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1 have delayed replying to your letter of 12 February
attaching extracts from the documents of 4 and 18 October 1985
pending the Committee's consideration of those documents.

As I told your office earlier today the Committee this morning
decided to publish the usclassified parts of the memoranda. I
enclose a copy of the press release which was issued this
afternoon. You will see that the Committee also re-published the
summaries which you provided with your letter to me of 4 February.

The Committee have asked me to say that they believe that the
documents speak for themselves, and that they will wish to make
reference to these matters in their Report on their present

inquiry. ’
«4bm4&u123f
/

gt

Robert Rogers
Clerk to the Committee

Sir Brian Hayes KCB ce Sr WN*WIO Vl'vc'uﬁ
Permanent Secretary Sk e Whatweore
Department of Trade & Industry L S& Belaund

1 Victoria Street e

swl ) NGQI i

Danid Wevro

Muurdo Mmaclean



http://www.nationalarchives.gov.uk/legal/copyright.htm

COMMITTEE OFFICE
HOUSE OF COMMONS
LONDON SWIA OAA

DEFENCE COMMITTEE

INFORMATION FOR THE PRESS

At their meeting this morning the Defence Committee decided
to publish the attached memoranda supplied on 12 February by
Sir Brian Hayes, Permanent Secretary at the Department of Trade
and Industry.

These memoranda consist of extensive extracts from the then
Secretary of State for Trade and Industry's minute of 4 October
1985 to the Prime Minister about Westland plc, and from a letter
sent by Mr Brittan's Private Secretary to Mr Heseltine's Private
Secretary on 18 October 1985, reporting a discussion between
Mr Brittan and Sir John Cuckney on 17 October 1985.

A small amount of classified information has been excluded
from this published version.

These documents have been reported to the House.

Also attached are the summaries of these documents, which
were submitted to the Committee by Sir Brian Hayes on 4 February.

19 February 1986
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EXTRACTS FROM A MINUTE DATED 4 OCTOBER 1985 FROM MR LEON

BRITTAN, THEN SECRETARY OF STATE FOR TRADE AND INDUSTRY, - g
PRIME MINISTER E AND INDUSTRY, TO THE

BACKXGROUND

2 Following the Price Waterhouse review of the company's
position, sir John Cuckney put to oy Department and to the
Ministry of Defence proposals for a financial reconstruction
which he pelieved was an essential first step in a strategy for
the company's future viability. The main features of ‘this

package.were:'

(i) New capital to be raised for existing shareholders and
a new large minority shareholder, possibly Sikorsky or
a European comzpany, with whom Westland are in
discussion.

Westland's banks to convert a substantial portion of
overdraft into equity. :

The Government to underwrite 45 sales of the H30-160
helicopter in order to avoid a crippling write=-off of
{nventory against shareholders' funds for the financial
year ending 30 September 1985.
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3 Officials have reviewed these proposals and the underlying

financial position with Westland's staff and advisers. They have

concluded:

i -, : ~ackK ins crovide a rea2sonsdle

- 1°8 Ve e . .
viability in the

hd " L < £ & 3
At tee SEner ayyreme. L i agtion

receivership is likely to be unavoicdadle.

It mizht be pessible to construct an adesuate psacka:ce
on the same btasis as that proposed by the comzany, but
involving a smaller number of wW30-160 sales - pernags
only the 21 aircraft for the Indian 0il and Katural Gas
Corporation (ON3C). This could only be substantiated,
however, by discussion with the ¢ m=pany's bankers.
Annex A gives a summary of the company's financial
position and the impact of a reconstruction package.

4 I do not believe that an underwriting of sales on the scale
proposed by Westland would be justified. However I believe there
may be a case, for the reasons set out bslaw| for underwriting
the sale of 21 hel;copters (e th-*e renain good prospects of
concluding the 1Indian order. If we decided to adopt this
approach, I would envisage asking Westland to negotiate with
their banks and potential partners on the assumption of firm
sales of 21 W30-160s. I would say that if a reconstruction
package could be put together on that basis, and if by the end of
November discussions with the 1Indians were still in the
Government's judgement active though unconcluded, the Government
would be prepared to consider underwriting the sale of the 21
aircraft. However a final decision would only be made at the
time in the light of an up-to-date assesspent of the prospects of
obtaining the ONGC order.
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5 I believe Government participation in a reczonstruction
package should be concitional on the following assurances f{rom
Westland:

thisy wouls =2antinys. tp

that the W30-300 pregramme would continus at least
until th2 MDD's procurement timstable glegnim

1686.

that they would continue to provide scares ans supcort
for the existing MJD helicopter fleet.

that in the event of Goverament underwriting the
company would continue to use its best endeavours to
sell the aircraft.

POSSIBLE BENEFITS OF GOVERNMENT UNDERWRITING

6 I would not argue that supportinz Westland should be a
priority use of resources from a purely industrial point of view.
Although Westland is the only UK helicopter manufacturer it is
not centr-al to the aérospace‘indusiry. Moreover, wnile other UK
campnhiés (notably Rolls Royce) have important business with
westlind. my Department is not aware of any which is financially
dependent on Westland's continued existence.

7 Nor is there a strong argument that the proposed package
will improve the chances of my Department's 1launch aid being
recovered. It would not of itself guarantee continuation of the
W30-300 programme (on which £383 of the agreed £41ma launch aid
has been paid). That would still critically depend, I believe,
on an MOD launch order, If the programme were terminated, even

after a capital reconstruction, it seems unlikely that much of
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the l2unch aid could be resovered without serious financial
darmage to the comzany. The package should secure the continuatior
of the ZH101 progranme, but only £5m of the agreed £60m launch
aic for this project has s> far bteen zaid.

I b2lieve the remaining arguments are:

1)

M{litary: that it is essential to secure support feor

the existing heliccpter fleet and desira:=le to Freserve

an incigenqus source of design, develspment and sugply.
It is of ccurse for Michael Heseltine to aivise on the

streacth of this argunent.

International: that it will be camazing to the UK's
relations with India if, after the diplozatic efforts
of the last year, Westland cannot now conclude the

contract for the ONSC.

Political: that if the Government does not help it will

be blamed for allowing the company to 2o into
receivership.
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FOREIGN OWNERSHIP

g At present the company most likely to be willing to take a
large minority shareholcing appears to be Sikorsky. Ko solution
involvins a Eritish ny is on the cards. west_.2nl are |in
centact with MBB, ~ercs: nd Asusta and I Dbelieve they
should be enco'uraged t> pursue the ?ossibilit_v of » Eurdpszn
solutton. The prospects of a Buropezr soiution beins developed
within the timescalie d5 ndot seel 10 be zood, dut 1 shouoll like te
get a better assessment of those prospects belore responcing
formalily to Westland's progosals. However, 1B B G er!:erg"ed trhat a
solution involving Sikorsky was the only realistic ogtion I ds
not believe we should reject the packaze solely on that groung,
providel we obtained the assurances from the company outlined in
paragrrah 5 above.

FINANCE

10 It is an important feature of the approach I have outlined
that the Government would only agree to underwrite W30-160 sales
if it assessed the prospects of concluding the Indian order as
good - in other words, if the risk of the Government incurring
expenditure as a result of the underwriting was acceptable.

" Nonetheless, I have reluctantly concluded that I could not use
any of my Department's agreed PES allocation to mest any
expenéiture that might result : the industrial argument for
giving Westland further assistance do not justify the use of my
Department's very scarce and indeed decreasing financial resources

RECEIVERSHIP

1 If the Government decided not to participate in a package of
the sort I have discussed, the company would probadbly go into
receivership. It is by no means certain that such an outcooe
would be damaging to essential national interests, or more costly
to the Government than participation in a reconstruction package-
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The difficulty is that receivership would create an uncontrolled
situation whose outcome was unpredictadle.

12 Much would depend on whether a purchaser coﬁld be found for
key pzarts of the business - continuing Lvnx and Sea wins
production. the EH101 progratte and the -rovisizn of stares and
sugport. If so, the Coverpmen:'s essential procurement interests
would be safeguarded. Such an cutceme appears possible in vieu
of the interest British Aerospace hzve expr:s;ed in acquirirng -
certain zarts Sf tne business in the event of recejvership.

13 nowever there would be pctential cests to the Covernmernt.
The Receiver migrt demans Governzent funiing of his operations in
order t> keep the helicopter business g€oing while a purchaser was
sousht There would be indirect costs, for example associated

witn ZCST exposure and redundancies.

And if no purchaser could be found, receivership might result in
the UK's participation in the EH103and production of Lynx and Sea
King being ended and the provision of spares and support for the
current MOD helicopter fleet being jeopardised.

14 I believe it is a fairly fine judgement whether the risks
involved in receivership are worth taking. On balance, I belijeve
it would - be preferable to agree to participate in a

reconstruction package if the conditions I have outlined were
met.

*
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CONCLUSION

9 I recommend that cur initizl responze to Westland s-cul:i se
to urg® them o pursue ciscussions withn ssssisle

S otk |

partners urgently. We shculd decide in the light ©of thaose

discussions whether to incdicate to Westland, on the lines set Ut
in parazraphs 4 and 5 of this =zinute, tre covernment's oSossible
willingness to participate in a rezonstruction rackage. It will,
in any event, be desirable to indicate our bosition to the
company reasonably prozptly - and certainly well in advance of
the Novexber deadline - both so that. the company Knows where it
stancs and to ensure that no question arises of a breach of
Companies Ac; obligations.
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E.’RACTS FROM A LETTER DATED 18 OCTOBER 1985 FROM MR BRITTAN'S
PRIVATE SECRETARY TO MR HESELTINE'S PRIVATE SECRETARY

- * *

3 Sir John also asked vhether the Government would consider
underwriting the Indian order. Mr Brittan replied that he was not
now authorized to make any underwriting offer. Sir John also
asked vhether the Ministry of Defence would now pay Westland the
£6m vhich they owed the company. Mr Brittan replied that that was
a matter for MoD: hovever, he did undertake to pass on to Mr

Besf@=1tine Sir John's concern.

4 Sir John said that he was well aware of the Government's
pe@ference for a European minority shareholder in Westland, and
@l ached weight to that preference. He had now held talks with
MBS , Acsrospeciale and Agusta, invited them all to participate, and
made it clear that Wes:=land would consider any reasonable
proposition. The interest of all three companies was totally

W tive: they were only interested in blocking Sikorsky. All

4h¥ee were also Government owned, loss-making, and suffering from

@ X C@ss capacity. Agusta appeared to be the most positive of the
<+ hvee, and had expresssed interest in the possibility of coming in
wi &h United Technologies - i.e taking some part of a 29.9 per cent
shayeholding with them. But progress was slow and Agusta had
yek to come forward with any definite proposals. To persuade the
banks to convert debt into equity, it would be necessary to produce
as positive and forward looking a prospectus as possible; and to
br LNg about a deal in time, Westland needed a relatively quick

decision. On both these counts, a deal with Sikorsky looked the
bes€et option, if not the only one.

- The Secretary of State noted what Sir John said. He said
<he: a European minority shareholder was in both the commercial and
political interests of the Government. The Government therefore
DisShed to be certain that a deal with Sikorsky was the best, or the
only, option. The idea of Agusta coming in with Sikorsky was
attractive, and he would be grateful if this could be pursued
€urther. Sir John replied that he believed that he had fully
discharged his responsibility to pursue the possibility of a
EuTopean minority sharehclder. He could not press the European
cowpanies farther without importuning. In view of what Mr Brittan
said, however, he would contazt Agusta once more as a matter of

uYgency. But he balisved that the only practicable solution in
the end would be a dezl with Sikorsky.
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MR BRITTAN'S MINUTE OF 4 OCTOBER 1985

Mr Brittan's minute began by setting out the background.
Westland had put to the DTI and MOD the company's proposals
for a financial reconstruction necessary to put Westland on

course to future viability. The main features were:

the raising of new capital from existing
shareholders and from a new outside minority
shareholder, whether Sikorsky or a European

source;

the conversion of bank debt into equity;

iii. Government underwriting of 45 W.30-160 sales.

2. Mr Brittan reported that DTI and MOD officials

considered that such a package would provide a reasonable
prospect of viability; that if nothing were done, Westland
would probably go ihto receivership; and that underwriting
of only 21 helicopters, subject to discussion with the

banks, might provide an adequate reconstruction package.

3% Mr Brittan said he considered underwriting 45 sales
would be unjustified. He considered, however, that the

company might be told that if b§ the end of November
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contract discussions with the Indian Oil and Natural Gas
Corporation for the sale of 21 W.30s were still active,
although not finalised, the Government would at that stage
be prepared to consider underwriting that number of
aircraft. However he thought a decision should be taken at
the time in the light of progress in India. In any event,
the Government should only involve itself in a
reconstruction package if satisfactory assurances were
received from Westland on the continuation of collaborative
and launch-aided projects and of support for West}and

aircraft in service with British forces.

4. Mr Brittan went on to suggest that there were no
industrial policy grounds for giving a high priority to
support of Westland in considering the disposition of
Government financial resources. He noted that the proposed
reconstruction package would not in itself ensure
continuation of the launch-aided W.30-300 programme: the
critical factor here he believed would be a MOD launch

order. On the other hand, the package should ensure the

continuation of the EH10l.

5. Mr Brittan then briefly noted that there were military,

international and political considerations also to be taken

into account.
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6. Turning to the question of an overseas shareholder,

Mr Brittan noted that at that stage Sikorsky appeared

the company most likely to be prepared to come in. There
were no proposals from British companies. Westland were in
contact with MBB, Aerospatiale and Agusta. Mr Brittan
considered Westland should be encouraged to pursue the
possibility of a European solution. Although the prospects
of such a solution in the time available seemed not to be
good, he wanted to have a better assessment of the
possibilities before responding to the proposals from the
company. If, however, it became clear that Sikorsky was the
only practical possibility he did not consider the company's
proposals should be rejected on the sole ground that they
involved an association with Sikorsky, provided the required

assurances were given by the company.

7 i Mr Brittan then argued that if it were eventually
agreed to offer underwriting, any contingent liability to

Government funds should not be met from the DTI's financial

resources which were very scarce and indeed decreasing.

8. Mr Brittan then considered the possible outcome of
Westland going into receivership. He noted that the
position would be uncontrolled and the outcome uncertain. A

buyer might be found for certain parts of the business (for
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example British Aerospace had said they might consider an
acquisition of some elements of Westland after
_receivership). But there could be costs to the Government
via ECGD and redundancy payments; and there would be risks
to existing projects, including collaborative projects.

Mr Brittan concluded that on a balanced judgement, it would
be preferable for the Government to take part in a
reconstruction package, provided the required conditions
were fuifilled, rather than allow Westland to go into

receivership.

9. Mr Brittan then turned to the question of Mr Gandhi's
forthcoming visit to the UK. He noted that the Government
must continue to do all it could to help Westland obtain the
Indian contract. If a reconstruction package were in place
before Mr Gandhi's visit, he could be given firm assurances.
However, recalling his own belief thaé it would be
preferable to delay a response to the company until they had
made more progress in discussions with possible European
partners, Mr Brittan said in that event the Prime Minister
would need to be briefed to answer a number of possible

questions from Mr Gandhi. He suggested officials should put

such briefing in hand.

17
el » 1"

OF TRADE
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10. In a concluding section, Mr Brittan summarised his
recommendations. He recommended that the Government's
initial response to Westland should be to urge the company
to pursue discussions with possible European partners
urgently. In the light of the outcome, the Government
should then decide whether it was willing to participate in
a reconstruction package. He noted that it was desirable to
come to a decision reasonably quickly, and in any event well

before the end of November.

11. Mr Brittan finally said the Prime Minister might wish

to call a meeting, particularly to consider the forthcoming

talks with Mr Gandhi.
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MEETING BETWEEN THE SECRETARY OF STATE FOR TRADE AND
INDUSTRY (MR BRITTAN) AND SIR JOHN CUCKNEY, 17 OCTOBER 1985

It was agreed at a meeting of Ministers on 16 October that
the Secretary of State for Trade and Industry should see Sir
John Cuckney as soon as possible to explain the

Government's position. The meeting took place on 17
October. Attached is a summary of a letter dated 18 October
from Mr Brittan's Private Secretary to Mr Heseltine's
Private Secretary, recording what was said at the meeting.
The summary does not cover certain material in the letter

which is commercially confidential.

Following normal practice with meetings of this kind, the

Private Secretary's record was not put to Sir John Cuckney

for his comment or agreement before it was issued.
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; Aerospatiale and Agusta,
Participate,

Government-owned,.loss-making

Capacity,
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Technologies, but they had not come forward with any
definite proposals. To secure a reconstruction it would be
necessary to produce a positive and forward-looking
prospectus, and to secure a reconstruction in time, Westland
needed a relatively quick decision. On both counts a deal

with Sikorsky looked the best option if not the only one.

Mr Brittan noted what Sir John said. He said that a

European minority shareholder was in both the commercial and
political interests of the Government. The Government
therefore wished to be certain that a deal with Sikorsky wés
the best, or only, option. The idea of Agusta coming in
with Sikorsky was attractive and he would be grateful if
this could be pursued further. Sir John said he believed he
had fully discharged his responsibility to pursue the
possibility of a European minority shareholder, but in view
of what Mr Bfittan had said he would contact Agusta again as
a matter of urgency. However he believed the only
practicable solution in the end would be a deal with

Sikorsky.
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