with its banks and the Government
which gives us a considerable degree of oversight and control over
its affairs. In return, the Government may be called upon in
certain circumstances to subscribe to further shares until

31 October 1980, when the agreement is due to expire.

2, The company is now trading profitably and began to pay dividends
to its shareholders last year. It is anxious to end the support
arrangements, partly to increase its commercial freedom, and partly
to shed its "lame duck" image. The Chairman therefore made a formal
request to the Government last March that the agreement be ten:inabed
and our shares placed with institutional investors. Consideration
¥as deferred because of the election.

3. DSH is still showing substantial accumulated losseis:o mf?elgtfgm
°f negative reserves on its balance sheet. It wishes 2 JEES
Capital reconstruction to eliminate these, which \«mln:ls andinvoa e
Conversion of the preference shares to ordin?ry sharethe - it
issue. So long as the egreement remains in force, ernmen

Consent to these proposals would be reguired.

8ale of Shares and Termination of the matt to support
administration
% The objectives which led the previot;s now ablzr:o stand on its
the company have been achieved, and it is ived a return on the
‘1’:3 feet, "The Government 2351:1';3:? ,,.‘Iﬁifc sector contracts. mﬁ
€stment t the protec real a S5 cap
aditiop, salllgoggh the sgares is likely to oo
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some £225,000 (the precise
- t values of bom: sale). My mer
sent marked V' the day before t;p;)therg Pl
figure can only be ) consider tha eason

r
Wagg - ™ o -
banking advisers (ngjggﬁ?c;" al]_;gbeuer price 4 %&d ?ﬁrgggliSed
£ et 11:1’1:“-‘52112\11‘3? a few montlt';sf ﬂgcggéuidutgke placzmgrsm that
by postponing 4 be sold end haic fea. ‘f i aataPa cthy Soop
the shares should egotiation of a satl Y Price
asepossible,t}slub;)iqz gg ;?imgtﬁre disclosure of the GOVGI‘nment|é
to minimise the ris:

intentions.

gain at pre

tain either our obligationg
roPriachuiin?ov;r the company's affairsg <
B put it is essentia%jto k?eg ?him
jntains its present linancilal interest,
B toe w0 2 Govigniggtarg?‘x:\z;t, the banks, are W%lling fifoya il
The other pargigs I therefore recommend that, savg n}?r one
to be ?ermir‘éﬁ ea'reement with the company and tl’:ﬁ ﬂa (S lsjhguld be
L i e I%aneously with disposal of the shar is. nder one
timigagi‘dtksxém:greement DSH have undir‘}‘?g?(gn ﬁgrgogpuﬁtgugﬁzram
clau 2 s S w »
or subcgngr‘a‘(;}:z %ﬁepgg%ggisirlznaézg;‘ldance with their ti}x;ms or with
sectog 0 }i,ations of those terms. At least three of those o
agree ‘trirare only due for completion in the next thr;etgon fS,
gggtiﬁgre are claims outstanding on several others. o

5. It would be inapg
ur powers of control an
gfteg disposal of the shares,

propose that this provision of the Agreement should remain in force,

Timing

6. The company had hoped to announce its interim results with the |

other arrangements on 5 July, but was obliged to postggngear‘;zry
announcement perhaps for adfurtilteirht\lvg ggeﬁzintignwggnfidence A
the company, and wou e > L 1
??:]s'pf‘:iatgons withpth)e( Government at a particularly delég(a)trtlea;:me.
if we were able to take a decision on these matters as gt
possible after 19th July. If the preference shares ai’:‘}e1 ot
converted to ordinary, conversion must take place on ziderable
following publication of the interim results, and a Conothly.
amount of preparation will be needed for that to go smofor Y other
that date is missed an easy opportunity will not recur.‘ll_be
eight months and the company's reconstruction plans Wi
similarly delayed.

Sale of Shares to Employees

the
7. I have given exhausive consideration to giving emplg}’i;Z
opportunity to acquire shares, in the light of policy olicated
disposal of public sector assets. The position is compf
because we are the sole holders of this special class O

e
preference which is not listed on the market, and conversion -, ts

omp
due course to ordinary shares is an important part of gﬁ S; of
capital reconstruction proposals. In my view, and in their
the merchant bank advising us, they are not suitable in]_d not 1B
present form for offer to sale to employees, and it Y oh placing
any case be practical to synchronise such an offer lelt 511);01‘5-
of the main block of the shares with institutional inve
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8. One course which would i
acquire shares would be for(’lhm“ésg emplo
redetermined block from the main qo rment to withholq g
these sppse_qnentlx to employees.
on behalf of the Government oy R e
empioy](:fzi:.z.(«i(‘),\»’mqlmAthe history of the com aior pach @ sale to
gale, “"CL."_) dcgognts and interim resylts gtcys El‘fasons for the
of producing a document of this king would not be S8R the cost
This course has however a number of disady DOt be prohibitive,
would be retaining a smallep financial st 1intages.

an uncertain period after th Stake in the
If the market price of the gn:
disposal op;r::tion, the Governme
sms of bad faith or bag financial judger 5
risk that employees would only takg ;gelgggt. bt Te.
the Government with

a residval shar i
the Government would have to se Gholdlng

as the opportunity arose
twelve months. However,

The Government

ed by critici-
r S also the
offer in part, leaving
11 the share; gfx Ens Al

: Che

,nw}}%ﬁh co§ld take a furtﬁeroggg Iggrket

. ! €lther the stake inv >

the Government ;harehoiding) nor the li]{elikllggglg;da(zﬁgrs—AO% %
in til(.e slg{:\re }tvrlcetare sufficiently large for this added iy i
complication Tto put at risk the financial

e viability of the whole

9. There might however be an alternative which would give employees
a very good prospect of acquiring shares while avoiding most of the
difficulties outlined above. The company, as part of a capital
reconstruction scheme prepared simultaneously with their request

to end the support arrangements has a rights issue under consideration,
which would in part be offered to the Department as shareholder and
could in turn be offered to employees. This course of action would
involve placing the Government's entire shareholding "ex rights" with
the institutional investors in the manner recommended by our
merchant bankers, which would however reduce the proceed from the
sale to institutional investors by £35,000. This has a number of
advantages. The documentation supporting the offer to employees
would be similar to that to shareholders. The direct cost to

the Government of making the offer would therefore probably be

lower. The offer would be underwritten and shares not purchased

by employees would not be returned to the Government. It would
therefore allow a clear break to be made.

d of
10. It is uncertain however whether this alternative metho
offering sale of shares to employees can be bmu@tigb°§;tigt§g§
foreseeable future. Recently the company withdrew RE b e

%0 go for a rights issue immediately due to the prese

of the market.

11
There is also an element of risk in the arrangement izh:l:a:ﬂewggmgany
t would be a condition of the placing of thelsha:g:struction o
s$hould announce its intentions about a capita reth subsequent approval
Mights issue, the company's proposals w°u1dlgg:g Tt is
of shareholders after our shares had been p d e.:)ect the proposals,
OVever most unlikely that shareholders woul irin purchasers of
ad the rjisk could be further reduced ?y §§3§u§. 5
€ Government's shares to vote in their
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500 UK emplcyees, and some 500 regular
’

11. DSH has someé 2 e 1 ocal requirements of other countrieg 14. Consistent with oy

A« . . o [5(_3],1(_31,,81
rseas. ; e 1 erseas emplo on balance we should +ape ral polie
employeles gzei'ery e i (f'cr?}’l Ll'\;“@ tl”ami;lgtigie; | which will give c-mp]dO\lrlgki as our f‘ix-sty]io:r,1 these matters 1 think
Willpgz:‘:unity G A Subi‘l.‘l&j};ir a tight l;im(’t“ableo'md Course (A) in para 13 ifhc'fhe ODDOX'tUI).Lt:)' ioo;uapfroach optiong
.8 ¢ R R e e ’ e e 05y S cleariy rchag .
already @ Comgifkcggglzgation, I recommend that the offer pe ' ggz;lr):.jno;lpgile ﬁszany undept?kiln;’hz ‘I"Joo;: “ttr‘acti:e,e ;}:fclr'es,
¢ further airms arent > king Soht :

zgn?‘iglg to UK employees. B 16 thererore seka}‘%S; gut for the fﬁlf;zeiﬁigefwi’"ch e

ation will be needed in allocating the Company and greement + T

; - Y Professiion i
425 ¥The compan&séggzgizgs the opportunity to purchase the exploration this solution oy iin"d"lsers. I

. P ! e in the G € oWever aftep
A e subscribe to the rights issue. The basis to result in the Governmeny 4 8er appears feasable e
retained Shariiogrmgghl‘zug;ciéngth of service, S.Ja,'inr;y,ror to alloy would w_elgomO_ 'thg\ furthep diézrc‘zg;ggtwb‘?tantial expz;s;,s el
I T B aibe tojan. jdeotical minimum amount, shareholding to institutional jnye t © dispose of the complet
each individua is the simplest and the fairest, and I therefore Stors Lo pors % ]
e m?thOdA'lC RN lceetop the shercs ab present, envissged, I therefore invite my colleagye
recommerzldoég- 3 200_shapes—at—a—cost—ofabout£400. ko agitui
if say 2, A\

aoguire—SoHme- e Sl
t al he shares were taken up on this basis, I suggest that (1)
not a ;

th ainder should be made available to employees who have
e rem

uld Proceed to the
shares in excess of their basic entitlement. Any
b9

in Drake ang S disposal

: . ; Possible subject to ¢y ; Cull as soon as
applied for s be taken up by institutional rice; € negotiation of ;
f?nal remaining balance wouldl tl;en e ‘ ghouid ;lzdsihelagreement, subject to (33i ts)zﬁ‘ifactory
investors, or on the open dmatf s L edoca A anhoenihi, sacl wawdk multaneously terminateq, g
of 4o 2nSAogur oL Y = c e o oaulT£SOL 3
N Sheary w e viomis 17 Shamie s o b utnons£ea s e SEPLee patictption, © st
; : ! Sue with the ¢ :
i " hich the consultat : ompany, in
fore three possible ways 1n w S 1on with our professi
2}3. Th::i :;‘th:hgliﬂ:pose of its shareholding; o f a. block of Shal advisers, the sale
overnm :

Course (A) Placing the Government's entire shareholding

i i insti i investors and Ry, '
"ex rights" with lnSt»l?']Elggﬁtiement S Y .(2)f 'I?he Provision in the agreement regarding
offgzmg i G?xxgnrlwn;iliq‘ct;n to employees; this beriormance on public sector contracts in progress
rights issue, erv ’

in August 1976 should remain in force until those

cgntracts are completed and outstanding claims ang
final accounts settled

would reduce the maximum proceeds from the sale
by £35,000. :
nt's share-
B) Placing the bulk of thg Governme g =
v lsxog.ding with institutional investors (90% izy)
offering the remainder, not underwritten,
employees.

The cost of preparing the required PTOSEEZ?;S
would be in the region of £30,000; and wtpane
would also be a possibility that in the Smd gould
up to £100,000 might be lost were Drake oy Aer

to cease to trade profitably - but the &

risk must be much less than this. MH

Course (C) Placing the whole shareholding Wig; emplOyees” 4
institutional investor, with no offeraliseable . Partment of .
This would provide the maximum sum re A Tsham Street
Sw1

from the sale. Ndoy
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