PRIME MINISTER

MR. ALAN BOND

Following his approach to you at the NSPCC dinner, you
agreed to a short meeting with Mr. Alan Bond about Airship
Industries. The Bond Corporation underwrote a £7 million

—— .

rights issue by Airship Industries in March.

I attach a brief prepared by DTI. It is rather lengthy
but the main points are:

modern materials and technology have made airships

a serious contender once again for certain

o —

specialised transport applications;

the main opportunities at the moment are military;
e e

DTI have already provided Airship Industries with

some £1.25 million; and the MOD just under £100,000;
- : i ——

but the company is still in serious financial
difficully:

as a result, DTI are unlikely to approve their

request for additional support of £2 million.

In their view '"the keys to longer term survival
and development are the attitudes of the Bond
Corporation and the market to the real financing
needs of the company and the validity of its

revenue earning projections'',

Mr. Lamont would like to join the meeting, if you agree,

and I have provisionally arranged for him to do so.
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PRIME MINISTER'S MEETING WITH MR ALAN BOND: 6 JULY 1984

I attach background briefing on Airship Industries Ltd for the
Prime Minister's meeting with Mr AT@n Bond in his capacity as
Chairman of Airship Industries Ltd. The briefing has been
prepared in consultation with the Ministry of Defence and the
Department of Transport.

2 Mr Bond, who has been involved with the company since his Bond
Corporation underwrote a £7 million rights issue in March, can be
expected to urge that further Government financial support be

of fered to the company to help it overcome its current financial
difficulties. Though some £20 million of private sector equity
funding has been raised in the past 3-4 years (in addition to
Government pre-production order assistance of £1.25 million), the
company has consistently under-estimated the time and costs of
translating its activities from a development to a commercial
phase.

3 Whereas initially the company stressed equally civil and
military uses for airships, it now seems that in the short to
medium term (or until a larger version with greater passenger
carrying capacity is available) the greatest potential lies in
military or para-military applications. MOD have confirmed their
own serious interest (and that of the United States Navy and
Coastguard Service) in further evaluation of the capabilities of
airships and acknowledge that Airship Industries have established
a clear world lead in the development of a modern technology
non-rigid airship. In addition to the existing pre-production
order assistance (in respect of which the company sought, and the
Department agreed in April, an extension of the repayment
schedule) Airship Industries has submitted an application for a
second pre-production order for £2 million (+ VAT) for the larger
Skyship 600. When he met the company in June, Mr Lamont warned
that he was pessimistic of the application being successful but
promised that it would be given detailed consideration.




4 The Industrial Development Unit's (IDU) preliminary report
reveals that the company has critical short term financial
difficulties and that on the company's own projections net
additional funds of £20 million will be required over the coming
year to support its operations until sales revenues exceed
operating costs. Further Government assistance could make a
significant contribution but it is doubtful whether, in
isolation, it would ensure even short term survival. Uncertainty
about the validity of the company's forward trading projections
and the credibility it will have in seeking additional funding
from existing or new investors and the banks is so great that the
conclusion drawn in the IDU's preliminary report is that there
can be no further justification for committing further public
funds at this time.

5 In view of his involvement in the company's applications for
DTI financial assistance, Mr Lamont hopes, with the Prime
Minister's agreement, to attend the meeting with Mr Bond.

I should be grateful if you would let his office know whether the
Prime Minister would like him to do so.

6 I am copying this letter and enclosures to Nick Evans (MOD).
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ANDREW LANSLEY
Private Secretary

























S S COMMERCIAL IN CONFIDENCE
~.
; AIRSHIP INDUSTRIES-LIMITED

FINANCIAL POSITION AND PROSPECTS

Airship Industries Limited financial results for the last three years
and projections for the next are as follows:

Actual Forecast
£000 Period to Jan March June
1982 1983 1984 1286

Turnover - Airship Sales
— Airship Leases

- Total

Profit/(Loss) (3.7) .(5.8)

Assets Employed

Financed by
Share Capital 13.9 13,2
Accumulated (Deficit)/Earnings (7.6) (13:48)

Convertible Loans
Other Loans
Bank (Balances)/Borrowings

18.8

The results up to March 1984 reflect four years of investment in research,
development and manufacture of prototype, trial and first off production
skyships amounting in total to almost £20m, against which the only
revenues have been the £0.4m of Lease income reported in 1983/4 and the
sale to the DTI for £1.25m of Skyship 500-02 under a Preproduction Order
(which is due to be repurchased by December 1984). This investment has
been financed by a series of share and loan stock issues, the last in
March 1984, the proceeds of which had largely been used-up by the end

of that month.

The projections from April 1983 assume that with certification of the
Series 500 Skyship in July/August 1984 and the Series 600 in early 1985,
the company will begin to earn substantial revenues from both sales and

long and short leases:
1985 1986 1987

Skyships - Nos L
- Sold in the year a1 2 LS
-~ On Lease for all or part

of the year 19 27

Revenue - £m . 47 .1 99.4




COMMERCIAL IN CONFIDENCE

To achieve this revenue earning capability, the company has to finance
the production and marketing of skyships to the point where revenues
routinely exceed operating costs. The projections suggest that this
will occur in mid-1985, by which time the business will have absorbed
net additional funds of some £20m over those available at 31 March 1984.

The company proposes to raise the additional funding from

- further rights issues in - September 1984
- March 1985

- bank borrowings
It has two major problems in faising this finance

(1) in convincing the market that the business can justify
further funding so soon after the March rights issue
which made no mention of further calls:

(2) in surviving until the proceeds of the proposed September
issue can be collected. Current short term cash forecasts-
show that the company will not be able to meet its outgoings

over the next three months without immediate new finance.
It has three possibilities:

- renegotiation of borrowing limits with its bankers.
The current facilities are for £4m but borrowings
above £1.25m have to be covered 1.5 -times by trade debtors.
The prospects of obtaining a '"bankable" sale or substantial
lease contract in the period, to make use of the additional
facility, are slim:

temporary finance from the Bond Corporation either as

an advance on its share of the September rights issue or as
a down payment on a Skyship which it has suggested it may
purchase in the next year:

a Preproduction Order (PPO) for Skyship 600-01 from DTI.
This would, for the company, have the additional benefit
of "underwriting" the September rights issue with a
declaration of Government support.

It is clear that immediate DTI funding through a PPO would make a major
contribution to the survival of Airship Industries and the future of
airships in the short term. The keys to longer term survival and
development are however the attitudes of the Bond Corporation and the
market to the real financing needs of the company and the validity of
its revenue earning projections. Since neither have yet been tested
and, since, if either fell short of what was required, the company
would not survive, thePr can be no justification for committing public
funds at this time.

J G ALLEN
IDU
R.326-KH/212-0371

3 July 1984




10 DOWNING STREET

From the Private Secretary 28 June 1984

Mr Alan Bond

\

The Prime Minister recently met Mr Alan Bond, who is
(among other things), Chairman of Airship Industries Limited.
Mr Bond asked whether the Prime Minister would be interested
in a brief account of this company's activities, and of the
potential for airship transport in general. The Prime Minister

| has agreed to a short and informal meeting which will take
place on Friday 6 July. .

I should be grateful if you could provide a short
background brief for this occasion, in consultation as
appropriate with the Department of Transport. Could this please
reach me by close of play on Wednesday 4 July?

I am sending a copy of this letter to Andrew Melville
(Department of Transport).

David Barclay

Andrew Lansley Esqg
Department of Trade and Industry




