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Oral evidence

Taken before the Trade and Industry Committee

on Tuesday 27 March 2007

Members present:

Peter LuV, in the Chair

Roger Berry Miss Julie Kirkbride
Mr Brian Binley Rob Marris
Mr Peter Bone Mr Mike Weir
Mr Michael Clapham Mr Anthony Wright
Mr Lindsay Hoyle

Witness:Mr Iain Gray,Managing Director, Airbus UK, gave evidence.

Q1 Chairman: Mr Gray, I normally begin by
welcoming witnesses and asking them to introduce
themselves, but as you are on your own, I think I
can say you are the Managing Director of Airbus
UK. Thank you very much indeed for coming in
today. Thank you also for the written evidence that
you provided to the Committee as well which we
found extremely helpful. Can I begin by asking you
a general question about Airbus and its
performance. Last year I know you delivered more
planes than Boeing, but you fell behind them in
terms of orders for the first time since I think 2000
and, of course, your financial situation is hardly
rosy, you have had huge losses. What are the
prospects? Have Boeing overtaken you for good
and are you now doomed to second place, and,
indeed, how viable is the company?
Mr Gray: Thank you, Chairman, for giving me the
opportunity to say a few words. I will respond to
that particular question about the market. I think
it is important to recognise that the aerospace
business is a long-term business. Airbus has been
remarkably successful in recent years, certainly
during the late 1990s it did overtake Boeing in
terms of market share, although very publicly our
aspiration is always to be falling somewhere
between 40–60% of the market and, indeed, last
year whilst we did fall behind Boeing in terms of
absolute percentage market share, we did have the
best year ever in terms of deliveries. We delivered
some 434 aircraft and I would envisage this year
that number of deliveries will increase again. We
had our second best year ever in terms of sales
orders. I think the prospects of Airbus moving
forward are very good, but we are at a crossroads
and it is because we are at those crossroads looking
at the next generation of products and the next
generation of technology that we have seen some
of the issues come to light, particularly issues with
regard to investment in new technologies.

Q2 Chairman: The answer to my question is that
Boeing has not overtaken you for good, you expect
to oscillate the position for the foreseeable future.

Q3 Mr Gray: I would anticipate a long-term
market where Airbus competes to get somewhere
between 40–60% of the market. It is up to us, it is
in our hands now to shape our role in that market
and particularly that will come through the new
products and the investment in the new
technologies.

Q4 Chairman: The questions we are going to ask
you today, of course, will be about your company
but that is to form our view of what the
Government should do in the aerospace sector in
general, in relation to Airbus in particular, of
course. We do have to ask you questions about
your company to form that view. Are you confident
that your company will recover from the financial
situation that it is currently in?
Mr Gray: I am confident that, as a company, we
are taking the right action. We are at a crossroads,
we are putting in place our own internal change
programme. I do recognise that this is a business
that does need to work with its supply chain, it
needs to work in partnership with governments and
it needs to work in partnership with academia. We
are at a crossroads in terms of how we move that
business forward, but I am confident that with the
right levels of investment, the right commitments
from the company, from Government and the
supply chain, Airbus has a rosy future and can
secure its share of what is a 22,000 aircraft market
over the next 20 years.

Q5 Mr Hoyle: What worries me is that you have
got a rosy future but you keep saying that you are
at a crossroads. Does it mean that the company has
got a rosy future and what does the crossroads hold
for the UK? You keep making the point “We are
at a crossroads”, does that mean you are going to
take the wrong turn or the right turn?
Mr Gray: It means as a company we know what we
need to do. The company has announced in recent
weeks its own competitiveness programme, a
programme called Power8, it is a programme built
around a number of diVerent themes, one is about
getting costs down, making sure we are competitive.
Remember this is a business whereAirbus essentially
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sells its products into the marketplace in dollars and
yet it manufactures a significant amount of its goods
inside Europe in euros or pounds, so there is an
inherent issue that the business is facing. The
competitiveness programme is looking at how we
drive cost out of the business, it is looking how we
focus on core, howwe spread risk out into the supply
chain. The other thing, and the reason I have used
the word “crossroads”, is that Airbus has built a
family of products which have been very successful
in the marketplace, but we are now looking at the
technologies and the technology investment needed
for the next generation of products and it is securing
that technology investment which I believe is so
important to us.
Chairman: Thank you very much. We will look at
some of the aspects of Power8 now.

Q6Mr Bone:You were talking about 40–60% of the
market, could you define what the market is?
Mr Gray: The market in terms of large civil
aeroplanes is defined as large commercial aeroplanes
greater than 100 seats and the percentage market
share is generally talked about in terms of
percentage of the market by the number of orders or
deliveries.

Q7 Mr Bone: It is large commercial airlines. When
you said themarket, I thought it was general airlines,
obviously you have got smaller suppliers coming in
and your actual share would be greater than Boeing
but, it is large.
Mr Gray: In broad terms it is a large commercial
aircraft.

Q8 Mr Bone: You talked about the Power8, what I
guess is a restructuring programme, and also the
announcement of the A350 XWB and the fact that
the UK is going to get 20% of that work and it
always seems to be 20%. First of all, I would like to
know what XWB stands for, but perhaps more
importantly, how do you measure that 20% share?
Mr Gray: The A350 is a very important programme
for us, it is a mid to long range programme. XWB
stands for extra wide body which is a product
diVerentiator in the marketplace, it is a wider
fuselage section than our competitor aeroplane. In
terms of the 20%, to be clear, over the last 20 to 30
years the UKhas had the responsibility of the design
and manufacture of wings, it has been responsible
for the integration of landing gear and fuel systems
and 20% has nominally been the percentage share of
the aeroplane which relates to the wing. The precise
definition that we have used in all our work
allocation decisions is 20% is the amount of
recurring production work under the management
control of the UK entity.

Q9Mr Bone: Is that 20% of the value of the aircraft
or is it 20% of the jobs created?
Mr Gray: It is notionally 20% of the recurring value
of the aeroplane.

Q10 Mr Bone: Does that 20% include outsourced
work?

Mr Gray: It does. If you look at the aerospace
business in overall terms, it is a global business, there
is a significant amount of work that is outsourced.
DiVerent parts of the business historically have
outsourced diVerent percentages. It is interesting if
you compare, for example, our competitor who
made a decision to completely outsource the
complete wing of the 787 aeroplane, they put the 787
wing into Japan. In terms of the Airbus aeroplane,
the real commitment to wings is here in the UK and
traditionally we have outsourced some 50–60% of
our work into the supply chain. In fact, in theUKon
the A380 programme there are some 400 suppliers
involved in the A380 programme. What we are
looking to do as we move forward is to move into
more of a risk sharing partnership approach as well
as outsourcing work, it is not just outsourcing, it is
sharing the risks and the benefits with some key top
tier suppliers.
Mr Bone: I probably should have declared an
interest at the beginning. I would like to declare an
interest as recorded in the Register of Members’
Interests.

Q11Mr Clapham:Whilst we are looking at the issue
of the Power 8 decision, you will recall that prior to
the announcement being made there was some
speculation that the wing equipping work would
come to the UK and in the end it went to Bremen.
Could you tell us a little about the case that was
made for that work to come to the UK and, in that
event, what was the economic rationale for it to go
to Bremen?
Mr Gray: The terminology “wing equipping” refers
to the final stages of getting the wing ready to be fit
for purpose on the aeroplane, it is the final fitting out
of what we call the flaps and the slats, some of the
final stages of the internal fuel systems equipping.
Some of that equipping does already happen in the
UKon all programmes—things like the electrics, the
electric wiring and some of the hydraulics—that
wing equipping does take place in the UK and will
continue to take place in the UK. There are other
aspects of the wing equipping, fitting of the moving
surfaces, the slats and the flaps, where for the A320
programme, the A400M programme and the A380
programme that work already happens in the UK
and will remain in the UK. The big debate was for
the A350 XWB, the wide body programme, where
the current long range wing equipping happens in
Bremen and there was a study that was done
to examine whether it was beneficial to transfer
that work from Bremen to Broughton. It was
speculation, the decision has been taken that for the
long range family of programmes, that is for the
A350 XWB, the wide body, that work will remain in
Bremen, it is not being transferred to the UK. I
would reinforce that is a specific decision related to
that family of programmes. Wing equipping for
single aisle A380 and A400M very much happens
here in the UK and will continue to take place here
in the UK.
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Q12 Mr Clapham: The current package of wing
equipping in the UK you would say is done
economically and the future is that it is likely to
remain in the UK?
Mr Gray: I think the fundamental decision that has
been taken in recent weeks, and I suggest was
probably a decision which led to the kind of
questions that were being raised when this subject
was first opened by you, was whether the wing centre
of excellencewould remain here in theUKat all. The
really good news for us here in theUK is that Airbus
has made its commitment to keep the wing centre of
excellence here in the UK, it has done that for
existing programmes and it has now made a very
clear statement that for the A350 extra wide body,
the wing centre of excellence will be managed from
the UK and the wing assembly will happen at
Broughton. The specific issue of wing equipping was
a very specific issue and it is economically neutral
from an Airbus point of view.

Q13MrHoyle:Howmuch of that is derived because
of Launch Aid which has helped the decision to be
made to stay in the UK?
Mr Gray: I think the whole issue of the UK is one
that is related to competence and skills, it is issues
related to competitiveness of our own internal
factories and workforce, it is also very much a view
on the partnership that exists between Government
and Airbus. In terms of the precise funding
arrangements—
Chairman:We will come to that in more detail later.

Q14Mr Clapham: Could I go back to the A350, is it
true to say that the package of work that theUK has
won in relation to this aircraft is the same as is
undertaken for other Airbus products or is there
some diVerence?
Mr Gray: The overall concept of responsibility, that
is wing leadership, landing gear integration and fuel
systems integration is a concept that applies across
all of the Airbus products and it was vitally
important for the A350 extra wide body that we
secured that leadership here in the UK, that is a big
victory for all of us, a massive success for us here in
the UK. I think the very specific questions which
have been asked beneath that relate to some of the
detailed manufacture of wing skins and wing spars
where the A350 programme is the very first Airbus
commercial aeroplane which will be made out of
carbon fibre composite material. Where there has
been some very significant debate, it is related to the
investment in new carbon fibre composite facilities
and in that respect the major carbon fibre composite
centres of excellence inside Airbus sit outside of the
UK.

Q15 Mr Clapham: Given that there is a move to
outsourcing, are we likely to see that A350 package
perhaps contain more outsourcing than has
previously been undertaken?
Mr Gray: From an Airbus point of view the
corporate policy for A350 has been tomove to a 50%
outsource, 50% make policy. From an Airbus UK
point of view, in actual fact we are used to working

and operating at those levels of outsourcing on
previous programmes. The specific work package
which has been promised to the UK from an A350
wing point of view is that overall wing assembly will
happen here, it will happen at our Broughton
facility. The design and manufacture of the trailing
edge assembly will happen in the UK, it will happen
at the Filton facility and there is a commitment to
look for a partnership arrangement for the design
and manufacture of the composite front and rear
spars here in the UK and that is a very important
commitment from a UK point of view from Airbus.
Chairman: Roger Berry would like to ask you
about Filton.

Q16 Roger Berry: I am sure that will not come as a
surprise as the MP for Kingswood. Can I pick up in
a sense where my colleague left oV. A basic question
in relation to a recent announcement about Filton is
why was it chosen as one of the plants for which
Airbus was seeking an industrial partner? I think
you have just alluded to that but I would like to hear
a bit more about that, not least because of the
uncertainty that creates in people’s minds about
what exactly this business involves.
Mr Gray: There is no doubt there has been some
uncertainty and it is a great credit to our employees
and the trade unions that we have had a clear mind
in terms of howwe have approached this new way of
thinking. From a Filton point of view, Filton has
been responsible in recent years for all of the design
work on theAirbuswings, it has been responsible for
leading the design and procurement integration on
landing gear and fuel systems and those activities are
viewed very much as being core and central to
Airbus and will remain very much part of Airbus’
commitment to the Filton site. The issue that I
believe you allude to is more related to the
manufacturing activity that will happen on the
Filton site. The issue that Airbus has—and I think
the financial issues have been well documented in
recent times—is that Airbus could no longer aVord
in its own right to invest in the new carbon fibre
composite facilities that were necessary to move
Filton from a metal manufacturing facility to a
carbon fibre composite manufacturing facility. The
commitment that Airbus has made, and the
commitment it has made after strong representation
from government and from employee
representatives, is a commitment to find an
alternative solution to securing that investment at
the Filton site and that is through seeking to work
with a risk sharing partner who can share in the
investment, who canmake the investment in the new
carbon fibre composite facilities and that will move
Filton into new technologies in a manufacturing
sense.

Q17 Roger Berry: In your supplementary
submission to the Committee you made the
comment that it is too early in the planning cycle to
provide any more detail or any indications of who is
seeking to do this. Since this has been written, is
there any more you can say? There must be potential
industrial partners out there that you have in mind.
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Mr Gray: There is not an awful lot more I can say.
We have started a consultation process with the
employees and we are about halfway through that
consultation process. I think what I can say is that
there is a very, very clear view that the industrial
criteria would play a very, very strong part in terms
of the selection of any risk sharing partner. This is
looking at how we can secure a sustainable
manufacturing commitment to carbon fibre
composites within the UK and at our Filton site in
particular.

Q18 Roger Berry: Forgive me for pressing it a little
bit. A decision clearly has been made that the road
you want to go down is the time taken in order to
share the capital costs and the risk and that is based
on the fact that you know there are potential
partners out there, such that having a partnership is
better than trying to go it alone. Is it for commercial
reasons at this stage that you cannot say who these
partners might be or is it that you do not know?
Mr Gray: I would say again, there are two aspects.
We have entered into a consultation process with
our employee representatives and we are about
halfway through that consultation process and
they themselves will help to shape our thinking in
what is a good and sustainable solution looking
forward. The second aspect is quite clearly there
will be commercial confidentialities surrounding
discussions when they start. At this particular time
we are at the very early stages of that process.

Q19 Roger Berry: Do I take it from your answer to
the previous question that the future of the
development of the composite technology at Filton
and indeed the future at Filton, is dependent on
Airbus finding this industrial partner?
Mr Gray: I think in a very simplistic way the answer
has got to be yes, it is dependent on finding an
appropriate risk sharing partner. I would go beyond
that and say that I believe the future of the UK
depends not just on that, but depends on securing
the right levels of technology investment so that we
can look beyond this next product, but we can look
into the next programme beyond that and the next
programme beyond that. The future of the Filton
site—the future of Airbus in the UK—depends
crucially in the short-term on these risk sharing
partners, it depends very much in terms of long-term
decisions as regards technology investment and
what Airbus is committed to doing is finding a long-
term sustainable solution that secures wing
leadership here in the UK.

Q20 Roger Berry: Is there a plan B if you do not find
an industrial partner?
Mr Gray: There is a very, very clear intent to secure
an industrial partner. I believe there will be a strong
level of interest. I believe the UK is an attractive
place. I believe Filton oVers very, very significant
strategic advantages so I do not envisage any
problems in that respect.

Q21 Roger Berry: Can I ask you about BAE
Systems’ sale of their 20% share of Airbus. Do you
think BAE Systems sold out on the future of UK
civil aerospace?
Mr Gray: BAE Systems had a strategy which was
progressively to move out of civil aerospace. I think
we should not underestimate the role, however, that
BAE Systems did play in the formation of Airbus as
a single company. They played a strong role in
securing the launch of earlier programmes. They
were an arm’s length shareholder. Over the last five
years we have seen significant investments coming
into Filton and Broughton through EADS’s
commitment to Airbus. I believe that the
commitment from EADS into the UK has been
reaYrmed in recent weeks through the Power8
announcement. I think it probably led to a period of
uncertainty amongst our employees, but I am
convinced that with the right levels of partnership
between Airbus, the supply chain, academia and
government, with the right levels of investment in
technology moving forward, then in the long-term
Airbus can prosper very, very significantly in theUK
without BAE Systems.

Q22 Roger Berry: And can prosper as well, and the
sale of that 20% in your view does not damage UK
interests now?
Mr Gray: That is my belief.
Chairman:Before I bring inMrHoyle can I push you
one more time on this question of partners. Jane
Austen writes a lot about young women desperate to
find partners and they are very confident that they
will find one. Some of them do and some of them do
not, and their whole future happiness depends on
finding partners and they are all confident that they
will find the right one. Your future happiness at
Filton depends on finding this partner and you have
expressed confidence and I know you cannot give us
the names, but we know who they are and there are
not very many out there. Are you rather looking for
a shotgun wedding, or forcing them to get married
to you whether they want to or not?
Rob Marris: Jane Austen never had a shotgun
wedding.

Q23 Mr Hoyle: That is a diVerent novel!
Mr Gray: She was fairly local to the Bristol regions
so she perhaps knows the attractiveness of the area.
In terms of commitment to Filton, I did say earlier
there is an absolute recognition that from a design
point of view, an engineering point of view, the work
and activities that happen at Filton are core and
central to Airbus. What we are talking about is a
partner to invest in new composite manufacturing
facilities. I believe it is an attractive proposition and
there is interest in doing it. The interest from my
perspective has been looked at in terms of a long-
term sustainable industrial perspective and I think
that is a very healthy sign for us moving forward.
The kind of things that will make it even more
attractive to anybody who wants to be involved is a
recognition that there is support from around UK
plc in terms of the investment in the new
technologies moving forward as well so that this
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decision is not just about the next programme, but it
is about long-term sustainable manufacturing
moving forward.

Q24 Chairman:We can book the church and invite
the guests then, can we! You are confident?
Mr Gray: I am confident.

Q25 Mr Hoyle: Just to push you a little bit further
on that question, you seem to be answering very
well, there would be a suggestion that we could end
up with two companies producing composite
technology unless BAE is one of your partners.
Mr Gray: BAE Systems are a supplier to Airbus, I
think it would probably be recognised in your own
particular constituency that BAE Systems already
have quite a significant composite capability
themselves, albeit on defence programmes, smaller
component parts. There is very significant
composite capability in my view in the UK and it is
good to have competitors. I think the most
important thing for us on the Airbus A350
announcement is that there is a recognition from
Airbus of the importance of investing in composite
manufacturing facilities, that is something that
might not have happened. It is something that we
have secured with everybody’s help, we have
particularly appreciated the support from people
around this table in helping to secure that decision.
It might not have happened, it is a victory, it is
something that we have collectively secured for
UK plc.

Q26MrHoyle:Do you think the board would allow
a partnership with BAE in composite technology?
Mr Gray: I would not envisage that being an
outcome. I do acknowledge that BAE Systems are a
supplier to Airbus and they do have some composite
capability.

Q27 Mr Hoyle: If they come as a partnership they
are ruled out.
Mr Gray: I cannot answer further on that.

Q28 Mr Hoyle: I think we have got the answer. I
think there is more in the answer with what is not
said than what has been said. I think a lot of us who
are interested in aerospace feel it was very short-
sighted of BAE to cash in the chips, the 20% stake,
because it is usually feast or famine, when you are
doing well on civil, you are usually doing bad on
military and there was a cross-over of work which
took place in the past. Do you think that is a letdown
for the UK?
Mr Gray: I think what is important for the UK is
that we see a continued commitment to civil
aerospace, large commercial aeroplanes, ownership
is less the issue. The key thing is there is a
commitment from the UK to be part of the large
commercial aerospace landscape and the statements
EADS and Airbus have made in recent weeks allow
that to happen.

Q29 Mr Hoyle: It would not allow for technology
transfer between the two companies which have now
become rivals?
Mr Gray: I cannot comment on those particular
relationships.

Q30 Mr Binley: I want to probe you on the Power 8
Programme. As a businessman, if I looked at that
Power8 Programme, which talks as it does about
smart buying, lean manufacturing, reducing
overheads, streamlining, I would see a sizeably
ineYcient company that needed to catch up with the
modern age very, very quickly. Can I ask how
ineYcient you were as a company and whether that
ineYciency was spread throughout the organisation
or was it specific to certain parts of it?
Mr Gray: I think you suggest quite rightly that
Airbus needs to respond to the pressures of the
marketplace. Inevitably, we have been on a journey.
This company, Airbus, is a relatively new company.
AlthoughAirbus as a product has been around some
30 years, Airbus as a single company has only been
around some five to six years, and a key priority in
those first five to six years has been the integration of
the business. In terms of lean, I think there are some
real benchmark examples of lean manufacturing
through the Airbus system. What Power8 will do is
use best practice from around the system and share
that around other parts of the Airbus system. Like
all big corporations, there are certain parts of the
business that are benchmarked and there are other
parts that do need to catch up. In a truly integrated
business one of the key things we have identified
is sharing of that best practice is absolutely
paramount. In terms of UK performance, I think we
should acknowledge an absolutely excellent job
from our employees and from our supply chain in
terms of the contributions we have made—the A380
wing being a prime example—superb engineering,
manufacturing eVorts from everybody. I think you
are meeting with SBAC later this morning and they
may talk about their Supply Chain EVectiveness
Programme. I think the UK has a superb
opportunity to start shaping how other parts of
Airbus may work moving forward in respect of lean.
On the other hand, there are other parts of Airbus
that can probably bring some best practice into the
UK as well. Sharing practice around the Airbus
system to get a truly integrated business is of
paramount importance.

Q31Mr Binley: I am grateful for that because it was
not an easy question for you to answer. Can I ask
about the job reductions, and can I ask how you
determine where to cut the 1,600 jobs agreed under
the Power8 package of reforms in the UK?
Mr Gray: Again, coming back to the previous
question about beingmore eVective, beingmore cost
eVective, I believe there is a reasonably equitable
split of those jobs. In fact, what Airbus has
announced is 10,000 jobs over the next four years.
Those jobs are predominantly looking at support
functions in overheads, they are not blue-collar jobs.
The 10,000 number has been spread roughly 50%
permanent, 50% sub-contract staV. Theway that has
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split out has to be precisely defined but, from a UK
point of view, we have envisaged 1,600 jobs will be
lost in the UK. Again, we envisage the same kinds of
ratios: about half of those will be achieved through
our sub-contract workforce, the other half will be
achieved through hopefully voluntary means. The
precise split of that number has still to be defined,
but it will be equitable across the whole of the
Airbus business.

Q32 Mr Binley: You have got about 135,000 jobs
dependent on Airbus in the UK, does that mean you
are only looking to impact upon a very, very small
number of those jobs? If that is the case, how can you
achieve, quite frankly, your Power8 Programme?
Mr Gray: In terms of job numbers, just to be clear,
Airbus UK has around about 13,000 people,
including permanent staV and temporary sub-
contract labour. That 13,000 generates, as you have
said, 135,000 jobs, direct, indirect and induced. In
terms of competitiveness, then clearly the supply
chain itself will have its own competitiveness
programme. In terms of the outsourcing policy of
Airbus, which is to put more work outside into the
supply chain, I see no reason at all why a competitive
UK supply chain should not be winning more work
from other parts of the Airbus system and not
necessarily just restricted to work coming from
Airbus UK. In terms of the overheads reduction
itself, the 1,600 jobs, as I said, those are support jobs,
they are not blue-collar jobs and that is our own
contribution to our own eVectiveness programmes,
the supply chain will be looking at their own
competitiveness.

Q33 Mr Binley: You would probably expect to see
around 130,000 jobs still dependent upon Airbus in
the UK?
Mr Gray: I would, yes.

Q34MrBinley:Can I nowgo on tomy final question
and it is about the four new centres of excellence. I
would like to understand a little more about how
they might operate, and what they mean for jobs in
the longer term in the UK, because I get the feel of
a management and overseeing role rather than a
specifically doing role. I get the feel that you might
become more enabling than doing. Is that an
unfair view?
Mr Gray:Yes, it is a very unfair view. The important
thing to acknowledge is that Airbus has pioneered a
centre of excellence approach over many, many
years, and the Wing Centre of Excellence has been
here in the UK. As I said earlier, we have secured
that Wing Centre of Excellence and it will continue
to remain here in the UK. What has happened,
however, is that the previous model which Airbus
adopted had about eight diVerent centres of
excellence, and although they were not specifically
designed to be national centres of excellence, that is
probably how they operated. The centres of
excellence were not as eYcient in terms of operating
across national boundaries. What we are moving
towards is a truly integrated business, and the Wing
Centre of Excellence has extended its boundaries to

include the management control parts of the wing
which happen elsewhere in the Airbus system. There
is no inference at all that it is moving to more of a
management role, it is a reinforcement of an overall
wing leadership position in the Airbus system. The
core parts of the Wing Centre of Excellence which
happen here in the UK will very much remain here
in the UK providing we remain committed to being
eVective and providing we remain committed to
securing the appropriate technologies as we move
forward.

Q35Chairman:Canwe nowmove to some questions
about the role of Government with regards to
Airbus. I would like to start with a general question
about the undertakings which were negotiated with
EADS and theGovernment after BAE sold its stake.
We know they are commercially confidential details
and we understand that. The spirit of them was that
decisions about future work-sharing and so on,
would be taken on strictly economic commercial
grounds, not on political grounds, that was their
central theme, as I understand it.
Mr Gray: There is commercial confidentiality
surrounding those issues. What did happen in the
middle of last year—and again I would not belittle it,
it was a very significant step taken by EADS. EADS
committed the UK Government to the transfer of
the undertakings with respect to the centre of
excellence for wings being here in theUKon existing
programmes. That was a very significant statement
and that was an area of some concern here in theUK
at the time of the announcement of BAE’s sale of its
share in Airbus. Around about the middle of last
year EADS committed to the transfer of those
undertakings.

Q36 Chairman:We are here today and are relatively
optimistic about what we thought might have been
the case some months ago, as long as you find that
partner at Filton, it is really quite a new story for
the aerospace position in the UK and for Airbus
in particular, but how have we got here? Have
those undertakings been undermined by the UK
Government, rightly or wrongly, using political
pressure to help secure this outcome? There was a lot
of speculation, for example, about threats to
withdraw military contracts from the EADS unless
a satisfactory outcome was arrived at.
Mr Gray: I cannot comment too much on some of
the wider issues. I would make an observation,
however. In recent months I have seen a remarkable
level of joined-up thinking in respect of how we
secure sustainable wing manufacturing here in the
UK. I have seen that cross-government, cross-party,
with the supply chain andwith the wider stakeholder
community. There has been a real recognition of the
importance of Airbus here in the UK. Again, I
would say, in terms of how we move that forward I
think looking forward that level of commitment
needs to continue and the way Airbus and EADS
will look to move forward depends as much about
howwe continue that level of joined-up thinking and
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in particular, with respect to how we protect new
technologies and invest in new technologies for the
next generation of programmes.

Q37 Chairman: The implication of your answer, if I
understood it correctly, is that the UKGovernment
has used carrots to help secure this successful
outcome but not sticks?
Mr Gray: I think there was an extremely joined-up
level of thinking.

Q38 Chairman: The sticks were joined up to the
carrots! I am not quite sure what that nodmeant,Mr
Gray, I will not push you too far on it, but you
clearly think the undertakings still have value?
Mr Gray: I do.
Chairman: We will move on to the Government
funding issue, as much as I would like to probe you
a bit further on that.

Q39 Rob Marris: You said this morning, Mr Gray,
that the prospects of Airbus moving forward were
very good. You said it had a rosy future. You said:
“The Wing Centre of Excellence will continue to
remain here in the UK”, that was one of the quotes
from you. You talked about EADS making
significant investments at Filton and Broughton,
and regarding partners you said there is interest. As
I understand it, you announced the A350 XWB last
December and it is due to go into service some time
in 2013.Do I take it fromwhat you said thismorning
that Airbus, certainly in the UK, does not need any
financial support from the Government?
Mr Gray:No, what I have said is in terms of looking
forward, there are two diVerent aspects. There is
the competitiveness which we, as industry, are
responsible for, and there is competitiveness in a
more macro sense in terms of government, industry
and academia working in partnership, and that is
hugely important for us all as we move forward. I
have not made specific comment on particular
mechanisms of how that support may come about.
What I would want to place very, very strong
emphasis on is investment in new technologies. I
believe that from a UK competitiveness point of
view moving forward, an absolutely fundamental
aspect is related to investment in new technology.
That is an area where government, industry, the
supply chain and academia do need to work very
closely together.

Q40 Rob Marris: Clearly you wish for that support,
do you need it?
Mr Gray: We do need it, unambiguously we do
need that.

Q41 Rob Marris: Given the dispute of the WTO on
Launch Aid, could you specify a little more clearly
than you have up to now in what form you think
such government support might take? You have
talked broadly about partnership and so on, with
particular emphasis on technology, can you bemore
specific about what sort of support you think Airbus
needs from the UK Government?

Mr Gray: There is a variety of ways in which the
Government can help in terms of working in
partnership, which range from help related to skills
development, sales, health and safety regulations. I
think where you are driving though and for me what
is the most—

Q42 Rob Marris: I asked about technology.
Mr Gray:—fundamental thing is investment in
new technologies. For me, investment in new
technologies for futureAirbus products is absolutely
key to sustaining the UK’s role as world leader. I
would see that as the absolutely principal area where
we should be working in partnership. Investment in
new technology is absolutely paramount.

Q43 RobMarris:What do youmean by government
investment in new technology? I am not quite sure I
understand you.
Mr Gray: Investment in terms of technology
programmes. To reinforce again a bit of work which
has gone on in recent years and I am not talking
specifically about Airbus, I am talking about the
aerospace industry at large there was a National
Aerospace Technology Strategy which was
developed in partnership and sponsored by the
Aerospace Innovation & Growth Team. That
National Aerospace Technology Strategy
programme was looked at in terms of what the key
priorities are for UK plc. It was recognised that to
achieve the objectives of that National Aerospace
Technology Strategy programme we would need to
see an increase in Government funding for civil
aerospace R&T from some £20 million up to £70
million per annum. Some very significant progress
has been made. I am very pleased that in recent
months the government has supported the launch of,
for example, the Integrated Wing Technology
Programme. It was launched at our Broughton
facility just before Christmas. There is another very
good example of a programme called The Centre for
Fluid Mechanics Simulation Studies. There is a
superb example of a composite development centre
which was established at our Filton facility. The
partnership arrangement has been with
Government, the DTI, the regions, in particular in
the composite development centre in partnership
with the South West Regional Development
Association and with the supply chain. This
National aerospace technology strategy is
something which I view as being enormously
important from a broader UK point of view, and
commitment to that National aerospace technology
strategy programme is wholly consistent with what
our objectives inside Airbus are to secure long-term
leadership.

Q44 Miss Kirkbride: On that, do we assume then
that you are fully satisfied with the Government’s
research and technology support as it stands at the
moment given your last answer?
Mr Gray: As in all aspects of life, there are always
things that we can be doing better. If we look at the
investment in technology, because that is where my
key priority area would be, I see two key aspects that
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we still need to work on. One is in absolute terms the
amount ofmoneywhich is spent in termsof aerospace
technology development. The National Aerospace
Technology Strategy programme was costed out at
around a £70 million per year contribution from
across government. We are currently operating at
around £40 million, so there is still a gap and a gap
that we need to close. There is some terrific work
which has been done, some excellent examples where
we have increased the amount of money on research
and technology, but there is still a gap. The other
aspect where I think improvements can be made is in
the management process itself. As we have moved
away from sector-specific research and technology
funding regimes, the aerospace sector itself has to
fight, along with other sectors, for its share of the
technology funds which are being expended, but the
aerospace business is a long-term R&D intensive
business and we need a management process in place
which provides forward visibility of what the R&D
investment is going to be in the years ahead. We
welcome the launch of the new Technology Strategy
Board, this new arm’s length board, which will take
on board the views of business in terms of providing
focus on what their business needs are. There are
areas that we can improve and we need to improve to
ensure our competitiveness moving forward, but
there are some very good examples of the types of
improvement we have seen in recent months.

Q45 Miss Kirkbride: Do the regional development
agencies get in the way of this national strategy?
Mr Gray: The regional development agencies are
working very closely with us in terms of scoping out
what we should be doing. What I would like to see is
the Regional Development Agencies operating
within the framework of a National Aerospace
Technology Strategy so we set a direction. I think we
are all on a learning curve on this but there are some
excellent examples. If we look in the south-west of
England or the south-east or the north-west, there are
some excellent examples where the Regional
Development Agencies has been working in close
partnership with industry and making a diVerence.
What we need to avoid, however, is a situation where
regions are competing with each other to duplicate
technologies. In my view, there are improvements
that need to be made.

Q46Miss Kirkbride: Is that happening in some areas?
MrGray: I cannot give you specific examples but I am
sure there are improvementswhich canbemade. I can
give you some very good examples where it has
worked very well as well, however.
Miss Kirkbride:You should be a politician,MrGray!
Mr Binley: You should be a diplomat!

Q47 Miss Kirkbride: What about comparisons with
America on R&D? What does the American
Government do better or worse or the same as us?
Mr Gray: If I could generalise for a minute.
Aerospace is a strategically important business and
around the world there are governments that
recognise the strategic importance of aerospace and
work very, very closely to secure long-term

investments with their industries. The US has played
a very strong role in supportingUS industry. The EU
case at WTO is that Boeing has received some
$24 billion.

Q48 Miss Kirkbride: Over what timescale, the
$24 billion?
Mr Gray:They have received very significant sums of
money over a relatively long period of time. They
received significant technology funding through
NASA, throughDepartment ofDefence funding.We
should also recognise that on programmes, for
example, like the 787 programmewhere, again, just to
restate something I said earlier, Boeing have
outsourced the complete wing of the 787 to Japan, in
Japan they receive the benefits of a launch investment
programme from the Japanese Government.

Q49 Miss Kirkbride: You are doing quite well to
compete then, are you, if they have had $24 billion
and you have just had £70 million or something?
There is quite a discrepancy there.
Mr Gray: We are a hugely important business in
strategic terms. The benefits which flow from the
investment into aerospace in the UK are huge. In
terms of long-term investment in technology, these
are not huge sums of money, what they are is focused
on what the national priorities are and they are
focused in on the right areas. I believe we are making
the right kinds of steps but what we need to see is
some increase in the levels of funding and a change in
themanagement process to ensure that industry has a
good long-term forward view of what the technology
funding is going to be. With that I believe we can be
hugely successful here in the UK if we get that right.

Q50 Miss Kirkbride: Is a symptom of that the fact
that you have got a 20% share in the A350 XWB
project? Is that testimony to the fact that you are
getting it right?
Mr Gray: I think that was a very important decision.
The aerospace business is a long-term business and if
that decision had played against us, I think it would
have been very hard to get back in. What is really
important for us in UK plc terms now is that we
continue to invest so we can secure the technology for
the next generation of products. That is where the
spotlight is very quickly going to turn in terms of
UK’s commitment to this business moving forward,
a spotlight on technology funding from a company
point of view, a supply chain point of view and a
government point of view.

Q51MrWright: To turn to the skills base, one of the
areas we have got concerns about is the skills
shortages and, indeed, you allude to that fact in your
memorandum where you say quite clearly that the
quality of graduates is high but you are concerned
about the availability of senior engineers. How
serious is this lack of senior engineers for your
company?
Mr Gray: It is a very significant issue and it is a
significant issue in particular skill areas. I think there
are two diVerent aspects I would focus in on. There is
the issue on engineers, as you rightly say, with
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experience, and there is also the issue of how we
attract young people in general into engineering and
manufacturing from a long-term business point of
view. Those are both areas that we as a company are
committed to working with the various regional
bodies and advisory bodies to ensure that we can
come up with the right solutions, but they are
significant issues for us.

Q52 Mr Wright: Have you looked further afield?
Have you looked abroad to some of the university
graduates to come to work in the UK?
Mr Gray: As a company we operate an apprentice
training scheme, I think it is generally viewed as one
of the best apprentice training schemes in the country.
We regularly recruit over 100 graduate engineers
every year. In terms of experienced engineers, we look
for the right skills, we take people from all the
diVerent regions of the UK, we take people from
outside the UK. We place a limited amount of work
outside the UK, we have management control, for
example, of an engineering centre in the US, in
Wichita, but we try and find UK solutions where we
can. A very good and recent example was where we
opened up a new engineering centre in the West
Midlands to take advantage of some of the
engineering resource which became available as a
result of some recent developments in the automotive
business. We try to place work out and pull engineers
in.Our commitment to finding good quality solutions
is absolute.

Q53 MrWright: In your opinion, what do you think
the Government can do to try to help things along
for you?
Mr Gray: I think it still surprises me to some extent
the amount of basic training that we require in terms
of fundamental skills, I think we have to spend more
time than perhaps we should, particularly on some of
our apprentices who join in terms of their knowledge
of some basic fundamental skills. I think the other
key area is working with industry to encourage
people into engineering, manufacturing businesses,
encouraging people to do maths, physics, get those
basic skills up, give support to engineering clubs and
issues like that, generally promoting engineering
and manufacturing as a good career way forward. I
think commitment to things like the National
Manufacturing Skills Academy was an excellent
initiative and something that I would applaud. Those
kinds of initiatives will take time but they will help.

Q54 Mr Wright: Do you think the emphasis should
be on the 14–19 year olds as much as it should be for
universities?
Mr Gray: I do, yes.
Chairman: Thank you. That is very helpful and you
just reinforced the benefits of holding another inquiry
on manufacturing skills.

Q55 Mr Weir: You talked a lot earlier about
outsourcing of work and the A350 programme
outsourcing 50% of work. I understand some of that

is going to China, but China has announced an
intention tomove into the large civil aircraft industry.
Will that have any impact in outsource work?
Mr Gray: China is a hugely important market in
terms of aerospace. In terms of Airbus’s position in
China, we have secured a very strong order book in
China in recent years and we want to ensure that we
do continue to secure a significant part of the Chinese
market. In terms of placing work into China, Airbus
did announce the establishment of a final assembly
line for a capped number of aeroplanes, I believe it
was four aircraft per month. From an Airbus UK
point of view we have established a wing assembly
line in China, again it is capped at four wing sets per
month, it is on the A320 programme which I would
remind you in technology terms is relatively old
technology. We welcome and recognise competition,
we still continue to see China as a very important part
of the aerospace market moving forward and we will
continue to look at, from a supply chain point of
view, where the most competitive sourcing can be
done and I am sure China will play a part in that.

Q56 Mr Weir: You mentioned the wing assembly
plant and you made the point that that was an older
technology. There is not any intention, for example,
for any of the wing technologies that are
manufactured in the UK to be outsourced to China?
Mr Gray: Again, to be very clear the wing assembly
technology which has been placed in China is the
A320 wing assembly—

Q57 Mr Weir: I understand that.
Mr Gray:—but from an A350 point of view, then the
real absolute commitment and the good news for us
in the UK is that the A350, the first commercial wing
on an Airbus commercial airliner, will be assembled
here in the UK and that is not under threat.

Q58 Mr Weir: The other point is that you talked
about the Power8 programme but obviously there
has been some unrest in Germany and France due to
the amount of job losses on the Programme. Do you
think there is a risk in the agreed package of
unravelling because of political pressure, particularly
in these countries?
Mr Gray: I acknowledge that there has been a level of
unrest around the system and around the workforce.
I think it is a great credit to the employees and the
trade unions in the UK that they have maintained a
strong and steady view on the opportunities of the
Power8 as we move forward, and I see no evidence at
all that what we have secured in the UK will change
in the short-term at all.What I would say is what I see
as the next critical litmus test for us in the UK is the
extent and the commitment to investment in new
technologies as we move forward.

Q59 Mr Weir: Given that Airbus is a multinational
operation, the political pressures are not just in the
UK but also in France and Germany. Could any
changes there have a knock-on eVect in the UK? Are
you quite confident of the UK’s part?
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Mr Gray: I think it would bewrong to speculate in the
short term about that. What I can say is that I see
absolute commitment at EADS and Airbus
management level to get this business operating in a
truly commercial environment and the Power8
Programme represents a commitment from all of the
management team in Airbus to the steps that we
believe we need to take to ensure that this business is
competitive moving forward.

Q60 Chairman: Finally, Mr Gray, I think you need
to sell about 400 A380s to break even on the
programme, you have got 166 orders in place at
present and the companies are threatening to
withdraw those oVers because of the delays to the
programme. It is a fantastic aircraft, we all know that,
I have seen it fly, it is very exciting, it is a great piece
of kit, it is a shame about the electrical equipment, but
never mind. Is there a risk that this could be another
fantastic achievement like Concorde: brilliant
aeroplane, commercial disaster?
Mr Gray: I have seen it fly, I saw it land at Filton
yesterdaywhichwas a reallymagnificent sight aswell.
In terms of the A380 programme, the industrial
delays are clearly regrettable and building up the

Witnesses: Mr Paul Everitt, Director, Civil Air Transport and Communications, Mr Andy Leather,
Director, AeIGT Programmes, SBAC andMr John Janke, Chairman, West of England Aerospace Forum,
gave evidence.

Q62 Chairman: Gentlemen, welcome to this part of
the evidence session on our inquiry into Airbus. We
are very grateful to you for the evidence that you
provided, it has been very helpful written evidence to
us as is the case with Airbus itself and many other
witnesses too. Can I begin by asking you, as I always
do when we have more than one witness, to
introduce yourselves for the record.
Mr Everitt:My name is Paul Everitt. I am Director
of Civil Air Transport and Communications at the
Society of British Aerospace Companies.
Mr Leather: My name is Andy Leather. I am the
Director of Aerospace Innovation and Growth
Team Programmes for the Society of British
Aerospace Companies.
Mr Janke: I am Chairman of West of England
Aerospace Forum, John Janke. We are a regional
trade association for the South West and are
aYliated to the SBAC.

Q63 Chairman: Can I begin where I left oV with
Airbus. Obviously the A380 programme has had its
problems and that must have had implications for
suppliers of the programme. What have those
implications been?
Mr Everitt: Clearly SBAC have been monitoring
quite closely the diYculties or the delays around
A380 and we have been in regular contact with our
members and also our regional partners that are
operating across the country. Whilst it is true there
has been quite a lot of concern as you would expect
from companies, obviously uncertain as to exactly
what their production schedules might be going

confidence and trust in our customer base is of
paramount importance to us. Just to reinforce, the
aircraft achieved its type certification, a very
important milestone, in December last year, it is due
to enter into service with Singapore in October this
year. I believe that the future of the aeroplane is
extremely strong. I think we have had some
disappointing news, I believe you are referring
probably to the freight decisions, UPS and FedEx,
but on the other side of the coin we have seen a
reconfirmation of orders, we have seen some
additional orders come in from Singapore themselves
andQantas and I amoptimistic that once that aircraft
enters into service then the market will be there. I am
hugely confident about the programme, I believe it is
the right programme and I am very proud to have
been part of it.

Q61 Chairman: You are right it is a great aeroplane,
400 sales then.
Mr Gray: At least.
Chairman: Excellent. Mr Gray, thank you very much
indeed for answering what quite often can be very
diYcult questions, we are really grateful for your
time. Thank you very much.

forward, in some cases work that they anticipated
they would be doing during the course of this year
which is clearly not now happening. The feedback
that we have got is that whilst people are concerned,
overall they are managing the situation quite well. I
think it is important to recognise that the aerospace
business is a growth business as Iain was mentioning
a little earlier on. Demand in terms of both orders
and production are at record highs so most
companies operating in the UK are very busy. I
think also it is important that perhaps unlike some
of our colleagues in mainland France, Germany and
Spain, the UK aerospace industry has a better
balanced portfolio. Many companies are working
for Airbus and Boeing, they are also supplying the
civil and the defence market, so I think that has
cushioned the impact of the delays around the A380.
I do know you want to keep the questioning short,
but perhaps John can give a view from a smaller
company perspective.
Mr Janke: Yes, the South West and the regional
trade associations are doing a lot of work to sound
out ourmembers and, as Paul has said, initially there
are no signs of any significant issues coming up but
it is early days. There are some suppliers and I cite
companies that supply engineering services, for
example, into Airbus who have got quite an
interesting juggling act now to play between what
they are doing on finishing the A380 work and
preparing to pick up on the A350 services. The
important thing for all of us at the moment is that
you have got, as has been alluded to, the A380
recovery programme, the A320 single-aisle ramp-up
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programme with unprecedented production levels,
there is the A400M which we must not forget which
is going to be flying soon and coming into service,
and there is the A350 programme which is a new
programme. If you overlay all of that with Power8
and the restructuring of the industry base in Airbus
UK, it is going to be a busy time for everybody. The
important thing for the supply chain is that we need
visibility and good communications with Airbus on
a regular basis which I think we are getting on the
implementation of the A350 programme so that
these resources can be applied to that programme. I
think these are the main areas that we are going to
be focusing on and to some extent the issues around
A380 are now behind us, and we need to be looking
at how we manage the resources in the future.

Q64 Chairman: I suppose if I was looking for a
phrase to characterise Mr Gray’s evidence I would
say quietly confident. Do you share that sense of
confidence that he expressed?
Mr Everitt: In terms of the A380?

Q65 Chairman: Across the range of Airbus’s
activities.
Mr Everitt: Yes, accepted there are some significant
challenges and I think we would say that in terms of
where we are currently, existing programmes are
going well, I think everyone is quite confident that
once the A380 is flying commercially customers will
be attracted very quickly to it. I think the challenges
lie always in the future programmes and particularly
I think we feel that the next major programme, that
is to say the single aisle replacement, is going to be
very significant. Just to give some context, Iain
talked about a potential market of 22,000 aircraft
over the course of the next 20 years; 15,000 of those
are single aisle, so clearly getting a key part of that
programme for the UK is going to be incredibly
important.

Q66 Mr Binley: I think Mr Gray quite bravely
recognised the degree of ineYciency within Airbus
which was one of the reasons for the Power8
restructuring. Can I ask whether that impacted in
any detrimental sense on the people that you
represent?
Mr Everitt: Power8 is only just beginning.

Q67 Mr Binley: No, the ineYciencies, did they
impact in any detrimental sense on the people you
represent?
Mr Everitt: I think people probably came to work
and understand the way Airbus operates. Andy is
particularly leading on the industry’s work on
supply chain improvement activities and he may be
better placed to answer.
Mr Leather: People knew how Airbus worked, so
workedwithin the ineYciencies which existed and, in
some respects, would welcome the opportunity to
partake of Power8 with Airbus to help improve
Airbus as a company because it would help their
business also, so I think they would welcome that.

Q68 Mr Wright: You mentioned the Power8, what
influence did you have as organisations on the
outcome of the Power8 restructuring?
Mr Everitt: Obviously we have a very close and
regular dialogue with Airbus. I think it would
probably be going beyond our remit as a national
trade association to say that we can have a key role
in their commercial aspects. Where we have worked
closely with Airbus is on Power8 and our own
productivity improvement activities. We launched
an initiative a year ago called “21st Century Supply
Chains” which is quite a new and innovative
approach which I think has helped Airbus
understand the willingness and desire of the supply
chain to work more collaboratively with it to deliver
the kinds of results that Airbus needs to be
competitive, but also what we as an industry here in
the UK need to do to be competitive with the
markets that are developing in, you mentioned
China, we might talk about India and other places
as well.

Q69 Mr Wright: You are happy with the way the
restructuring was carried out in terms of your input
into that?
Mr Everitt: Yes.
Mr Janke: The important thing for us is that there
are now at least two major initiatives running, there
is the 21st Century Supply Chains which Paul has
referred to, which is a national UK initiative, and
there is Power8 in Airbus, and there are other prime
aircraft companies around who have their own
programmes as well. They are all basically targeted
at the same objectives, but what we have got tomake
sure now is the activities both in Airbus and
nationally are well co-ordinated. We do not want to
see a lot of duplication and confusion coming in and
we need to work very closely, which is why these
links with Airbus and through the regional trade
associations nationally as well are important. From
a communication point of view with Airbus, in the
SouthWest, for example, Airbus sits on the Council
of the West of England Aerospace Forum, so there
is a good relationship there and a good link. We
think we can build on those to make sure that the
delivery of both their needs and the national
competitive challenges of the Supply Chain 21 can
be achieved.

Q70 Mr Wright: In terms of the Power8, the
announcement came out that Airbus would seek to
rationalise a number of first tier suppliers it dealt
with, how would you expect these changes to impact
on the supply chain in the whole of the UK?
Mr Everitt: In the first instance, I do not think there
is going to be some huge change. As we have already
talked about, demand is very high, so clearly the
pressure is on to deliver. As we move into new
programmes then that relationship will begin to
change and to a degree there is both risk and
opportunity in that. As was mentioned earlier on,
perhaps the UK industry is slightly diVerent and
possibly slightly ahead of the curve in terms of some
of our European competitors in that a lot of the
work was already outside of Airbus and was already
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being supplied into it, both in terms of the wing, but
also a number of companies that are supplying direct
into Airbus or other parts of Airbus. The change,
when we see perhaps larger packages of work being
assigned to risk-sharing partners, means that there
might be opportunities for UK companies to step
into that area and take a lead in those activities.
Equally, some of the systems integration work and
the complexities of managing supply chains which
are inevitably international is quite an important
skill and one that the UK industry has and is able to
utilise. The challenge, particularly as you move
down the supply chain, is that it is a change from the
traditional customer. For instance, if we are looking
at the examplewhichwe gave about Boeing and their
huge amount of work that has gone to Japan,
certainly a supplier will need to understand who is
now the key customer and where they might be
based and how that supply chain maybe now has
changed, rather than a traditional relationship only
with Airbus. The level of complexity is going to
increase but also the internationalisation is going to
increase, so companies are going to have to be quite
adept and aware and, perhaps, bring in slightly new
sets of skills.

Q71MrWright:Do you anticipate further job losses
over and above the anticipated 1,600 job losses
which Airbus has announced?
Mr Everitt:We have no reason to believe there will
be.

Q72 Chairman: That is within your own members’
companies.
Mr Everitt: Yes. As I said, we are in a set of
circumstances. The latest survey we had in 2005
indicated that the number of jobs in the industry was
going up, so whilst clearly there will be some
rationalisation, overall it is a growth industry and
there are lots of opportunities.

Q73 Mr Wright: Is part of that opportunity the fact
that Airbus has now decided to increase the amount
of outsourced work, and do you see that can end up
with the UK having more than the 20% of the work
which it currently has a share of?
Mr Janke: Absolutely.
Mr Leather:As Paul said, it is huge opportunity.We
are world leaders in risk-sharing partnership
agreements. We have lots of examples of where we
have made those work very profitably, so from that
perspective, there is a huge opportunity. Provided
that we remain competitive, provided that we do
perform, then I think there is a huge opportunity.
Mr Janke: It is a huge opportunity, no doubt, but it
does mean that the UK supply chain has got to be
incredibly competitive and we have got to invest in
resources in the supply chain to ensure that it can
take advantage of those opportunities. It is not just
investment in competitiveness, it is investment, as
Iain Gray was saying, in new technologies, but
particularly the A350. It is what the supplier brings
in innovation and new technology to that
programme as well as being a highly competitive
supplier. One of the things we would want to see

Airbus fully recognise is that it is not always just first
cost in acquisition, it is how the risk gets best shared,
where are the best sources for a particular product;
and also things go wrong, as we have seen, and it is
how do you manage those negative situations when
you are trying to deal with suppliers perhaps halfway
around the world.Wewould like to see the total cost
of acquisition taken into account and I think given
that, then UK suppliers in particular have a very,
very strong position to play from.

Q74 Mr Wright: You see this as a golden
opportunity then?
Mr Janke:We do, yes

Q75 Mr Binley:Mr Janke, I am delighted that you
talked about risk because it seems to me you are in
a supply chain which is pretty risky anywhere, quite
frankly, and very competitive. Are you happy that
the demarcation of share of risk will be fairly done?
Are you happy that you are not going to take too
much of the share of the risk as suppliers that lie
outside of your ability to manage?
Mr Janke: Clearly there is going to be a flow-down
of risk and also a requirement for more investment
as you go down the supply chain, that is a natural
flow-down which is going to happen, I guess. The
ability of the first tier suppliers, the big companies,
is one issue and they are very well used to working in
this sort of environment as we have already said.
Once you start digging down into the third, fourth
and fifth layers in the supply chains, these are very
often quite small companies and they need a lot of
work and a lot of support, not just in the short-term
but in the long-term to ensure that they are capable
of handling that, managing their own little supply
chains as well. The training issue and skills issue and
sustaining that over a long period of time are
important for the supply chain.

Q76Chairman:Certainly when this Committee went
to Brazil last year and saw Embraer’s approach
to outsourcing risk, Airbus they are really only
beginners in the process of outsourcing risk.
Mr Everitt: I think that is very true and similarly you
could relate it to programmes from Boeing as well, it
is the direction in which the industry has moved and
which Airbus is now moving towards.
Roger Berry: I am not sure I would recommend the
Embraer example!
Chairman: They are doing very well out of it!

Q77 Roger Berry: That is not the purpose of the
exercise. We have heard of the importance to Airbus
of finding an additional partner for the Filton site.
Where is SBAC in this? Are you assisting? Are you
collaborating?
Mr Everitt: Again, I think you recognise, as a trade
association we are not an active participant in
commercial negotiations. We see our role, certainly
during this phase and more generally, as promoting
the capabilities which the UK has, its level of
expertise and the broader benefits for the aerospace
industry operating here in the UK. Clearly, once a
partner has been identified, then we can help work
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with that company or those companies to integrate
them more into the mainstream of the aerospace
sector and provide the support that we would to all
of the sectors.

Q78 Roger Berry: Let me try to put a question
which might be slightly easier for you to answer,
I appreciate your position, obviously. Are you
confident that there is a UK player with suYcient
composite expertise to fulfil this task?
Mr Everitt:There is certainly a significant number of
companies operating in the UK that do have very
significant and world-class composite skills in
technology. Obviously I cannot comment as to
whether they do or do not want to become involved
in a partnership, but we have some world leaders in
composite technology.
Mr Janke: The important thing for the supply chain
is that decision is taken quickly and we all
understand what industrial structure is going to be
there to work with. Again, I think this was a point
which Iain Gray referred to, there has to be a stable
arrangement and a long-term one as well because of
the nature of our industry. That will be a key
criterion for us in the Airbus decision on what type
of company or organisation will be involved.

Q79 Chairman:We want to make sure that there is
a suitor there, I am not sure: is the suitor the target or
the target of the suit, I am not quite sure which way
around it is. We are all being very coy about what
companies are likely to be prospective partners, and
I think probably it is not a very satisfactory
situation. We think we know who they are, but
without committing any of these suitors to getting
married, could you suggest some of the possible
names of people who might be suitable partners?
Mr Everitt:With the proviso, obviously, that I name
no elements of any commercial discussions or
negotiations. There are clearly some names which
have been discussed across industry, obviously one
of the key ones of those would undoubtedly be
GKN. Bombardier would be another name if
you were looking at those companies with very
significant composite experience in technology, I
believe Spirit and indeed Alenia have also been
mentioned or discussed. I am sure there are probably
at least a half a dozen which I have not picked out
but, certainly, those ones are being discussed by
those in the industry who would like to know what
is going on but do not.

Q80 Chairman: If you were on the board of one of
those companies you would be actively exploring
this possibility which would be good news for your
business?
Mr Everitt: I am sure that is true, yes.
Chairman: The reason I want to push you on this is
because this is key to the future, it really is, so it is a
really important question to make sure it is not just
a theory but in practice it delivers something. Thank
you for that answer.

Q81 Roger Berry:Chairman, I am very grateful that
you raised that. Can I askmy BAESystems question
because, interestingly, in the SBAC memorandum
to the Committee you appear to be reasonably
sanguine about the situation, that the sale is unlikely
to make a diVerence to medium-term prospects, I
notice you say medium-term, not long-term, but it is
pretty sanguine and there is no big problem. Yet the
West of EnglandAerospaceForum submission talks
about the worrying new perspective resulting from
this and goes on to talk about the resulting high
degree of uncertainty on both the workforce and the
supply chain. Do I detect a slight diVerence of
emphasis in these two submissions or is it just my
imagination?
Mr Everitt:Perhaps John has a less sanguine answer.
Mr Janke: We need to understand what the longer
term industrial structure is going to be now and I am
not sure that BAESystems’ involvement at this stage
in deciding what the future structures are going to be
would have been a significant issue. As you go down
the supply chain, you get further away from the
point of decision-making and clearly there are
concerns because of lack of visibility and that is why
I say the sooner we get a decision and clarity on this,
the better.
Mr Everitt: I would say from a national perspective
and certainly the majority of companies who we are
in discussion with are fairly sanguine and it is
something that has long been anticipated. I think the
medium term gain for us is existing programmes and
their likely future: the key test is going to be on the
new programmes and the funding and support that
is available and whether or not the UK wins a
substantial share of that work.

Q82 Roger Berry: The issue of there being no UK
stake in the ownership of Airbus, you do not regard
that as a problem?
Mr Everitt: No, going back to some of the things
that we have already said, the nature of the industry
is changing andAirbus, which itself is changing as an
organisation to become more of a commercial
entity, will be facedwith decisions aboutwho has the
right level of skill and technology, who can manage
risk sharing partnerships, who can operate
competitively in an environment which is becoming
increasingly challenging. I think on that basis there
are a range of companies in the UK who are able to
and are demonstrating that they are able to win
business in that kind of environment.
Mr Janke: I guess the important thing at the end of
the day is that technology for the newwing, the wing
leadership, has now been designated to the UK. It is
up to us to build on that and make sure we embed
that in Airbus and that there is no challenge to that
in the future. If it is going to be run on a commercial
basis, and we are going to be able to oVer the key
technologies from the UK point of view in making
that happen, then one has got to feel that the
prospects in the future must be reasonably assured
but we have got to get the technology right, we have
got to have the investment there and we have got to
have the eYciency in the supply chains and the
training to make sure that is going to be ensured.
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Chairman: We have been asking you questions
which are essentially commercial in nature to enable
us to form an impression of what we think the
Government response should be to the emerging
needs of the industry and in that respect I would like
to move on now.

Q83 Mr Clapham: If I could move on to
Government support. One of the things, as you have
quite rightly said, is that the technology is so
important and in your memorandum you identified
the fact that the DTI’s technology programme does
not give coherent support to theNational Aerospace
Technology Strategy. That causes this Committee
some concern because I remember in the very early
days of trying to draw that technology strategy
together, we did a lot of encouraging of the DTI to
become involved. What is it that you think the DTI
is doing wrong and given that they have only got a
very small budget, what might they do better?
Mr Everitt: If we step back to give a bit of
background. The last time we reported before this
Committee was in about 2004 and at that point the
national aerospace technology programme had just
been established and there was widespread support.
At that time as well, funding for aerospace was done
through a sector specific scheme called CARAD,
and funding in 2004 was about £20 million per
annum.There has been a change subsequentlywhich
is amove to the Technology Programmewhich is co-
ordinated through the Technology Strategy Board
and it is a more open and competitive regime, so
particular calls are held twice a year. The aerospace
industry has done verywell in comparative terms, we
have seen funding increase from £20 to £40 million.
The challenges that we face, however, are two levels.
Obviously Iain mentioned earlier, the goal is to
reach £70 million, so we have got a substantial
way to go, and the processes that surround the
Technology Programme are quite diYcult. The
£40 million that I talk about is sourced from a
variety of diVerent places, so some has come from
DTI, some from a variety of RDAs and some from
research councils. The process for putting those
partnerships together for any one project are quite
complex and we have had to essentially work
through this process from the bottom-up. As an
example, if we are putting together a consortium
that will involve funding from three or four RDAs,
we have been in a position where each of those
RDAs will have a diVerent set of application forms,
will have a diVerent set of criteria for judging the
project and possibly will have a diVerent set of
criteria for monitoring or monitoring requirements
which in turn will be diVerent again from that being
oVered by the DTI, so that process of co-ordination.
If you are imagining that some of these programmes
are it may seem insignificant but a few hundred
thousand pounds or half a million pounds, but if
putting that bid together the resource costs of
putting in it could exceed the amount that you are
going to be getting, so that is a diYcult thing. I would
be wrong in saying that since we wrote to you there
have been further steps to improve that situation.
We are getting to a point now where there are

common sets of procedures and common sets of
forms. Many other sectors have not had to go
through this process because the nature of their
industry is slightly diVerent. That maybe one
company leads and that is all that they need to do
business with or the level of investment that they are
looking at is relatively small so it is easily
manageable. The aerospace sector is one that is
much more complex in terms of supply chain so
when we are trying to put together quite major
programmes around say an integrated wing or there
is a programme on environmental friendly engines,
you are dealing with seven, eight, nine or 10
companies who all have a significant interest as well
as a range of these RDAs, so putting all of that
together is quite time consuming. The other key
element for us which is a concern is the way in which
the programme operates is there are two calls per
year, so essentially two competitions a year. If there
are not themes within those competitions that suit
the aerospace sector, then clearly we cannot bid and
we cannot bring funding. We have had experience
where we have done very well and we have had
experience where we have done very badly, but,
again, as commercial organisations, companies need
to plan ahead. They need to say, “We have got a
major piece of work we need to do and we need to
phase that piece of work”. Winning ad hoc bits of
money for ad hoc bits of programmes does not help
us. What we have achieved and perhaps this is a
question that youmay wish to ask of theDTI, is that
we believe they now understand that the National
Aerospace Technology Strategy needs to be funded
more coherently and they have given us assurance
that the new arms length Technology Strategy
Board will have a specific remit to do that so that
they will work to try and co-ordinate the various
themes that are run through the competitive bidding
process in a way that gives us a greater degree of
continuity. Obviously, we will only know that when
it happens.

Q84 Mr Clapham: We will certainly ask that
question of the DTI. Given what you just said, it
does appear that having raised the problem with the
DTI you have got a response coming from them
which at least indicates that they are now beginning
to see the problem and focus more on bringing those
pots of funding together, would that be correct?
Mr Everitt:Yes, I think theDTI have recognised the
issue and they are moving forward. I think there is
still a broader issue which is that there is a broad
range of government departments which should
have an interest in the technology for aerospace,
whether that be from a commercial perspective, if
you like the success of the UK industry, increasingly
obviously also for the environmental impact. Again,
if we are looking at the technologies that are
essential for both A350 and beyond the A350, it is
technology that meets the global demand for air
travel in the most environmentally sustainable way
possible. To do that we need to make some
significant progress so there should be interest
from government departments like DfT, from
Environment and obviously there is also always this
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military crossover between civil and defence where if
we could get that co-ordination then we might get
the level of funding that we need.

Q85 Mr Clapham: We will certainly have a look at
what we might be able to do to help it. In terms of
what other countries do, do you have any knowledge
of what, for example, other countries are doing, how
do they do it diVerently and what might we learn
from them? For example, earlier we heard that the
way in which the money comes from diVerent areas
in theUS has amounted to something like £24 billion
over a period of years, an enormous amount of
money. Is there something that is occurring in other
European countries that they are doing better that
we could learn from?
Mr Everitt: I think that we are very clear and the
evidence that we have seen is quite unambiguous in
that certainly in France, Germany and Spain the
level of direct public support for aerospace is much
higher. Given the scale of the UK industry and its
noticeably lower public direct support, I think that
there is a greater willingness in those European
countries to find ways and means of supporting the
industry and to do it in a rathermore direct way than
is the case here in the UK. It is always very diYcult
because we are a successful industry and we are
doing quite well but when you are looking at
acquiring technology and developing technology we
are still benefiting from investments made over a
long period of time and if we do not ratchet up or
keep pace with what is going on elsewhere then we
will find life increasingly more diYcult.

Q86 Mr Binley: Mr Janke, you talked about right
down the supply chain there are a sizeable number
of small fearless companies sitting at the bottom of
the pyramid, and we have not talked about the Small
Business Service which DTI operates. Have you had
any feedback on how eVective they are in supporting
that level of the supply chain?
Mr Janke: Not directly, no, but certainly from a
training point of view in our region in the South
West there was a lot of work going on in the past and
through diVerent delivery mechanisms in the future
to provide support and training for particularly very
small companies, and I think we are going to see that
continuing. It is a concern to us from the aerospace
sector that there are some very special requirements
for the aerospace industry supply chain. They are
becoming incorporated into training and other
services that are being delivered nationally, but a
useful rationalisation of the training services still
needs to provide that special focus for the companies
in our own supply chain. The regional trade
associations in particular want to work closely with
these other bodies to make sure that the curricula
that they use in the training is properly adapted to
what the small companies in the aerospace supply
chain actually need.

Q87 Mr Binley: Mr Janke, may I ask whether you
would be prepared to do a little work on this and
send us a further submission on that level of support,
because it is an important level if you have pyramids
it seems to me.
Mr Janke: I would be happy to do that. There is
quite a lot of work which has already been done in
that area.

Q88 Chairman:Why was it so inadequate, everyone
else is doing so much more, Airbus got 20% of the
A350 XWB?
Mr Janke: Again, I think we are very good at
aerospace in the UK. Fundamentally, it is a UK
success story. The wing and the work at Filton and
Broughton is incredibly important, but it is the rest
of the industry as well which sits outside of Airbus
which is very innovative, very competitive and is just
good at doing its job.

Q89 Chairman: We would all love large rolls of
government money to do the things we do better,
and I appreciate in a world environment in which
governments are doing that there is a temptation to
ask for more money from the UK taxpayer, would
not the better solution be to drive down the level of
support around the world and let a commercial
business that is so very successful fund its own
research and development?
Mr Everitt:Obviously it is always better to live in an
ideal world, sadly, however, we live in the real world
and in the real world every major industrial nation
and countries that wish to industrialise want to have
an active aerospace industry. One of the reasons for
that is because aerospace research and development
investment has benefits, yes, for the companies and
for the aerospace industry, but it has implications
for the broader economy as well. We have already
mentioned to a degree the complexity and scale of
the aerospace supply chain. Obviously many
companies within that supply chain will be
predominantly in aerospace, but a significant
number also operate in a range of other businesses
of an engineering type, whether it is automotive,
general manufacturing—

Q90 Chairman: Power generation.
Mr Everitt:—a whole range of things. Very often
aerospace is at the cutting edge and leading edge of
technology development simply because the product
has to operate in such an extreme environment and
meet quite extreme safety and environmental
conditions, so it is leading a lot of development.
Individual companies cannot claim all of that
themselves, a lot of the knowledge and know-how
benefits the broader supply chain. Bluntly, that is
why economies and individual companies want to
attract aerospace companies in.

Q91Miss Kirkbride: I want to press on this a little bit
more as well for much the same reasons. We all
know that quite a lot of technology came out of the
NASA programme for space, and that is quite clear-
cut, but I cannot think of a similar development
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where a big budget in France, Spain and Germany
has resulted in major breakthroughs which are
directly a result of their expensive programmes.
Mr Everitt: There is a diVerence. One of the
diYculties which everyone faces is there is not a
paper trail you can go through which says, “We
spent quite a lot of money here developing an
aerospace product to meet certain technical
standards, and look, we managed to develop a—

Q92 Chairman: A Teflon moment!
Mr Everitt: Yes, simply because it is the development
and applications of technology that aerospace
develops which takes them from a blue-sky area
where people are talking about what might happen
into some practical applications, and once
something has moved into practical applications
then other people begin to see ways in which they
themselves can use it in diVerent environments but
inevitably that is a long process. If you are looking
at it from an economic perspective, essentially what
you are looking at is investment in aerospace R&T
helps improve the productivity of the supply chain.
It helps to improve it because of knowledge that
transfers along the supply chain about how to do
things in a certain way, how to improve the way we
do them. One can make the same argument around
work which has gone on within the automotive
sector, the way in which companies like Toyota have
transformed competitiveness and productivity. It is
something which has not just stayed within Toyota,
it has been knowledge that has been able to be used
across the supply chain within automotive and
similarly across the supply chain in aerospace. It is
perhaps a more subtle process than merely, “it is a
fabulous bit of kit that you can use not just on an
aeroplane but in your own home”.

Q93 Miss Kirkbride: It does beg the question how
much would be enough?
Mr Everitt: Fundamentally, what we are saying is
the level of investment we are looking for from
Government is relatively small. The UK aerospace
industry invests something like £2.7 billion in
research and development every year. The sort of
level of support we are looking for from
Government is of the tens of millions, but it is at this
very early stage where there is no identifiable
commercial application yet, it is what we believe will
be required maybe in five or six or 10 years on the
next major programme. If we do not do it here, the
bottom line is someone else will do it somewhere else
and the commercial benefits which will flow from
having developed it will be lost.
Mr Leather: There is a slightly subtle nuance
between R&T and R&D and we are really talking
about R&T, technology acquisition, which is
ensuring that you have got the bedrock established
so that you can then go on to what is known as
“product development” for the next stage of aircraft,
that is really the important point at the moment.

Q94 Miss Kirkbride: Do you think the Government
does enough to promote the UK civil aerospace
industry abroad?

Mr Everitt: I think we have all seen very high profile
interventions and representations from the Prime
Minister, the Secretary of State and ministers across
theUKGovernment andwe are fully supportive and
appreciative of that. As an aerospace industry, in
many areas our competition is not within the UK
but the comparator is what other governments do to
promote their aerospace sector. There is a broad
feeling that perhaps other governments see it much
more as a core part of their job to promote the sector
and promote business for the sector than is perhaps
the case here in the UK.

Q95 Chairman:What benefits does that bring?
Mr Everitt: It opens perhaps some of the doors.
Generally the line we are often given by our French
colleagues is President Chirac sees himself as
Airbus’s number one salesman, so whichever
country he is going to he will seek to ensure that he
can do something in that country to open
opportunities for Airbus business. As I say, I think
we have all seen examples of where the Prime
Minister and others have been involved in similar
activities, but it is a question of it not being on the
same scale and perhaps it is not seen as a core part
of the job, whereas clearly in other countries it is seen
as a core part of the job.

Q96 Miss Kirkbride: He has not done much else for
France, but moving on!
Mr Everitt: There was a moment when he held the
World Cup which I think people enjoyed!

Q97 Miss Kirkbride: How far has the national
composites network gone towards helping the UK
catch up with its competitors in the development of
composites?
Mr Janke: It is certainly a great help, and there are
a lot of companies that need to benefit from what is
coming through now. The main point to make is it is
important for suppliers to focus on not just today’s
composites technology and thereby moving into
composites where they are going to be competing
with other composite commodity products
elsewhere in the world and perhaps in other lower
cost countries. What we have got to be looking at is
the leapfrog to the next new technology, the
emerging technologies, and getting the development
of those moving. There are some very exciting blue-
sky developments coming through in composites
technology for the future. All companies throughout
the whole of the supply chain need access to that,
and it is through the network that ought to be
happening and through which it must happen. To
answer your question, it is a key element in the
process and it is a mechanism for some of the smaller
and medium sized companies to get access to these
new technologies.

Q98 Miss Kirkbride:Which is working?
Mr Janke: It is starting to work, but the big issue is
how do you pull through innovative ideas, how do
you give them substance and then how do you apply
them into a real product, and it is in that area
particularly where I think the network can do quite
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a lot to help. Companies need access to what is going
on and it is easy for the big suppliers to do that,
perhaps it is not quite so easy for some of the smaller
companies and we need to make sure that happens
at all levels. Also, do not forget, some of the smaller
companies are the generators of the clever ideas and
we need to oVer a route to development for them as
well and hopefully the network will help that.

Q99 Mr Binley: You talk in your memorandum
about facing increasing competition in the aerospace
R&D sector, can you tell me where that is coming
from? We went and saw Embraer at the end of last
year and it seems to me that they were thriving very
well indeed on relatively low technology applications
in aerospace, and I wonder where you saw the
balance in that respect also?
Mr Everitt: In terms of competition and where that
competition is, it is widespread. We have already
talked about those we know that are already part of
the Airbus family in Europe but, equally, countries
like Japan have made a major statement about what
they want to do in the aerospace sector. There is also
increasing competition from some of the developing
markets, we talked about China, certainly India, and
increasingly as well theUSA. There are a broad range
of competitors out there. Because the aerospace
industry is truly international, companies that
operate in the UK successfully also operate in many
of these countries as well, so they have a growing
range of choices as to where they make their
investment.

Q100Mr Binley:What about the new technology bit,
because we put an awful lot of emphasis on the
forefront of technology when sometimes exploiting
existing technology, particularly in the medium-size
market, ismore beneficial,more productive and earns
more money?
Mr Janke: I accept that but there is a cycle in this.
You start oV with a clever piece of technology, you
develop it, you bring it to market, you have a period
of time when that produces good profitable business,
then somebody else comes alongwith the ability to do
that cheaper, that goes oVshore, perhaps, and then
you are back into developing the next piece of
technology. It is that cycle we are looking at and it is
making sure you are in the right part of the cycle at
any one point in time, because you can very quickly
think you are making a lot of progress and perhaps
doing rather well as a business, but the next
development has gone, it has already been
established, and suddenly you find, as we have seen
with industry throughout the years, companies which
seemed in invincible positions suddenly fade and
disappear because they just missed that key time and
that key technology.

Q101 Mr Weir: To follow up on that last point, Mr
Gray was talking aboutAirbus doing something with
older technology, oV shoring it to China, is that
having an impact on the supply chain lower down?
Are you losing that business which you would have

previously had with Airbus? Are you now dealing
with the risk in your high-endwithAirbus rather than
the established technologies?
Mr Janke: I believe there will always be room for
both. OZoadingwork out of theUK to low cost, also
recognising that there are oVset commitments and
obligations to be met, which also drive work to
particular countries is always going to be a fact of life .
Also, I think there is always going to be types of work
which are best done indigenously in the country and
particularly where maybe you are in the early phases
of a programme where the product is still not
completely mature but where you have got the
company which is developing it on your doorstep, in
the country, responding to you ona daily basis, where
there are diYculties and so on, that stage of a
programme makes a strong case for the local supply
chain. Once it becomes established and mature, then
there are sides of it which tend to flow oV into other
countries, but they are also demanding increasingly a
bigger share of the higher technology work as well.

Q102 Mr Weir: Does the fact that the lower end, the
older technology, is floating oV to China, for
example, deprive you of a source of income which
could have balanced oV the need for certain
technology funds from the Government for
developing the higher end of your market?
Mr Everitt: I do not think that is the case. If you look
at what Airbus is doing, it is really on the A320 and
the bottom line is they are maxed-out on the A320.
They can sell everything they can make and they do
not have the production capacity here in Europe to
do that. They are also faced with a forward
programme of work which is quite demanding, both
on A380 and A350. The work they are putting into
China is both strategic because, as Iain said, China is
a significant market, and there is obviously a quid pro
quowhich has to go on in terms of if they are going to
be purchasing that number of aircraft then they
would expect some return in some form of work
which would go on there, but it is additional to what
is being done here in theUKand in Europe generally.

Q103 Mr Binley: This is only on RDAs, but I think
it is pretty important. Do you think the RDAs are
providing eVective and joined-up support—you
have touched on this, but I want an overview—for
the support for the aerospace industry and if the
answer is yes, then that is great and, if it is not, what
else should they be doing?
Mr Everitt: To answer this in a coherent sense, we
are an international industry, we have in the UK
developed national policies and national strategies
and most of that is being delivered on a regional
basis. That explanation already gives you an idea
that there is a co-ordination issue that does exist and
I think it would be fair to say that we have had to
work through a range of issues with RDAs on
getting a level of consistency and buy-in to those
national strategies. By and large, I think those
relationships are working well. We talked about
the national aerospace technology strategy, RDAs
have pooled together significant funding for that
programme so I think their level of commitment to
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the aerospace sector is absolute. I think there are still
issues in ensuring that we are doing things once and
we are doing it in a cost-eVective way and not
sometimes fighting against the bureaucracy that
exists just because they are diVerent organisations.

Q104 Mr Binley: If I said, “Come into the
department and do one thing”, it would be cut the
bureaucracy? You need relationships between the
private sector.
Mr Everitt: Yes, it is to make the co-ordination a
little smoother.
Mr Leather: It is getting the consistency of process,
so does not really matter if you are trying to apply in
the South West or in the North East, people would
understand what they have to do.

Q105 Chairman: The easiest way to get consistency
of purpose would be to deliver it out of 25 Victoria
Street and not worry about the RDAs.
Mr Janke: I do not think that is the case. Paul has
mentioned that we are a global business and we
are in the UK a pan-national business. However,
many of the companies, the suppliers that are
international, are generally the larger companies. If
you again go down into the supply chain a few levels,
you will find that companies are in one location and
if they are in a particular region they have particular
needs and their needs are well served by the regional
funding that can come in and be directed and
supported through the regional trade association. It
is a mix and the issue of co-ordination is being
addressed progressively. For example, we are
finding some of the technology programmes that

Iain mentioned are being funded by several RDAs
and are being co-ordinatedwhere they need to be co-
ordinated nationally in that way but, on the other
hand, there are specific issues around particular
suppliers and particular regions that you can also be
better served by the local RDA and the local trade
association.

Q106 Chairman: How many RDAs do you have to
deal with?
Mr Janke: Seven and the devolved administrations.
Mr Everitt: Three devolved administrations. We are
signing a thing in Northern Ireland now!

Q107 Chairman:We are doing that this afternoon.
Mr Everitt: That will be three. I think the other key
aspect—which is a benefit to the aerospace sector
and in particular related to DTI and control of
funding—is that we can say at the moment certainly
that there is obviously some uncertainty within the
DTI about what its future funding will be. The
RDAs have a little greater freedom in how they
spend theirmoneywhich doesmean to say that some
of the general governmental constraints which do
limit how DTI can operate are easier to deal with at
a regional level.
Chairman: Gentlemen, both you and Mr Gray have
given us very clear and helpful evidence today and
we are grateful for that. On reflection if either you or
he—I think he is still in the room—think of
something else you would like to have said, please
feel free to drop a note to us about whatever that is.
We will be reflecting on what you have told us and
putting your points to the DTI in some form at a
later date. Thank you very much indeed.
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Q107 Chairman:Minister, I have apologised to you
privately for keeping you waiting. We had some
private business we had to discuss before the session
and it overran. The discourtesy is unintentional and
I apologise for it very earnestly. Can I begin as I
always do by asking you to introduce your team?
Margaret Hodge: I will indeed.MarkRussell is from
our Shareholder Executive andMalcolm Scott looks
after the Aerospace Sector for us in the DTI.

Q108 Chairman: Thank you very much. I think it is
the first time you have come before us, is it not?
Margaret Hodge: It is.

Q109 Chairman: So welcome, Minister. Can I begin
with a general question? Back in February when we
had the announcement, despite the fact that it was
1,600 people losing their jobs there was general
welcome for it. There was a sense that it was quite
good news. Had the Government been expecting
something a great deal worse?
Margaret Hodge: The Government worked very
hard to get the satisfactory result that we did getwith
that announcement because it has assured theUKof
a solid and viable industrial footprint for the
aerospace industry and for Airbus with really
important capability, particularly around the
manufacture and technology in wings whichwewere
very anxious to secure. I am an eternal optimist,
Chairman, so I suppose right through all those
negotiations I was always optimistic that, given the
skill, expertise and tradition we had in wing
technology, we would secure what we all think is a
very satisfactory outcome.

Q110 Mr Hoyle: Minister, what role did the
Government play in agreeing the outcome of
Power8?
Margaret Hodge:We did not play a role in Power8.
That was based on internal discussions within
EADS and a perfectly proper set of commercial
decisions that they had to make to ensure continued
viability, given the problems they had and the very
traditional organisation they had. They had never
really, prior to Power8, seriously undertaken
integration of the national eVorts to see themselves
as a global company, and particularly the issues that
they confronted in relation to the financial situation
arising both out of the weakness of the dollar and the
delays in the A380 project.

Q111Mr Hoyle: Just so I have got it right, there was
no involvement whatsoever?
Margaret Hodge: I do not think we see that as an
issue for us.

Q112 Mr Hoyle: you do not see it as an issue for us
but can I just make sure I have got it right inmy own
mind, that there was no involvement by the
Government in any discussions on Power8?
Margaret Hodge: If you think of the decisions that
EADS took to cut their expenditure, to increase
their profitability and competitiveness, those were
issues for them. If you look at decisions aroundwork
share, which I do not entirely put into the Power8
formula, of course there was very strong
involvement by the UK Government in those
decisions. The actual internal decisions on how to
organise themselves, how to save costs, how to
introduce more streamlined and eYcient production
were down to them. The only bit which linked into
Power8 was, of course, that when they were looking
at rationalising their industrial infrastructure so that
they would have specialisation we argued very
strongly that the expertise in wing technology lay
here in the UK and that we wanted to become their
global centre on wing excellence, and we secured
that outcome so we were very pleased about that.

Q113 Mr Hoyle:Obviously, we have not got a stake
in the company and yet we know the French and
German Governments both have stakes in EADS.
Which levers do you think the UK Government has
over Airbus as opposed to the French and the
Germans?
Margaret Hodge: When the BAE shareholding in
Airbus was disposed of that weakened our
bargaining position, that is absolutely clear, and we
regretted that. However, I think both EADS and
Airbus recognise the importance of the UK, both
because of our experience and expertise and because
of our position as a customer in the civil and defence
aviation sectors, and therefore we were able to
negotiate that satisfactory outcome.

Q114 Mr Hoyle: In the case of BAE did the
Government support BAE in allowing it to go
ahead with the sale or did they actually say, “We
do not wish to see the sale proceed”?
Margaret Hodge: In the end it is a commercial
decision for BAE.
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Q115 Mr Hoyle: It is not quite, is it, because, in
fairness, if I am correct, we are still meant to hold
this golden share in the company because it was of
strategic interest to the UK? Our aircraft industry
is strategic, along with other industries, so we still
have this so-called golden share, so it is not quite,
“It is nothing to do with us guv; it is a private firm”.
No, it is a little bit more serious than that, so what
role did we play and what influence have we got?
Margaret Hodge: In the end the Government
decided that this was a commercial issue for BAE.
However, we do have an enormous interest in
ensuring both that the jobs are protected in the
aerospace industry and that the sector is
maintained here as a vibrant sector with a very
strong future. That is why we entered into
negotiations at a very early stage to secure a
number of undertakings from EADS as to the
position of Airbus once the sale of the BAE shares
went through. Those undertakings covered, for
example, transparency, a transfer of the
undertakings that BAE had previously had with
EADS, the development of a research and
development centre, the presence of a non-
executive director who was agreed with the UK
Government and consideration of listing of EADS
on the UK Stock Exchange. Those were the five
undertakings that we sought from EADS. Alistair
Darling had discussions with EADS last summer
where they were agreed. They have yet to be
implemented but that agreement in principle was
secured and we are progressing some of them more
quickly than others. The only one that probably I
should say to the Committee has not been taken
forward is the listing of EADS on the London
Stock Exchange. That was considered by the
company but rejected.

Q116 Mr Hoyle: Obviously, I have deep concern
that BAE sold part of its interest in this country to
invest in American jobs, and obviously I still do not
quite understand where we stand on the golden
share and what influence we could have used
against the company, but just moving on to the
next part, that threats of cancelling military
contracts were used by the Government in, for
example, saying, “Look: this Government has
heavily invested in A400M and without the
Government buying such numbers, this aircraft is
finished”, did that undermine EADS undertakings
to the UKGovernment and in the political pressure
that was being placed on Airbus do you think we
overplayed it or not play it enough, and is there any
value in what we did? I think there is great value
because we have kept the jobs in the UK, we have
kept the aircraft industry alive in the UK. I think
it is very successful but there are people who say
out there that we devalued the price of EADS. I do
not know whether you agree.
Margaret Hodge: We have a strategic relationship
with EADS and with Airbus here in the UK. That
goes right across Government and I think the
exercise of the negotiation around the work share
demonstrated how, if you really do work
collectively across government, you can secure an

outcome which I think is good for Britain; I agree
with you on that, and actually the outcome has
potential for huge growth in the UK aerospace
industry for Britain as well. I think there are all
sorts of elements in the package that was
announced which gives us hope for expansion. If I
can elaborate on one or two, I think the fact that
we have now got leadership on wing technology
puts us in a much more secure place than I felt
perhaps six or nine months ago when, if you looked
at the footprint around composite technology, we
were not very well placed. I think now we have the
opportunity to develop that very strongly to ensure
that in the next generation of the A320, which is
going to be the next issue that we have to confront,
we are well placed to secure a substantial amount
of the work in relation to that. That is one example.
The other example, which may be a bit strange to
you but I think is quite important, is that the fact
that EADS and therefore Airbus are going to
outsource 50% of their work actually provides
opportunity for the UK aerospace industry in two
ways. First of all, if there is to be a new presence
on the Filton site, they can not only do the work
for EADS and Airbus; they can also work for
Boeing, dare I say, or other airlines.

Q117 Mr Hoyle: Or nobody at all.
Margaret Hodge: No; they will. I have got a lot of
confidence in the British manufacturing industry.
The other aspect of it is, of course, that a lot of the
UK aerospace companies can themselves tender for
some of the work that will be outsourced globally
by EADS and Airbus.

Q118 Mr Hoyle: I think you would agree it is much
easier to get the work when you own the company.
Margaret Hodge: To be honest, I think this is an
opportunity for growth. I genuinely think that
because I think companies can diversify their
customer base. One of the interesting things is that
we were very worried about the impact the delay
of the A380 programme would have on the supply
base. The work that has been done by SBAC, and
I do not know whether you questioned them on this
when they appeared before you, demonstrates that
the delay has not caused huge problems for the
supply base and that is because of the diversity of
customers that they have.

Q119 Mr Hoyle: I think we can both agree there
was a lot of pressure put on Rolls-Royce and other
suppliers for the A380 because of the delays and we
ought to say it is not this country’s fault there are
delays; it is our EU colleagues that ought to hold
the blame and the flag of shame on that.
Margaret Hodge: I am not into allocating blame.
The point I am trying to make is that despite the
delay, which could have caused problems to a whole
range of companies in theUK, that has not occurred
and that is because we are competitive globally.
Mr Hoyle: I think our EU colleagues would blame
us if it had been our delay.
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Q120 Chairman: I do not recognise Mr Hoyle’s
description of the reasons for the delay; let me put it
like that. We will discuss that privately later. Can I
test you on this question of the undertakings before
I hand on to the next subject? You did put political
pressure on the company to secure a favourable
outcome. You have therefore done what you asked
EADS and Airbus not to do, not to take political
decisions but to take commercial decisions. You
have therefore broken your side of the bargain, have
you not?
Margaret Hodge: I think we have a strategic
relationship with EADS and Airbus and it is the job
of Government and ministers to ensure that we
protect and promote theUK interest in that strategic
relationship. That is the job we undertook. I think
we have been very successful in it, but in terms of
going back to the question that I was just asked: did
we interfere in the commercial decisions taken by
EADS which informed their Power8 programme,
no, because we think it is absolutely right that the
company itself should take those commercial
decisions. Of course we have got a strategic
relationship and, of course, if there is government
investment and government support that has to be
part of the equation in that strategic relationship.

Q121 Chairman: I think I take that as a yes but I am
not quite sure. I will read what you have said.
Margaret Hodge: I quarrel a little bit with the words
“political pressure”. I think it is absolutely
appropriate that Government in terms of the
industrial footprint, the jobs and the investment that
is put in from Government, has that relationship
with the company and clearly that means that you
negotiate with them.

Q122 Chairman: Roger Berry mouthed the word
“lobbying” at me. You lobbied pretty eVectively in
the UK courts.
Margaret Hodge: We argued very strongly for the
UK interest, of course.
Roger Berry: Quite right too.

Q123 Mr Wright: Minister, you mentioned earlier
about the work share and obviously the outcome
was good for Britain, but what specific criteria did
you use to define that successful outcome for theUK
in terms of the work share for the A350 XWB?
Margaret Hodge:We were always anxious to secure
a suYcient part of the wing development and
assembly which would give us a platform to ensure
both a proper work share of the A350 plane when
that comes on and the next generation of A320s, so
getting the rear spar, the front spar and the trailing
edge was really crucial to us. Securing for the UK
that we become the global wing centre of excellence
for both wing and pylons was absolutely brilliant,
because that means that much of the expertise rests
here, and of course we have the supervisory role of
ensuring all parts of wing production and
development and the integration of all those
processes are overseen by the UK, so it is a good
result.

Q124 Mr Wright:What you are saying then is that
what you went in to get you actually got?
Margaret Hodge:Yes, I think we did well. As for the
argument about the actual components that we were
interested in, clearly that developed through the
negotiation but the final package is good for the UK
and gives us a good platform from which to move
forward.

Q125 Mr Wright: In regard to the percentage, the
20% of the work share that we have got for the UK
from the company, how do we verify what they say
it actually is? How do we measure the 20%?
Margaret Hodge: I think it is in value. I am looking
at Malcolm.
Mr Scott: Yes.
Margaret Hodge: It is in value, but if you look at the
A380, we reckon we have got far more. We reckon
we have got 70%, is it?
Mr Scott: It is not 70%, no.
Margaret Hodge: We have got a much higher
percentage because we have got the Rolls Royce
engines, of course, the Trent 600 and 900, so that
gives us a much higher percentage on that one. It is
about 40% on that, but it is in value. I think, to be
fair, EADS have always said we would get 20% of
the work share.What we were anxious to ensure was
that it was not the work share of current models but
a basis which would ensure work share of proposed
and future models, and we have got to look at the
longer term. That is what we were really anxious to
do.

Q126MrWright:Youmentioned the factors thatwe
are at the top of wing technology, and we are always
saying that, but quite clearly a lot of the equipment
work went to Bremen in Germany. What case did
you make to Airbus for this wing equipping work
being allocated to the UK? Did you believe that the
economic rationale for it to go to Bremen was a
good one?
Margaret Hodge: This is why, when you asked me
did we get precisely the bits that we wanted, I said
there was a negotiation over what would be
manufactured and developed here in the UK. Just to
be clear onwing equipping, we do dowing equipping
here. We do it for the A320, the A400M and we are
doing it for the A380. What we are not going to be
doing it for is the A350. That was always going to be
located in Bremen. There was a discussion as to
whether that should be transferred to the UK and at
the end when they decided on work share they took
the decision in EADS to leave that in Bremen, so the
equipping is there but the overall supervision and
responsibility for wing development rests with us, so
whatever happens in Bremen we will have the
supervisory role around that work.

Q127 Mr Wright: What do you consider the
economic rationale was, bearing inmind that we had
done the wing equipping for previous models?
Surely it would have been an economic rationale for
that to be transferred here because we had the plant,
the skills and the manufacturing capabilities in
place?
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Margaret Hodge: Malcolm knows the detail on
that one.
Mr Scott: The only point I was going to make was
that in terms of doing wing equipping on existing
planes we do not actually do wing equipping on the
present A330 or A340, so in fact there is no
precedent in that sort of aircraft for us to do the wing
equipping.

Q128 Mr Wright: So that equipping is already done
in Bremen?
Mr Scott: The equipping on the A330 and the A340
is done in Bremen.We do the equipping on the A320
and the A380.

Q129 Mr Wright: So was that the economic
rationale for it to continue in Bremen rather than
being transferred into theUKwherewe already have
the technology?
Mr Scott: I am sure that was part of the rationale.

Q130 Mr Wright: And that would have been in the
whole package for the 20% as opposed to Germany
and France 35%, for instance?
Mr Scott: I believe so, yes, it would have been.

Q131Mr Hoyle: I thinkMr Scott would agree it is a
major blow to have lost this work back to Bremen
when we took it from them. It would have been
better to keep it in the UK. We can all agree on
that surely?
Margaret Hodge: We did not lose it. We never lost
it; we would have gained it.

Q132 Mr Hoyle: Let me put it the other way then.
We were already doing some work. Parts of the
original aircraft were done in Bremen. We then took
that work to the UK.
Margaret Hodge: No.

Q133 Mr Hoyle: So what you are saying is that we
have never done it?
Margaret Hodge: The wing equipping for those
models has been done in Bremen, but there was some
discussion during the negotiations as to whether that
should be transferred to the UK. At the end of the
day the decision was taken not to transfer it, but in
the context of the whole package we were content
with that.

Q134 Mr Hoyle: I am sorry; you may be content to
let work go abroad. I am not content and I do not
think it is good enough for the Minister to say she is
content. In fact, I find it a disastrous answer. Now
then, we will try again a little bit. I will say it slowly.
Some of the work was done in Bremen recently. For
future generation aircraft we took all the work. For
this next generation of aircraft some of that work is
going to be done in Bremen, so there is a loss to the
UK. If we had had all the work it would have been
more beneficial to the UK than splitting the work
between Bremen and the UK. I think we can all
agree on that.

Margaret Hodge: Hang on a minute because I just
want to get it clear.We do the wing equipping for the
A320, the A400M and the A380. We have never
done the wing equipping on the A330 family and the
A340 family, and the A350 wing equipping will
therefore be done in Bremen. Would it have been an
advantage to the UK to secure additional work?
Yes, of course it would, but in the context of the
package as a whole I think we got a fair allocation of
the work which gives us that security for a long term
future for the aerospace industry.

Q135 Mr Wright: Coming back to my original
question about the criteria that were laid down, as I
understand it there was speculation before the
Power8 discussions that we would seek to get the
wing equipping transferred over here. Is that
correct?
Margaret Hodge: Yes, that was part of the
negotiations.

Q136 Mr Wright: And we failed to get that because
of the 20%?
Margaret Hodge: But we got the rear spar and the
front spar and the trailing edge, so I think we did
fine.

Q137 Chairman: And composite technology in
particular?
Margaret Hodge: And composite technology.

Q138 Mr Binley:Minister, do you intend to provide
Launch Aid support for the A350 XWB?
Margaret Hodge: We are clearly in discussion with
EADS and Airbus on the sort of support that might
be required with developing the new model.

Q139 Mr Binley:Minister, the question was, do you
intend? I recognise you are in the discussions but is
it your intention to provide Launch Aid support for
the A350?
Margaret Hodge: I am sorry. I do not think I can tell
you more, with the greatest respect, than I have said
in that statement. We are in negotiation and
discussion. We have a good record of supporting
Airbus in the development of all its new models. We
have put £1.2 billion of Launch Aid in and secured
a return so far of £1.3 billion for that £1.2 billion
investment, and we are in discussion with Airbus, as
are the other countries, around what further support
they require.

Q140 Mr Binley: Let me put my question a slightly
diVerent way. You are in discussions. You are either
in discussions because you want to do something or
you are in discussions because you want to stop
something. Is the emphasis on the former or the
latter? Are Airbus pressing you to put money in or
are you intending to put money in in a more
positive manner?
Margaret Hodge: We want to support the
continuation of Airbus within the UK, so we are
just engaged in negotiations. I am sorry I cannot be
more specific to you, but clearly that would be
inappropriate at this delicate time.
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Mr Binley: I understand the necessity for retaining
commercial information which you would not want
to give out. My concern, however, lies with the
willingness of this Government to support this
industry in the most positive way possible.
Roger Berry: I have just recalled who had opposed
Launch Aid in the past.
Mr Binley: I understand that.
Chairman: We are a Committee, Minister, of
independent-minded people.

Q141 Mr Binley: What I am trying to find out is
whether there are any Treasury restraints on you or
whether the only money you have available to you is
the money within the DTI budget.
Margaret Hodge: We have in principle expressed
pretty positively our support for the development of
the A350 wide-bodied aircraft. We have not yet, it
may surprise you to hear, had a specific request from
EADS around the new model but we are in
discussion with them. The only other thing to say to
you, as I am sure the Committee is well aware, is that
we have to be very conscious of the WTO rules and
constraints in the support we choose to give to the
development of this new model.

Q142 Mr Binley: I am trying to get a little bit more
from you just one more time. If money was required
and you thought it was right to put it there would
you handle that from your own budget or are the
Treasury willing to support this as well?
Margaret Hodge: These again would have to be
discussions across Government. What we have
demonstrated, I think, in these negotiations with
EADS is how very well we do co-operate across
Government.

Q143 Mr Binley: I do accept your role and I do
accept your wish to enhance British industry; it
would be foolish not to do so, so I am not coming
from that point of view. My concern is whether the
money would be there if you wanted to do it and in
the way you wanted to do it or whether the Treasury
might put a stop to it. I have not been able to find
that out from you. Can I go on to what sort of
mechanism you would wish to see instead of Launch
Aid on the basis that Airbus itself, I think, wants the
money put at theR&T end of the process rather than
in the later stages?
Margaret Hodge:Weare discussing awhole range of
options in the way in which one could possibly
provide support, and I think probably Mark, who is
leading on that, might be the best person to answer
it.
Mr Russell: I think it is fair to say that Airbus have
been through a great deal over the last few months
and the future financing of Airbus has not been top
of their agenda. Power8 and management changes
have been really what have been using management
time. There is no doubt, if you look out on the
financing of Airbus, that there will come a point
where they will need to raise additional capital. They
have not yet provided us with detailed forecasts so
we do not precisely know, but in terms of analysts’
reviews of the business it is pretty clear that they will

need some sort of support. It is not clear whether
they may not just be able to raise that money from
shareholders and the capital markets. I think at the
moment they are going through precisely that
process of trying to understand whether they can
finance it themselves. If they conclude that they
cannot then I think they will probably have a fuller
conversationwith the governments. They havemade
it very clear that the one form of support they would
like is R&T support.

Q144 Chairman:Which we will be asking you about
in some detail later, of course.
Mr Russell:Yes, of course. In terms of other sorts of
support, such as launch investment or something
equivalent to launch investment, given the WTO
issues, so far they have been non-specific.
Mr Binley: I think that is a nil-nil draw, Chairman.

Q145 Chairman: This is, of course, a revised A350.
Was there an approach for Launch Aid for the
original version of the A350?
Margaret Hodge: You are going back quite a long
way.
Chairman: Do not worry. I think Mr Russell’s
answer is helpful.

Q146 Roger Berry: Minister, my constituents do
work at Filton and know those who supported
launch investment and those who voted against it on
a regular basis, but despite the outcome of the recent
negotiations being far better than their worst
fears there are obviously still uncertainties that
understandably those who work at Filton face. My
first question is in relation to the decision of Airbus
to seek what they call an industrial partner for
Filton. Did the Government support that decision?
Margaret Hodge: Again, I have to say the
Government had no role in that decision. Our role
has really been to ensure that once the decision has
been taken we facilitate where possible discussions
with a whole range of potential partners so that we
secure, again, the long term footprint and that will
be incredibly important for the composite
technology in particular.

Q147 Roger Berry: There clearly was not an agreed
understanding on the basis of what you have just
said, but was there some understanding that an
industrial partnerwouldmean a 50% stake in the site
or a 70% stake in the site, or was there any
understanding about the extent of the involvement
of the industrial partner?
Margaret Hodge:No. Therewas no discussion. That
was a decision taken by EADS as part of the Power8
deliberations, I suppose.

Q148 Roger Berry:What role is Government taking
in helping to find a partner or partners?
Margaret Hodge: I do not thinkwe have to look very
far to find the sort of people who are likely to be in
the market who could be potential partners. Again,
there are direct discussions at an early stage taking
place between EADS and a number of potential
partners. We stand ready to enter into discussions
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with whoever is successful in securing future activity
on that site to see how and whether we can support
them in that, but we are not at the negotiating table,
if that is what you are asking me.

Q149 Roger Berry: In part I am, yes, because in the
Department’s submission to the Committee, for
example, we are told that the UK Government is
actively engaged at ministerial and oYcial level with
Airbus and EADS. I think we are all in a sense trying
to get to grips with how detailed that involvement is.
I used the word “lobbying” earlier, completely out
of order.
Margaret Hodge: I used the word “negotiation”.

Q150 Roger Berry: Exactly. We all know what we
are talking about. Obviously, the question of the
industrial partner is critical to Filton and, of course,
as we all hope, will be incredibly successful for
Filton, but can I ask one further question in relation
to the partner? Do you have a view about whether
you prefer that partner to be a UK company or a
non-UK company?
Margaret Hodge: Again, I do not have a view on
that. I strongly want a partner to be established
quickly and I believe that provides further
opportunities for the aerospace industry in the UK,
both around developing a real expertise around
composite technology for the aerospace industry,
and, hopefully, securing business from other people.
My interest is in ensuring we have got somebody
located there who will want to stay there and who
will use that site to ensure that we really do develop
the expertise that exists elsewhere around the
composite technology of aerospace.

Q151 Roger Berry: Despite the understandable self-
confidence of those who work on the Filton site
because of its great success, clearly talk of a partner
raises the issue about future job prospects at the
Filton site, and I wonder if you have any comment
that you could make on that understandable
concern.
Margaret Hodge: Of course, I understand the
concern completely, and uncertainty for anybody
who is working on that site is incredibly diYcult
and unsettling, which is why securing a fast
determination of those negotiations and securing a
partner as quickly as possible I think is in
everybody’s interests. I am an optimist.

Q152 Roger Berry: So am I.
Margaret Hodge: My own view is that once that
partner has been secured the future for the
workforce in Filton is very positive, if we get it right
on the composite technology and if they use the
opportunity of that expertise to secure more
customers.

Q153 Mr Hoyle: On composite technology, were
you looking to support Filton or to support the
north west?
Margaret Hodge: We are looking to support
composite technology across the UK.

Q154 Mr Hoyle: So you would have two plants?
Margaret Hodge: Hang on a minute. We already
have four regional centres that are developing what
I call our knowledge transfer networks, developing
composite technology. One is withGKN, one is with
Bombardier, one is with Airbus. I do not know who
the fourth is with and I cannot remember, but there
are four of them. We want to see that technology
exploited by all players who have an industrial base
in the UK. We want to develop in particular wing
technology and the use of composites in wing
technology.We want to ensure that we are the world
leaders there. Spirit is the other one, I have just
been told.
Mr Hoyle: I will take that as a non-answer.

Q155 Judy Mallaber: Are you working with the
company tomanage the process of implementing the
1,600 redundancies and helping people to get new
jobs?
Margaret Hodge: Again, we stand ready. The early
discussions that I have had with Ian Gray—he gave
evidence here to your Committee—is that half of
those will come from the supply chain and half will
come from administrative jobs within the Airbus
organisation itself. I think there will be a four-year
time frame in which to achieve the staV reduction
and Airbus are hoping to do it without any
compulsory redundancies, but we have a well-tried
mechanism which brings together the RDAs,
Jobcentre Plus, the Learning and Skills Council and
local authorities to ensure that if there are
substantial job losses we take every action we can to
secure a future for the individuals aVected.

Q156 Judy Mallaber: So there would be a
programme set up specifically for the company if
necessary?
Margaret Hodge: If it is necessary, but the way in
which Iain Gray has so far described the process of
reduction, I am not sure that there will be the sort of
MG Rover-type situation or the Peugeot-type
situation where we brought those parts of the public
service together to try and support individuals
aVected by sudden redundancies in a large-scale
redundancy situation.

Q157 Judy Mallaber: Is that because you are
assuming it will be a more gradual process?
Margaret Hodge: I am assuming there will not be
any compulsory redundancies. There is a four-year
period over which to do it and nothing that Iain
Gray has said to me so far demonstrates that there
will be the sort of impact that warrants the bringing
together of that team.

Q158 Judy Mallaber: You did talk earlier about the
diVerent pressures in relation to the supply chain,
and I think you said that with outsourcing of 50%
thatmeant newopportunities, and you have touched
on that in your written evidence, but also, obviously,
the potential for the redundancies gives a potential
for further job losses in the supply chain as well.



3695321002 Page Type [O] 23-07-07 08:17:24 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 25

24 April 2007 DTI

Have you done a specific analysis within the
Department of the likely impact of the restructuring
on the supply chain?
Margaret Hodge: We work very closely through
SBAC who lead on the work around the supply
chain and the DTI have supported SBAC in a
specific piece of work around strengthening the
supply chain so that it becomes more eYcient and
competitive over the longer term. I do not share
some of the pessimism that has been expressed by
one or two members of the Committee. I think there
are opportunities for new industrial growth in the
area and in the sector, and therefore what we are
working to do, and we have put £3 million from the
DTI into what we have called Supply Chain 2100 or
something like that, is put money in to support
the supply chain in ensuring lean manufacturing
systems and greater eYciency and better
productivity, and I think they seem very positive.
The future does look rosy for the aerospace industry.

Q159 JudyMallaber: So your expectation is that this
country could snatch up quite a lot of the work from
outsourcing and new development?
Margaret Hodge: Yes. We are coming to R&T in a
minute and yes, if we get all those ingredients right,
and if we focus on the skills—andwe have just set up
the National Skills Academy of Manufacturing
where the aerospace industry is taking a leading role,
also in the regional structure that we have got there,
and Iain Gray chairs the one in his region, for
example,—I think we have all the potential to really
exploit the huge opportunities that there are in the
future. We have to keep working at it and keep
investing in the right things, but yes, I feel pretty
confident.

Q160 Chairman: Thank you for that. I think it is
inevitable that when a select committee has a
minister in front of it it probes and does not sit back
and congratulate, but I think it is right to record that
we do understand that it was a very good outcome
in securing this technology for the UK.
Margaret Hodge: Thank you.

Q161 Chairman: Just because we ask questions
about the more diYcult things does not mean we do
not recognise that that is the case. In that respect,
can I ask you briefly about what your understanding
is about the implications of the UK now being a
trans-national centre of excellence for the wing and
pylon aspects of Airbus? How do you think these
four new centres of excellence will operate in
comparison with the old eight-centre approach they
had before and what kind of advantage will that
bring to the UK?
Margaret Hodge: It brings us the advantage of
leadership really.

Q162 Chairman: What has changed to your
understanding?
Margaret Hodge: I think what EADS is finally
doing, and one could have argued that they should
have done it before, is really integrating the national
companies into a global entity. This is the beginning

of that integration. We have secured a key part
which is going to be really important in the future in
terms of aerodynamics and in terms of weight and in
terms of fuel eYciency, if we can get it all right. We
can now lead on the innovation and technological
developments around wings and we will be
responsible for ensuring that all parts of the EADS
empire or the Airbus empire that deliver production
of parts of the wing work well together. It is really
good news. I think we have secured one of the better
parts of developing and building an aeroplane and
we are delighted. I do not know if there is anything,
Malcolm, you want to add to that.
Mr Scott: No. That is about the size of it.

Q163 Chairman: The change that was made should
have beenmade sooner and it has worked out for us?
Margaret Hodge: I think what the current
management of EADS has done is finally grasp the
nettle in turning themselves into something which is
commercially viable and can build on the really good
record they had of building their market share but
also secure the future for the European aerospace
industry. I think it has been an important set of
new policies.
Chairman: Your powers of clairvoyance are
absolutely right.We do nowwant to turn to research
and technology.

Q164 Mark Hunter: As you say, there have been a
number of references so far to the thorny issue of
research and technology support for aerospace. We
are, of course, aware of the new initiatives to support
the aerospace sector, including things like the
integrated wing programme which we have heard
about and the national composites network funding
as well. However, despite that, the sector is still well
below the £70 million per year recommended in the
National Aerospace Technology Strategy, and
according to the figures supplied to us by the DTI,
in the current five-year period there was £2 million
allocated in 2005–06, £10 million in the current year
2006–07, £14 million in 2007–08, £12 million in
2008–09, and it drops back to £4 million in 2009–10.
That is a total of £42 million over the five-year
period when the National Aerospace Technology
Strategy suggests it needs £70 million per annum.
Is it your view that the National Aerospace
Technology Strategy was just wildly optimistic or
plain wrong, or is there some other reason for the
apparent under-funding, given what they say they
need?
Margaret Hodge: The figures to which you have
referred are specific Airbus figures. Airbus originally
had about £2 million a year. They are now at about
£14 million a year, so that is a pretty extensive
increase. If you then look at the aerospace industry
as a whole, before we embarked on the technology
strategy the aerospace industry was getting about
£20 million a year direct from Government into
R&T. That has now doubled to £40 million a year.I
am very comfortable and, indeed, proud of the
record that the Government has had in increasing its
investment in this absolutely vital sector. If you look
at our technology programme, for example, which
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we have had going now for two and a half years and
where we have spent over the last two and a half
years something just under £400million, a quarter of
that has gone to the aerospace sector, so I think that
is a record of which we can be proud. Should we be
spending more on R&T? The answer always has to
be, “I wish we had more to spend”. Of course, this is
absolutely vital to the future health andwell-being of
the sector, we recognise that, they recognise that,
you recognise that and, as we can aVord to spend
more, I would always prioritise this area above all
others. We have not got to the £70 million that was
the “ask” in the National Air Technology Strategy
document but we have managed to double spending
and we are working to do better. Let me give you
some examples of where we are working to do better.
The RDAs are increasingly—

Q165 Mark Hunter: I was going to come on to
those later.
Margaret Hodge: I will come back to it then, because
the RDAs are increasingly understanding the
importance of the aerospace sector. They have a
budget of—I am going to get the figure wrong—
£1.3 billion a year, or is it 2.3? God, is that not awful,
I cannot remember now. I have gone blank on it.
Chairman:What is the odd billion between friends?

Q166 Mr Binley: It is 2.4.
Margaret Hodge: It is £2.3 billion a year. Compare
that with £370 million which is the technology
strategy programme of the DTI and you can see the
important role that theRDAs can, are and should be
playing in investing in research and development.
Also there was a bit of a hiccup in the “asks” when
we put out for a competition for the technology
strategy which we do twice a year. I think the
previous “ask” did not reflect the demands of the
aerospace industry, particularly in developing the
expertise around composite technology and turning
that into a manufacturing process. An “ask” that we
put out at the beginning of April does and has got
about three or four elements in it which will enable
us to ensure that we can fund this important area of
work and, indeed, we are in discussions with Airbus
and partners around a very big programme
specifically focused on the manufacture of
composite-based wing components, that
technology. Amixture of the industry, Government,
the RDAs and Europe I hope will see the launch of a
very substantial programme in the next few months.

Q167 Mark Hunter: I am sure you will understand
the Committee is not trying to refute the fact that
there has been considerable Government assistance
in some areas on this project. I am simply pointing
out thatNATS themselves talked about needing, not
wishing for or ideally, £70millionwhereas according
to our figures—and I do not think you have
challenged them—the DTI are saying they gave
£2 million last year in this specific area.

Margaret Hodge: I am challenging them.

Q168 Mark Hunter: You are?
Margaret Hodge: The NATS figure was for the
aerospace industry as a whole; the figure you are
quoting is an Airbus figure.
Mark Hunter: Right, but that is what we are talking
about specifically.

Q169 Chairman: Having re-read the evidence, I
understand the point you are making. I did not fully
understand the DTI memorandum.
Margaret Hodge: Sorry. I have a very helpful table
here which we can let you have on all the R&T
funding that has gone in both to Airbus and the
aerospace industry as a whole.

Q170Mark Hunter:Does your figure cover military
expenditure as well?
Margaret Hodge:Actually it does not, so you would
add that in as well. You are quite right, that is an
additional figure. I can certainly let you have this one
pretty rapidly. If you want us to add in the defence
investment that would take—

Q171 Mark Hunter: I think it would be helpful,
Minister. I am very grateful for that. The gist of my
point is simply there would appear to be on the face
of it a considerable disparity on what NATS are
saying they need and what the Government at this
stage feels able to support. You are suggesting, I
think, perhaps that disparity is not as great as the
figures I have in front of me would suggest. I am sure
we can get to the bottom of that and I am prepared
to leave that point on the table and we will no doubt
look at the figures as you supply them to us. Could
I come on to the type of support then, please, as a
follow-up. A lot of the R&T support has been ad hoc
that has been allocated of late for specific
programmes and this, of course, has led to some
criticism from the industry itself; you might say you
would be surprised if it did not. Are you satisfied, as
the minister responsible, that the right type of
support is being made here?
Margaret Hodge:To be absolutely honest, I am a bit
unclear as to where you think it has been wrong. I
think the support that we have given has been really
in line with the technology strategy.

Q172 Mark Hunter: It is not that I think it has been
wrong, I am saying that it has come in for some
criticism from the industry.
Margaret Hodge: The only criticism I meet from the
industry often and they always argue for is more
money—surprise, surprise—but I have not had a
criticism from them as to the nature of the
investment so unless you can clarify that—
Mark Hunter: SBAC.

Q173 Chairman: I am trying to recall the oral
evidence they gave us when they came before us, but
they made this point very clearly during their oral
evidence with us.
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Margaret Hodge: I think the only criticism we have
had is that the previous competition on the
technology strategy did not have the categories
which enabled—

Q174 Chairman: That is it.
Margaret Hodge: Yes, I accept that criticism, we
have put that right in this current competition. We
have got £40 million now in advanced technology—
I have just found my note here—£15 million for
lightweight materials and £8 million for information
communication technology, all of which are relevant
to aerospace. There was not a good category for the
aerospace sector in the last competition.

Q175 Mark Hunter: That concern has been
addressed as far as you are concerned?
Margaret Hodge:Yes, and more than that because I
think the work we have done, not just with the
technology strategy, but with the RDAs is giving
again a more optimistic future; it is never enough,
they will always argue for more. I think this very
large programme that we are developing as well with
Airbus and partners will be really critical in our
developing that necessary expertise to maintain the
advantage in wing technology.
Chairman: It may be helpful, Minister, if we got our
oYcials to talk to each other to clarify exactly what
the evidence said to make sure that your answer has
fully addressed the criticism. I think it has and I
think I welcome what you have said, but I would like
to make sure we have got that right and perhaps get
further written clarification if that is appropriate.

Q176 Mark Hunter: Could I ask you to say a few
words about how R&T support for aerospace in the
UK diVers from that of our European counterparts?
Margaret Hodge: I am asked that question quite
often. It is undoubtedly the case that Boeing gets
very much more substantial support from the
American Government in one guise or another than
we are able to give under current WTO rules.

Q177 Mark Hunter: I am talking about Europe
specifically, Minister.
Margaret Hodge: Europe, I think, is more complex.
The figures that I have looked at in Europe suggest,
for example, the Germans are putting in about ƒ60
million into R&T for aerospace, that is not
dissimilar to the figure we are putting in. The
French, equally, have a figure that they put in
through the department of transport of about ƒ60
million, they then have another bigƒ2 billion budget
which they use for various integrated projects and it
is a bit unclear where that goes, so I do not think we
are verymuch out of line withEurope. I do recognise
that we are out of line with our American
competitors and, again, looking to the immediate
future, so this is not down the line, I think the current
technology strategy round and the programme that
we are discussing with Airbus, which will be funded
in this tripartite way between the industry, ourselves
and the RDAs, will place us well in the league table
on investment in R&T.

Q178MarkHunter:Thank you for that answer. Can
I finally turn to the question about the RDAs that
you referred to a moment or two ago. Is it your view
that the RDAs provide eVective and joined-up
support for the aerospace industry, or do you think
there is scope for improvement? If you do, perhaps
you could tell us a little bit more about the kinds of
things you think that the RDAs ought to be doing
that they are not currently doing.
Margaret Hodge: I have been at two meetings
recently where the RDAs have been present and
where they have described and set out the changes
they are making, so that they provide a much better
joined-up approach to the large industries like
aerospace. I hope that the work they are doing in
aerospace will provide amodel for other sectors who
find it extremely diYcult to deal with separate
RDAs. They have not done it particularly well in the
past, it has provided diYculties for this sector and
other sectors, but they are now looking at a common
application form, common monitoring systems and
a uniform contract, so you sign one contract. I think
those three changes have been welcomed by the
aerospace industry, will make life much easier for
them and will enable us to take advantage of the
£2.3 billion and ensure that it is invested in those
sectors which provide for UK growth and
prosperity. It has got better.

Q179 Mark Hunter: You have detailed three
specific things that are improving. Are there any
other specific initiatives from the Government’s
perspective that you would like to see RDAs taking,
where you think they could improve their act?
Margaret Hodge: I am working with the RDAs to
try to improve the way in which they collectively
relate to sectors across the UK economy. I think
it is one of the challenges we need to get right and
it is a diYcult tension between devolution,
decentralisation and coherence facing outwards
towards industry.

Q180 Mr Binley: Can I pursue this question of
RDAs because you know the audit report of 2006
was pretty damning about the way they worked and
you are right it is a £2.4 billion budget this year. They
were especially damning about the assessment
process, the monitoring of their eVectiveness.
Margaret Hodge: Of the RDAs?

Q181Mr Binley:Yes, of the RDAs and whilst I take
what you say about there was a need to improve
dramatically the way theywork, particularly in some
areas it was very patchy, I wonder what you have
done as a minister to ensure that you are assessing
and monitoring their work on a regular basis
because that was a major criticism.
Margaret Hodge: It is not entirely within the remit
of this inquiry.

Q182 Mr Binley: Of course not. With respect,
Minister, you said that aerospace would lead the
RDAs in this respect so I am following on from that
comment.
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Margaret Hodge: I agree with the general point that
you are making that we have to improve the way in
which we ensure that the RDAs for their £2.4 billion
expenditure are providing added value and I am
working very, very closely with them on this
particular issue as well.

Q183Mr Binley:Minister, I do not wish to push you
anymore other than to say, would you be kind
enough and let us know what monitoring and
assessing processes you will put in place, that would
help us enormously.
Margaret Hodge:What I can assure you of is as we
emerge to the Comprehensive Spending Review
settlement and the review of sub national regional
structures, you will see in those documents that
emerge I hope an improvement in monitoring the
eVectiveness of the RDAs that will emerge when the
CSR come out.

Q184 Mr Binley: You have nothing you can let us
have at the moment?
Margaret Hodge: I think it is best to leave it until
that point, but it will be in the public domain.

Q185 Mr Hoyle: Just a quick question, obviously
welcoming the investment that is going into research
and technology, in the case, if we took it on aero-
engines Rolls-Royce that if you invest in a military
engine there is technology transfer that can go into
civils, what can we do now that there has been the
break up between civils andmilitary? How dowe get
that technology transfer that the Government is
investing between the two in order to support British
jobs and get the best value?
Margaret Hodge: I think that is a really good point.
Again, what we demonstrated over the negotiation
over the work share for Airbus is that we are getting
better at working across Government. I work really
closely with Paul Drayson on many of these issues
and on the defence technology strategy ensuring that
that is coherent and links into the rest of the
technology strategy. That is a current piece of work
we are doing, we are trying to make sure that it does
make sense and it complements and strengthens and
creates a whole which is more than the sum of its
parts, so I take that point entirely and all I can tell
you is that we are addressing that as we speak.

Q186MrHoyle:You still hope there will be transfer
of that technology from military to civils, even
though they are under diVerent ownerships?
Margaret Hodge: Of course.

Q187 Chairman: It is a very important point,
Minister, because as wemove on to theWorld Trade
Organisation and the Samaritan’s questions we have
had some very interesting evidence indeed from
Professor Philip Lawrence about support in the
United States of America for aviation aerospace. He
makes the point that, and I am quoting from his
evidence, “The critical capability that Boeing is
using in carbon composites was done in the 1980s
when Boeing was a sub-contractor on the Northrop

Grumman B-2 Bomber project” so it is a really
central point and on that note I will move on to
Mr Marris.
Margaret Hodge: I completely take it.

Q188 Rob Marris:What is your assessment of how
much direct and indirect public subsidy Boeing gets?
Margaret Hodge: Golly!

Q189 Rob Marris: We have had some figures from
Professor Lawrence to which the Chairman
adverted but I wondered what your Department’s
assessment was, in a sense, what we are up against?
Margaret Hodge:The only figure I have got—we are
struggling on this one—is $17 billion over 20 years
in R&T, and I do not know where we got that
comparative data.
Rob Marris: Which 20 years? Is that past, present,
future or what?

Q190 Mr Binley: It is the Ministry of Defence, is it
not?
Mr Scott: The source of this information is from the
EU’s case against the US in theWTO at the moment
where that is the sort of magnitude of support that
is beingmentioned in that context as our case against
the US.

Q191 Rob Marris: How much direct and indirect
public subsidies does Airbus get? Minister, I think
you mentioned in response to Brian Binley
something like £1.2 billion spent by the
Government—
Margaret Hodge: That was launch investment.

Q192 Rob Marris:—for which we received back
£1.3 billion, I think were the figures that you gave
him.Wehave also been talking about launch aid and
R&T support and so on and of course there are the
other partner countries who are involved, you
mentioned Germany, et cetera. If we are talking
about $17 billion for Boeing, what sort of figures, if
any, are we talking about of direct and indirect
public subsidy for Airbus?
Margaret Hodge: I do not think I can give it to you
if I am honest. The £1.2 billion was launch
investment. We also put considerable money into
R&T, I do not knowwhether we have had any SFIE
projects that have gone through Airbus. Can I go
away and think about it and then write to you?

Q193 Chairman:Can I suggest perhaps you draw on
Boeing’s case against Airbus for that bit of evidence
and Airbus’s case against Boeing for the other side
of the argument.
Margaret Hodge:We can have a stab at that and we
will write to the Committee on it. When we look at
the support we give any industry it is a package.
There will be money through state funding, launch
investment, R&T and skills and training, there may
be money through the local authorities and RDAs,
you tend to put a package of measures together.
Whether we can compile that in relation to Airbus,
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I am a bit uncertain, but I will have a go and if we
cannot, I will write and tell you the best information
we have.

Q194 Rob Marris: You have got a figure, and I am
not trying to hold you to it but it has sprung to your
mind if I can put it that way, of $17 billion over 20
years for Boeing from the WTO case. Presumably
the figures have been compiled for submissions to
the WTO on behalf of Airbus, have they not, even
though I appreciate youmight not have those figures
with you?
Margaret Hodge: The figure that we have been given
is the US claim, so presumably their submission is
that we have given 15 billion since the 1970s.

Q195 Chairman: 15 billion?
Margaret Hodge: Dollars, across Europe since the
1970s, that is the US claim.

Q196 Rob Marris: In a 30-year period roughly?
Margaret Hodge: That is in a 30-year period.

Q197 Rob Marris: You are a minister in the
Department of Trade and Industry. My
understanding is that this disagreement, shall we
say, between Airbus and Boeing was referred to the
World Trade Organisation in the summer of 2004,
that is almost three years ago. Why on earth is it
taking so long, and what is the current state of play
on that? It sounds pretty ineVective if the WTO
cannot deal with it in three years.
Mr Scott: I think in a way the answer is very simple,
it is just an extremely complex case. Of course, there
are two cases, the US case against Europe and the
case brought by the EUagainst theUS in return, and
both of them are extremely large and complex. I
have heard it said that each case individually is larger
than any other case which the WTO has taken,
although I am not quite sure how that is measured.
The WTO is dealing with a very large and complex
issue and it needs to bring these two cases together
and deal with them in tandem at some point down
the line. There has been a lot of time spent on
gathering the cases and allowing both sides to
prepare their representations. Choosing the panels
has not been straightforward either, as you can
imagine. It is desirable to have some sort of expertise
of these issues but not from either the EU or the US
and there are not very many people around the
world in that position. Virtually every single step of
the process has been complicated and I suspect that
pattern will continue.
Margaret Hodge: The only other thing I would add
to it is, certainly in the time that I have had some
dealings with this, we have constantly been trying to
settle this outside litigation and I think there have
been attempts, certainly at the EU level, to prevent
this reaching the courts.

Q198 Rob Marris: Presumably this case is hanging
over those who are employed by Airbus and Boeing
in their respective supply chains. When do you
anticipate that this case is going to be concluded?

Margaret Hodge: I am not sure I would agree with
you that it is in any way inhibiting the progress we
are making with Airbus. Mark Russell said to you
that we arewaiting to seewhether or not any support
is required for the development of the A350 extra
wide body model. There are a range of options
around which are WTO-compliant and would not
cause any diYculty which we can investigate and
explore with Airbus and the institutions if necessary.
Clearly, we want it out of the way and we would like
the sort of rules settled, but I am not sure I would
agree that it is inhibiting developments.

Q199 Rob Marris: The anticipated conclusion date,
another three years, another six years?
Margaret Hodge: I saw some figure the other day;
no, I think it is a year or two down the line because
we have also now to ensure that the case the EU is
taking against Boeing comes in at the same time as
the case the US Government is taking against
Airbus, and the case against Boeing is behind the
case against Airbus, so we have got to bring those
two together. I think I saw a year or two down the
line, is that right?
Mr Scott: The US case against the EU is more
advanced in terms of process. At the earliest, the
panel there might make a report in October.

Q200 Rob Marris: October of this year?
Mr Scott: Yes, but we think that is optimistic.
Margaret Hodge: I think that it will fall into next
year.
Mr Scott: The EU case against the US is less
advanced and our anticipation is theWTOwill want
to take these things, as the Minister says, in tandem
so they are co-ordinated. That will move things to
the right inevitably.

Q201 Rob Marris: Why is the EU case against
Boeing less advanced? These allegations have been
floating around for years about subsidies in respect
of aerospace, have they not?
Margaret Hodge: Absolutely. I think we are down
there because we were trying to settle this outside the
courts and when it became clear that the Americans
wanted to pursue what they saw as unfair subsidy to
Airbus our arguments that both countries in their
way support their national aerospace sectors had to
then be pursued formally.

Q202 Chairman: Could I just check whether the
European case against Boeing takes full account of
all the subsidies being paid. We have had very
interesting evidence which is one of the most
interesting papers I have seen for a long time.
Professor Lawrence talks about, for example, the tax
break given by the State of Washington to keep
manufacturing on the West Coast of the States and
talks about the fact that 35% of the project is
Japanese, the Japanese Government is coughing up
large sums of money for the 787. In fact, Europe
does not speak with one voice because the Italians
are also in the game because they are part of the 787
project and they are giving money to support the
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Boeing project too. It really is quite a tangled web
there and we need to be pretty strong in making
the case.
Margaret Hodge: The EU is leading on this.

Q203 Chairman: The Italians are taking a backseat,
are they?
Margaret Hodge: I do not know what the Italians
are doing there.

Q204 Rob Marris: They are going in the other
direction.
Margaret Hodge: The indirect subsidy from the
Japanese is a point well made, and I can only
assume, but cannot confirm, that the EU have these
arguments well rehearsed. No doubt I will look at
that evidence you have had and we will make sure
that the Commission get a hold of it too.

Q205 Chairman: Mr Scott, it looks as though you
want to add something?
Mr Scott:Wewere talking about the $17 billion and
that is just the R&T support mainly from NASA,
but the EU certainly takes account of other forms of
support, such as the State of Kansas support and
State of Washington support, and it is quite a
complex case. I am not aware they have taken the
Japanese side into account because, of course, there
is amajor tactical question aboutwhether or not you
want to involve another major nation in the WTO.

Q206 Chairman: It is quite important in terms of the
marketability of the 787 because it makes it cheaper
to sell and, therefore, its competition more eVective
against Airbus, so the US$1.6 billion which has
come from Japan for that project so it does make the
aircraft cheaper. It is material for Airbus’s own
prosperity, I would have thought. Anyhow, we will
move finally to much more political questions,
Minister. There is a vacancy going at present
because President Chirac has always described
himself as “Airbus’s number one salesman”, and he
steps down from the post quite soon. “Would you
buy a used aircraft from President Chirac?”,
someone says! Are you applying for the job of being
Airbus’s number one salesman? The serious point is
we have heard criticism that the British Government
has not been as good as the French Government in
promoting Airbus.
Margaret Hodge: I take exception to that, I think we
do promote Airbus, and I do it pretty consistently, I
do it together with my European colleagues. I had
the privilege of having a flight on the A380, going
into the cockpit and having a go at that, which was
good fun, and we do all we can, whether it is at the
air shows or supporting Airbus in relation to their
clients. We are a very strong supporter on finance
through financial mechanisms, I think we play our
strong role. We do not have the ownership that the
FrenchGovernment does and that might be the only
area where a little bit of politics is being played with
that issue over the last few months in France.

Chairman: We always felt Concorde was solely a
French project when they had Concorde, I
remember RPR used to use them in their advertising
campaign.

Q207Mr Hoyle:Obviously we are not going to have
Blair 1 flying around the world, but when we lease
aircraft would it not makemore sense that the Prime
Minister ought to be leasing Airbus rather than
Boeings when he is going to other countries?
Margaret Hodge: I am sure the Prime Minister will
have regard to the—

Q208 Mr Hoyle: He has not used much in the past
then, because he has used Boeings.
Margaret Hodge: I do not know where they are on
renewing the fleet, where have we got to? It is in the
Department for Transport. I have not seen anything
around it, but I am sure we will have regard to the
wider British interests, as indeed we have done
around Government-leased cars now.

Q209 Mr Hoyle: Hopefully, you can drop a note to
all ministerial departments, “Wherever possible,
always lease Airbus rather than Boeing”.
Margaret Hodge: I think what you have seen, in the
very satisfactory outcome we have come up with, is
really good cross-Government endeavour and it has
paid oV.

Q210 Chairman: On another political question,
perhaps amore serious one, there is industrial unrest
in Germany and France about Power8 and the
implications for their workforces, is there any
danger of the package of reforms, changes and work
allocations unravelling in the face of that political
pressure that will flow from that unrest?
Margaret Hodge: I find it diYcult to answer that.
What I am clear about is that the package I think is
pretty imperative to securing for Airbus that long-
term commercial opportunity to exploit the growing
market. I think it is pretty important that the
implementation of Power8 goes ahead. I have
regular meetings with my European counterparts
and we are due to have one at the Paris Air Show
soon and no doubt we will be discussing this, but I
think there is a clear shared interest in securing the
long-term commercial viability of EADS and
Airbus. In my view, Power8 has got to go ahead and
I think it is a vital ingredient in developing that long-
term sustainability at the end.

Q211 Chairman: It is diYcult to read the intentions
of other governments, but you are acknowledging
that there is a risk in this still.
Margaret Hodge: There is always a risk when you
are pursuing policies that create redundancies
among a large number of people, 10,000 people will
lose their jobs and that is diYcult. EADS is
operating in diYcult territory where they have to
ensure that the strategic importance of their position
in a number of countries is balanced to reflect the
diVerent country interests. I think Power8 was a
good piece of work, given the diYculties that EADS
have been through and currently face.
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Q212 Chairman: Finally, unless my colleagues want
to come in at the end, can you paint a picture for us
of Airbus’s role in the future as far as you see it as a
Government? Because it is really quite a challenging
environment for almost all of British
manufacturing, particularly for Airbus. We have
seen a diminution of the British interest in Airbus
because of the state sale, which obviously the likes of
Lindsay Hoyle worry about considerably. We heard
Mark Hunter challenging you about the funding for
technology where we are looking forward to a
further exchange about that, but we do know we are
up against this huge competitive pressure from
Boeingwho have the great legacy of theNASAR&T
support with their current commercial development
of commercial airliners. We see other countries
around the world who are talking aboutmoving into
the sector, China is announcing an intention of
seeking to move into civil aerospace, it is a pretty
diYcult old world out there. Have we really made
the breakthrough, a cheap carbon composite
technology looking for a bright new future, or are we
still facing some very real challenges and perhaps
even delaying some very diYcult decisions that
might come later as a result of all those pressures?
Margaret Hodge: We are facing enormous
challenges, of course that is true, and the growing
position of the Asian sub-continent with both China
and India creates yet new challenges to the European
aerospace industry. Here in the UK we now have an
opportunity with the settlement that we have had

around civil aviation and our agreement with EADS
to assure ourselves of a strong position in the world
and that means that we have got to have proper
investment in R&T, both government and the
industry, and I see that as a massive priority. We
have to ensure that we maintain our expertise and
that is the investment in skills and people which we
must make sure that we pursue with vigour, there is
a lot of work to be done there.We have got to ensure
a business environment which enables the aerospace
sector to really exploit the massive opportunities
that come out of globalisation. I think both the
macro-economic stability and the regulatory
environment which we have established are
appropriate but we have got to keep driving. We
have to keep our foot on the accelerator very firmly
if we are to really take advantage of this opportunity
that we have succeeded in achieving.
Chairman: From my own perspective, Minister, I
would say how important I think it is for the
Department for Commerce, the Department for
Business and the Department for Trade and
Industry to ensure that we do keep up the pace
of what is a very challenging international
environment. If my colleagues have no further
questions, I would like to thank you very much
indeed for the time you have given us. I apologise
again for keeping you waiting at the beginning. We
look forward to the additional written information
that we discussed on the Department’s initiatives.
Thank you very much, indeed.
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Written evidence
APPENDIX 1

Memorandum submitted by Airbus UK

RECENT DEVELOPMENTS WITH AIRBUS

Executive Summary

— Airbus welcomes this opportunity to give its views in this written submission to the Trade and
Industry Select Committee inquiry into “Recent developments with Airbus”. Airbus UK is a
subsidiary of Airbus SAS and owned by EADS NV, a global leader in aerospace, defence and
related issues. Airbus is a global company with design and manufacturing facilities in France,
Germany, the UK and Spain as well as subsidiaries in the US, China and Japan.

— Airbus’ globalWing Centre of Excellence is based in the UK. The UK is therefore the Airbus wing
leader and is responsible for the design, development, production and integration of wings for all
Airbus aircraft produced to date. The UK is also responsible for fuel system and landing gear
integration.

— Over the past three decades this European success story has developed to securemarket parity with
Boeing in a market previously dominated byUS companies, and the UK industry has played a full
part in this success through its development of world-class wings.

— Aerospace is a highly strategic industry for any country and governments worldwide seek to secure
high levels of investment in their industry. The UK business therefore is already facing significant
competitiveness challenges from countries whose governments are providing very strong support
to their aerospace industry.

— The UK government can play its part in this competitiveness challenge by working with industry
on the following:

— R&T. The current level of support provided for civil aerospace R&T is around 40% less than
that recommended in the Aerospace Growth and Innovation Team report. Industry is
therefore continuing to make a case that a higher level of investment is needed to secure long-
term sustainability. The spillovers from aerospace R&D has been estimated by Oxford
Economic Forecasting to have a 70% social return on investment.

— Technology Skills. Civil aerospace provides high value employment for the UK economy. It
is important that the UK education system provides highly educated people together with
appropriate training support, which is focussed on aerospace needs.

— Sales financing support. Airbus works closely with the Export Credit Guarantee Department
of the DTI to enable its customers to secure sales financing support. It has concerns that the
support provided by ECGD and the other European Credit Agencies is unfavourable
compared to that provided to Boeing customers by EXIM Bank, and is seeking a level
playing field.

— Recent changes in the shareholding status of Airbus have had minimal impact on its operations,
as BAe Systems were an arms length shareholder. The investment by EADS in the company
provides a very strong signal of its commitment to the UK.

— The company has faced significant challenges in the past fewmonths—the weakening of the dollar
(asmost aircraft sales are conducted in $), industrialisation issues around theA380 and the ensuing
launch of Power8, its competitiveness programme. The industrial launch of the A350XWB, with
its wide-ranging adoption of innovative technological solutions, sent a strong signal to
stakeholders that the company is developing opportunities for future long term sustainability.

— The UK Supply Chain has inevitably felt the pressure from the challenges described above but the
A350XWB development will provide them with opportunities for the future.

1. Company Background

1.1 In order to set things in context, it may be helpful to provide a short summary of some of the key
events in the company’s history. Airbus Industrie GIE was established in 1970 as a European collaborative
venture for the development and production of large civil aircraft. This new European enterprise entered a
market that was dominated by the US manufacturers Boeing and McDonnell Douglas. Whilst Airbus
initially oVered a single product, it was recognised that a full product range progressively would need to be
developed if Europe was to provide eVective competition to the American players. In order to share the risk
and cost of developing a new aircraft and to secure a wider European market for their product, Airbus
emerged as a trans-national venture with France, Germany, the UK and Spain as the partners.
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1.2 The UK has been associated with Airbus from the outset, with Hawker Siddeley Aviation (HSA)
undertaking the design and production of the wings for the first Airbus product, the A300B, on a risk-
sharing basis. The A300B was the world’s first wide-body, twin-aisle, twin-engine aircraft which, together
with its smallerA310 derivative, has soldmore than 800 aircraft over the last three decades. From theA300B
onwards, Airbus has led the world in technological innovation and industrial dynamic eYciency, which
comes from reduced operating costs via technological innovation. The new wing on the A310 re-aYrmed
theUK’s position as the clearworld leader in civil wing design at the time the decision of theUKgovernment
to become a full partner in Airbus.

In 1977 the nationalised British Aerospace (BAe) was formed, acquiring the assets of Hawker Siddeley
Aviation and thereby securing responsibility for wing supply for the Airbus A300B. In 1978 BAe—which
subsequently became BAE Systems Plc—became a full partner in Airbus when it acquired a 20%
shareholding.

1.3 The fourAirbus partner companies had operations in France,Germany, Spain and theUK,with each
partner company having work-share responsibilities that reflected their particular areas of expertise.

The UK took the wing leadership role and has been responsible for the design, development, production
and integration of wings for all Airbus aircraft produced to date. The UK is also responsible for fuel system
and landing gear integration.

1.4 A320

In 1984 Airbus took the decision to enter the 150-seat market when it launched the A320 single-aisle
family. This product family embodied groundbreaking new technologies, including fly-by-wire flight
controls, to produce an airliner with superior operating cost performance and passenger appeal. Family
versions are available with a full range of seating capacities for between 107 and 220 passengers. The A320
family has been extremely successful, with total orders to date for more than 4,800 aircraft from some 170
customers.

1.5 A330/A340

In 1987 Airbus took the next step in extending its product range with the launch of the A330/A340 long-
range family. The A330/A340 family concept is unique: one basic airframe is available in diVerent versions
powered by two or four engines. The twin-engine A330 is optimised for highest revenue generation and the
lowest operating costs from regional segments to extended range routes, while the four-engine A340
provides versatility on themost demanding long-range and ultra-long-range flights. The A330/A340 Family
has a current order book for more than 990 aircraft.

At the beginning of this decade, following the merger of three of the partners, Airbus moved from the
GIE structure to become a single company under a unified management team in order to secure the full
benefits from economies of scale and integrated ways of working. Thus the Airbus single company became
operational in 2001, with headquarters in Toulouse and design and manufacturing facilities in France,
Germany, Spain and the UK and subsidiaries in the US, China and Japan.

Thus over the last three decadesAirbus has been transformed from a single product company that entered
a large civil aircraft market dominated byUS companies into the strong global competitor that has achieved
market parity with Boeing in this high-value sector. Airbus currently has a total order book for more than
6,900 aircraft from 245 customers worldwide.

This success story owes much to the development of a range of new technologies in order to produce a
world-class product family, with the UK having played a significant role through its development of a series
of world-class wings.

2. Airbus UK Capabilities in the UK

2.1 Any audit of UK technological performance would rank the Airbus wing technology developed over
the last three decades as among the country’s most significant achievements. This has given the UK and
Europe a lead in wing technology that has played a major role in the market success of Airbus.

Civil aircraft must meet stringent requirements imposed by the airworthiness authorities to ensure that
they provide a safe means of travel. Consequently the aircraft manufacturer must apply rigorous analytical
techniques and testing methods to meet the demanding standards needed to secure the certificate of
airworthiness that new airliners must have to enter passenger service.

The intense competition in the large civil aircraft market requires manufacturers to develop highly
eYcient products with excellent operating cost performance and a low environmental impact. Tomeet these
goals, the aircraft’s design must be optimised to produce a configuration that gives superior aerodynamic
performance whilst adopting the structural solution that will minimise aircraft weight.

2.2 Sustainable aviation

The wing design is one of the most important factors in determining the aircraft’s aerodynamic eYciency
and performance. As well as aVecting operating economics (payload, range and operating costs), the wing
is a key determinant in the aircraft’s environmental performance.More eYcient wings mean lower fuel burn
and hence lower greenhouse gas emissions.
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Airbus UK is a signatory of the “Sustainable Aviation Strategy“” which was published a year ago and
which sets out long-term goals for securing more positive developments in technology to make a positive
contribution towards sustainability issues. Its annual progress report has just been published. Airbus also
welcomed the recommendations in the recent Stern review that joint technology programmes and increased
expenditure in R&D should be realised.

Airbus’ 16 sites have each achieved certification to the internationally recognised ISO14001 standard for
environmental management systems. The UK has led the way in this area as out of the 16 sites, Filton was
the first to receive the certification with Broughton the second.

If of interest to the Committee, Airbus would be happy to provide more information on environmental
issues.

2.3 Knowledge-intensive industry

The consequent technical challenges of delivering highly innovative economic wing solutions have given
rise to what is one of the UK’s most knowledge-intensive industries, requiring a highly skilled workforce
and the development and deployment of rigorous analytical techniques, the application of advanced
technologies and use of high-precision, lean manufacturing processes.

Airbus UK has two sites located at Filton near Bristol and Broughton in North Wales, with a current
workforce of more than 13,000 people. These sites are responsible for wing research and technology
development, wing design, manufacture and management of the wing supply chain and wing integration.

The Broughton facility is widely acknowledged to be the world’s leading manufacturer of large civil
aircraft wings. The principal focus at Broughton is on high value adding tasks that include long-bed
machining of large-scale components such as wing skins and spars and the assembly and equipping of
complete wings.

Filton site is home to Airbus UK’s engineering teams together with the support functions such as UK
Procurement and HR. It is also the location for the production of high-value wing components and major
assemblies, including the A330/A340 outer wing box and the A380 fixed trailing edge. The wing for the first
A400M military transport aircraft is currently being assembled at Filton in the £70m Wing Assembly
Facility that was opened by Lord Drayson, Minister for Defence Procurement on 21 September 2006. The
first set of wings for the first A400Mmilitary transport aircraft—MSN001—passed a major milestone when
the first whole wing was removed from its state-of-the-art assembly jig at Filton on 28 November 2006. The
wing is the first-ever wing for an Airbus-built aircraft constructed largely from composite materials (carbon
fibre reinforced plastic, CFRP) and is the largest composite wing ever made.

3. Airbus: A Major Contributor to the UK Economy

The company makes a major contribution to the UK economy in many areas, which include:

3.1 UK Employment. Airbus UK currently has a workforce in excess of 13,000 people, compared to just
over 10,000 in 2001. More than 400 companies are part of the UK supply chain located across the length
and breadth of the UK. Currently Airbus programmes are supporting around 135,000 UK jobs in Airbus
UK, its UK supply chain companies and from induced employment in the local economies.

Aerospace generates high quality, high value adding jobs that require well-qualified people. A recent
SBAC industry analysis shows that 31% of UK aerospace industry employees held a university degree or
equivalent. Additionally, many of the “manual” or “other” categories (which includes technicians and
draughtsmen) frequently have some form of specialized, non-university training, either within the
Aerospace industry or from external bodies.

3.2 Training and apprenticeships—investment in the future

Airbus UK devotes considerable time and financial investment to the training of its people and has
excellent apprenticeship and graduate training schemes. Currently some 640 apprentices and 130 graduate
trainees are receiving training under these schemes, which provide opportunities for working throughout
the Airbus company throughout Europe and often further afield. More than 6,000 apprentices have been
trained under the Airbus UK apprenticeship scheme over the last three decades. Many of the company’s
senior management team began their aerospace careers as apprentices. Airbus also encourages high levels
of skills and management capability within its supply chain.

Airbus recruits approximately 100 engineers per year. The quality of the pool of new graduates is high
but the company does have wider concerns about the scarcity of senior engineers.

3.3 Infrastructure Development

Airbus UK has invested more than £1° billion in capital expenditure projects over the last decade in
upgrading the company’s UK facilities in areas such as new engineering design equipment, the latest
production equipment and jigs and tools. An example of the rapid expansion and development of the
company can be shown by the tripling of the production floor area at Broughton since the early 1990s, with
more than 3million square feet currently being used in the wingmanufacturing process. £350million capital
investment was made in the new West Factory and the production equipment installed therein that was
formally opened by the Prime Minister in July 2003.
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3.4 R&D Investment

The UK Government’s Science and Innovation Investment Framework 2004–141 recognises the
important role that innovation and research and development will play in improving productivity and
supporting economic growth. The Government’s long-term objective for the UK economy is to increase the
level of knowledge intensity in the UK (as measured by the ratio of R&D across the economy to national
gross domestic product), from its current level of around 1.9% to 2.5% by 2014.

TheUKAerospace sector is one of the UK’s biggest investors in research and development and is making
a significant contribution towards the Government’s R&D investment goals. Airbus UK is one of the UK’s
biggest inward investors in R&D. The company has been ranked in the top ten UK R&D investors in the
DTI’s R&D Scoreboard for the last three years. Airbus UK has invested more than £1 billion in R&D in
this period. Airbus UK has a particularly good track record in terms of the level of R&D investment per
employee, with the R&D investment intensity averaging over £30,000 per head in recent years.

The Filton-based Airbus UK design team, with well over 2,000 highly-qualified engineers and
complemented by engineers from supply chain companies also co-located at Filton to gain full benefit from
integrated working practices when developing new products, represents one of the largest R&D
concentrations in the UK manufacturing sector. This team has delivered a series of world-class design
solutions in the areas of integrated wing, landing systems and fuel systems.

This capability was further enhanced with the establishment of an Airbus Engineering Centre in Solihull,
West Midlands, the opening of which was oYciated at by Rt Hon Margaret Hodge MP, Minister for
Industry on 7 September 2006. The new Centre is expected to employ up to 200 highly skilled engineers.
Airbus had pinpointed a source of engineering systems talent amongst the workforce pool in the Midlands,
including some displaced from automotive employment.

3.5 Technology Spillover

Aerospace is a technology-rich sector and Airbus UK is investing massive amounts in the development
of new technologies for incorporation in new products. Many of the technologies, methods and processes
pioneered by the aerospace sector are now being employed in a wide range of other UK business sectors
such as marine and automotive.

The benefit of this technology spillover is likely to be large, as economic studies provide evidence of
significant social returns from R&D investment. The DTI paper “Prosperity for All” has reported social
rates of return considerably in excess of private rates of return. Typically, private rates of return were in the
region of 25% (range 9% to 43%), with corresponding social rates of return of at least 50% (range of 10%
to 160%).

A recent study by Oxford Economic Forecasting suggests that the spillovers from Aerospace R&D are
particularly large, with a social return of approaching 70% and a private return around 10%, giving an
external return—spillovers—approaching 60%. This external return for Aerospace was at the upper end of
the range for UK industrial sectors examined in the study.

4. Relationship with Government

4.1 Airbus in its formation is a unique organisation. The aerospace and defence sector is considered a
highly strategic and economically important industry for any country and with the UK having the second
largest aerospace and defence sector in the world, government involvement and support is important.

The UK government has no shareholding interest in Airbus or EADS but due to the strategic importance
of the company, it has regular dialogue with senior executives.

4.2 Airbus UK seeks support from the UKGovernment to ensure that it provides positive endorsement
of the UK’s capabilities to Airbus SAS and EADS. The other European governments take great pride in
the Airbus facilities in their countries. Employment at Airbus in France for example is considered one of
the top engineering positions to aspire for. It is well documented that Spain wish to see their share of Airbus
investment increase. Other nations are also playing their part. China, Russia, Korea and India have
aerospace capabilities rapidly growing in their sophistication and their governments are keen to develop
closer links with Airbus.

4.3 China is a particular developing market opportunity for Airbus and in the final quarter of 2006
Airbus announced that in partnership with the Chinese government it would be developing a new assembly
plant in Tianjin to build the A319 and A320 products for the Chinese airline market. The first complete
aircraft is expected from that facility in 2009. The competitiveness of the aerospace sector is therefore
continuing to increase.

1 Science and Innovation Investment Framework, HM Treasury, July 2004.
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4.4 The partnership approach, which Airbus adopts with its governments, is exemplified in the result of
investments made in previous years. Repayable launch investment, which was provided for the A320, A330/
340 and A380 projects, is an income generator for the UK taxpayer. On the A320 programme for example,
repayment by the company has already been more than double the amount initially provided by the
Government.

4.5 Investment in Research and Technology is the other key area where Airbus is seeking Government
support alongside the rest of UK aerospace (see section 7.1 and SBAC submission). It is important that UK
aerospace is given a level playing field compared to the amount of R&T funding provided to our US
competitors. The support provided to composite development for Airbus’ sites in Spain is well documented.

4.6 ECGD is one of the three European Credit Agencies (ECAs) that provide a key part of Airbus’ early
campaigns and sales process. One in five Airbus aircraft are ECA financed. Airbus is one of largest ECGD
clients (providing £30–40 million income). It has been in discussion with ECGD and the DTI to press the
case that it should refocus its service to ensure a more level playing field (compared to US EXIM bank) on
treatment of campaigns. In addition, Airbus has proposed the establishment of a pan European ECA thus
avoiding the need for customer airlines to negotiate with three diVerent agencies.

4.7 The Airbus Inter-government committee process allows the four “home” governments of Airbus to
meet with senior executives on a regular basis. These are attended once a year by the relevant Industry
Ministers from each country.

4.8 Aside from European level meetings, Airbus UK and the UK Government have regular discussions
regarding UK specific issues.

5. UK Supply Chain

5.1 The company provides a key entry point for UK supply chain companies to secure work on Airbus
programmes. Whilst global competitiveness is the driver there are advantages for UK suppliers in terms of
customer long term understanding and relationships, growth of knowledge base through working together
eVectively on research programmes, design services, training and skills development through industry
organisations and logistics costs. This continued interchange diVusesAirbus skills and experience and brings
in other sector experience from many levels of the supply chain. This augments many UK companies’
capabilities in their healthy competition for work in the international markets for Airbus and other work.

Companies with a wide range of skills and capabilities located across the length and breadth of the UK
provide supplies and services to Airbus. These include the design and manufacture of complex assemblies
and their detailed parts, major aerostructures components; landing gear, braking, retraction systems; fuel
pump, refuel, gauging, valve systems, as well as electrics and other wing system installation design and
manufacture. A whole variety of design engineering/test services and research programmes are shared with
UK suppliers who operate in various sectors including cars, nuclear and construction. Also suppliers
support many complex general engineering areas such as design and manufacture of jigs and tools,
production and test equipment, the provision of purpose-built industrial buildings and infrastructure, waste
disposal and transportation services relating to the complex aerospace products.
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On theA380 programmework to the value of some £7.5 billion has been placed in theUKand this is likely
to double over the life of the programme. Some of the UK companies working on the A380 programme are
show in the following chart.

Some of the 400 UK companies working on the A380 programme

6. Recent developments

6.1 Changes in shareholding—EADS

The Airbus single company initially had two shareholders, the European Aeronautic Defence and Space
Company (EADS) and BAE Systems with shareholdings of 80% and 20% respectively. However, in May
2006 BAE Systems announced its intention to sell its 20% stake in Airbus by exercising its put option. The
sale was completed on 13 October 2006, making EADS the sole owner of Airbus.

The short term impact of the change in shareholding structure has been minimal. BAE Systems were an
arms length shareholder. All employee contracts were with Airbus not BAE Systems and jobs have not
been aVected.

EADS is a global leader in aerospace, defence and related services. In 2005, EADS generated revenues of
ƒ34.2 billion and employed a workforce of about 113,000. In addition to Airbus the EADS Group includes
the world’s largest helicopter supplier Eurocopter, the satellite manufacturer Astrium and the joint venture
MBDA, the international leader in missile systems. EADS is the major partner in the Eurofighter
consortium, is the prime contractor for the Ariane launcher, develops the A400Mmilitary transport aircraft
and is a major industrial partner for the European satellite navigation system Galileo.

EADS businesses in the UK include: Airbus UK, EADS Astrium (Portsmouth, Stevenage, Poynton),
Paradigm Secure Communications/Paradigm Services (Stevenage, Corsham), EADS Defence and Security
Systems (Newport),MBDA (Stevenage, Bristol, Lostock), Eurocopter/McAlpineHelicopters (Kidlington),
Infoterra (Farnborough, Leicester), Test and Services (Ferndown). Currently ongoingmajor EADSdefence
programmes include: AirbusMilitary A400M, Eurofighter Typhoon with BAEs, Skynet 5, Future Strategic
Tanker Aircraft (FSTA), Storm Shadow and Meteor with MBDA.

6.2 Development of EADS in the UK

The investment made by EADS through its purchase of BAE Systems’ stake in Airbus provides a very
strong signal of its commitment to the UK and is in line with earlier EADS investments in Astrium (when
BAE Systems withdrew) and Cogent. Against this background EADS is currently evolving the UK’s role
in its future strategy.
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To date, EADS has successfully created a pan-European company with interdependent French, German,
Spanish and UK operations able to compete and win on the world stage and is now in the process of
establishing a truly global industrial footprint. The UK, as the largest andmost advanced Europeanmarket
in defence, security and commercial aircraft is critical to EADS’ future strategy and it is in EADS’ interest
to anchor its UK operations, in line with its pan-European approach, at the heart of this global strategy.
The most sustainable way to achieve this, and support Airbus UK, is through a broadening and deepening
of its UK industrial footprint particularly in non-Airbus businesses such as defence and security. This
mirrors EADS’ Corporate goal of counter-balancing and underpinning the company’s cyclical civil
aerospace business with growth in its defence and security interests. MoD’s Defence Industrial Strategy is
providing EADS—like other defence companies—a conduit for long term strategic discussions with theUK
Government.

These discussions have complemented a request by the Government for the establishment in the UK of
an EADS UK Corporate Technology Centre (CTC). The company has been in discussions with numerous
UK Regional Development Agencies regarding the possible location of this facility. The purpose of the
Centre would be to provide a channel for world class academic research into EADS’ business units to the
benefit of the customer community and develop commercial opportunities and intellectual property for
EADS businesses in theUK, in the Civil Aerospace, Defence and Security fields. The CTCwill be developed
with close reference to the key technology areas highlighted in theGovernment’s recentDefence Technology
Strategy. EADS is ideally positioned to develop a strong technology partnership with the government: it
invests over £1.5 billion per annum in self-financedR&T; has a heritage of high-technology engineering; and
experience in the management of complex multinational programmes and of sensitive intellectual property
rights (IPR) issues.

6.3 A380

A major task of the Airbus single company has been the development of the A380, which is the most
spacious, environmentally friendly and eYcient airliner ever conceived. Recognising themarket demand for
a large aircraft with excellent operating cost performance, this 555-seat aircraft has been developed to deliver
an unparalleled level of comfort while retaining all the benefits of commonality with Airbus’ other fly-by-
wire aircraft Families. The A380 has been Europe’s biggest engineering project in recent years, with major
research programmes being undertaken in the UK and elsewhere to deliver the new technologies required
for achievement of the performance goals.

A significant milestone for the UK and the A380 was when it made its British debut on 18th May 2006
at Heathrow Airport, welcomed by Rt Hon Gordon Brown MP, Chancellor of the Exchequer. Heathrow
is likely to be the A380’s first European destination when it enters scheduled service with Singapore Airlines
this year. Significant investment has been made by BAA for a new pier at Heathrow Terminal 3 which has
aircraft stands to accommodate up to four A380s at a time and four gate-rooms which together seat 2,200
passengers.

Work valued at over £7.5 billion has been placed in the UK on the A380 programme, Over the life of the
programme this figure is set to more than double to well in excess of £15 billion (plus the Rolls-Royce
engines, which are set to generate work valued at a further £11 billion over the programme life).

In June 2006 and October 2006 Airbus announced that due to industrialisation problems the A380
delivery schedules for the period 2007 to 2010 had to be delayed. The first Airbus A380 series aircraft will
be delivered in the second half of 2007. In 2008 Airbus plans to deliver 13 aircraft. In 2009, 25 A380s shall
leave the final assembly line followed by 45 A380s in 2010, with that year’s total including the first freighters.
Full industrial ramp-up will be achieved in 2010—with the delivery of four aircraft per month.

The industrialisation problem was on the design installation of the electrical harnesses in the aircraft. A
transnational technical team has been put in place and the solution they devised in terms of a common
process design tool is being implemented. The A380 wings designed and manufactured in the UK were
delivered to schedule.

Airbus is working closelywith theUK supply chain and the SBAC in order tominimise the adverse impact
of the delays in the A380 production ramp up.

A major milestone was achieved in December 2006 when EASA and FAA granted the A380 type
certification, with the product now due to enter service in Autumn 2007.

6.4 A350 XWB

The next chapter in the continuous improvement of the Airbus product range has just begun with the
industrial launch in December 2006 of the A350 XWB family, a new medium capacity extra wide-body
family of aircraft. The A350 XWB will be available in three basic passenger versions, the A350-800 which
can fly 270 passengers in a spacious three-class configuration up to 8,500 nm, the A350-900 seating 314
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passengers and the A350-1000 which will carry 350 passengers, both with ranges of up to 8,300 nm. The
three passenger versions will have a cruise speed of Mach 0.85. As an ultra long-range aircraft, the A350-
800Rwill fly even further. A freighter version, theA350-900F, will complement the passenger models. Entry
into service of the first A350 XWB is planned for 2013.

TheA350XWBwill incorporate the latest innovations in terms of advanced technologies, includingwings
and fuselages made largely from carbon fibre composites in order to meet the challenging weight and
performance targets.

Airbus estimates that the demand for passenger and freighter aircraft in this category over the next two
decades will be for some 5,700 aircraft, representing over 40% by value of all new aircraft delivered above
100 seats.

Airbus is in the process of developing its industrialisation strategy for the A350 XWB. It is expected that
the subsequent investment decisions will be taken in the first quarter of 2007.

6.5. Future of wing technology

AirbusUK is determined that theUKmaintains its global leadership inwing architecture and integration,
thereby reinforcing its global position in wing engineering, wing equipping and assembly.

Airbus UK will engage in an R&T programme for composite wing technology so that readiness can be
ensured for the replacement of the A320 and other future programmes.

7. UK Aerospace—The Competitiveness Challenge

In designing, manufacturing and supporting civil aircraft, Airbus operates in one of the most complex
integrated technology sectors in the world where a single customer product aircraft can cost over $250
million. The aircraft industry requires the unique capability to integrate numerous airframe and control
technologies in a highly optimised eYcient aircraft product or section such as a wing.

The skills required need progressive development over long timescales and thus continuous winning of
work and technology programme involvement. Despite there being relatively few competitors at the whole
aircraft level, there are aspiring countries and companies globally aiming to get bigger slices of the huge
growing market at the smaller aircraft sector end or on major subsections of the aircraft.

Design and materials technology for improved aircraft performance or manufacturing costs are key for
any participant maintaining its competitiveness and thus achieving access to work on major sections of the
aircraft. As these high added value, globally integrated products remain in production for several decades
there is strong competition at all levels of the supply chain to secure work on these long-term programmes.
In the global marketplace this requires strong government support and strong company clusters to develop
the skills and infrastructure needed to win work.

The UK, through its participation in Airbus, has a strong presence in this market sector with a forecast
demand for more than 22,000 new civil passenger and freighter aircraft worth around $2.6 billion over the
next two decades. However, the UK will need to attain world-class levels of competitiveness in a number of
key areas if it is to secure a good share of this high value business.

Particularly important challenges will be posed in the following areas:

7.1 Investment in Research and Technology

UK Government support for aerospace research and technology programmes has declined significantly
over the last two decades, putting UK Aerospace companies at a disadvantage to their overseas
counterparts.

The Aerospace Innovation and Growth Team (AeIGT) was launched to ensure that the UK aerospace
industry might maintain its global strength and develop world-class technologies. This work culminated in
the publication of an implementation report that recommended the development of a National Aerospace
Technology Strategy (NATS). This would be a partnership between Government, Industry and Academia
that would require enhanced co-ordination and investment on the part of all its stakeholders in order to
achieve the desired objective.

The strategy has at its core two new mechanisms for the delivery of technology:

— Aerospace Innovation Networks (AIN)—jointly funded networks involving Governments,
Regions, Industrial Partners and selected Universities and Research Establishments with joint
working between industry and Academia to develop and transfer the core technology needs of
the sector.

— Aerospace Technology Validation Programmes (ATVP)—to improve the level of maturity of
technology through utilization on large scale test beds, thus bringing technology closer to the point
at which it can be certified and ultimately exploited by use in future products.
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For Airbus UK the focus for technology validation will be on those aspects of the aircraft that are
recognized as Centres of Excellence in the UK, notably wings, landing gear integration and fuel systems.
Great eVorts have been taken to ensure the strategy supports the key technologies for these elements of the
aircraft, specifically:

— Aerodynamics;

— Structural Design and Analysis;

— Materials Science;

— Systems Engineering;

— Manufacturing; and

that each of these strands takes into account the environmental impact of products and processes they
generate.

The AeIGT report recommended that delivery of this strategy would require the level of Government
investment in civil aerospace research and technology development to be raised to the order of £70 million
per annum (to be matched by Industry). It is recognized by Government that whilst this level of funding
could not be secured solely through the DTI, the increased co-ordination of all key funding bodies (DTI,
EPSRC, MoD, RDAs and DAs) could allow funding approaching this target to be achieved.

There have already been some successes, with significant funding having been allocated for aerospace
sponsored projects in recent DTI’s Call for Proposals. Indeed, Airbus welcomes the recent DTI’s
announcement of support for the £34million public/private funded IntegratedWingAerospace Technology
Validation Programme. The programmewill be led byAirbusUKandwill involve a wide range of industrial
and academic partners. Industry will provide 50% of the funding, with the remaining 50% to be provided
by the DTI, the RDAs and the DAs. The programme forms a core element of the National Technology
Strategy and could ultimately lead to a step change in future civil aircraft wing design.

However, there remain a number of concerns with the current mechanisms for the delivery of UK
Government support that do not readily suit the large scale R&T projects of the Aerospace sector and the
accompanying need for a long-term R&T strategy in a sector whose time horizons are measured in decades.
The future competitiveness of the UK Aerospace sector is dependent on the successful delivery of the
National Aerospace Technology Strategy.

Whilst the Government support for civil aerospace R&T has risen from £20 million in 2003–04 to £43
million in 2006–07, this still remain well below the £70 million recommended by the AEIGT. Furthermore,
industry believes that funding will peak at this level and then decline in subsequent years.

The requisite level of Government support is essential to ensure that critical new aerospace technology
programmes may be brought to fruition in the UK, as companies have geographical choices as to where to
undertake research and technology work and will choose those countries that provide a more favourable
environment based on value for money considerations. Research and technology work is internationally
mobile. If enabling R&T programmes are not undertaken in the UK then there is a high probability that
the ensuing largeıscale R&D investment to incorporating the new technologies in future products would be
undertaken in elsewhere. A further consequence would be the loss to the UK of the associated production
work on products that typically remain in production for decades. Such an outcomewould have a significant
adverse impact on the UK economy.

7.2 Future Skilled Workforce

AirbusUKoperates in a high-technology sector and requires a highly skilledworkforce to produce world-
class products. Therefore the company is already investing considerable time and money in the training of
its people. In conjunction with its partner training providers, Airbus UK runs excellent apprenticeship and
graduate training schemes that are raising skill levels throughout the sector. In recognition of the success of
these schemes, Airbus UK has been awarded the National Training Award, the top accolade for training
and people development in the UK, the Welsh Training Award and the Education, Learning Wales
Employer Award. Both Airbus UK sites are accredited with “Investor in People” status. In addition, EADS
UK funds the “EADS UK Technology Masters Awards”. This programme is now in its third year and it
provides support to British post-graduate students studying for a one year MSc programme in the fields of
aerospace and space.

Airbus UK is supporting the newNational Skills Academy forManufacturing recently announced by the
Education Secretary andwill chair themanufacturing academy’s regional advisory group in the SouthWest.

However, the company acknowledges that more well qualified people must be attracted to Aerospace.
This will require a significant shift in both image and status. Airbus would like to see more of a focus on
vocational training in schools, particularly at the key 14–16 year age groups. There also remains the problem
of the need to enhance the UK’s abilities in basic skills. Airbus run highly successful schools liaison
programmes in Bristol and North Wales in order to play its part in education needs.
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Professional engineers are highly regarded in France and Germany but this same recognition is not
achieved in the UK. Further refinement of apprenticeship and graduate training schemes is required and
improved lines of communication between industry, academia, government and trade unions needs to be
established. The Royal Academy of Engineering’s recent “Shape the Future” campaign, of which Airbus is
a major sponsor, has the aims of going some way to address this issue.

7.3 Further Productivity Improvement

The civil aircraft market has now emerged from the major downturn that followed the terrorist attacks
of 9-11, the Iraq War and the SARS outbreak, with demand and output increasing. However, business
conditions remain very diYcult. Civil aircraft continue to be priced in US dollars, and the continuing
weakness of the US currency is putting considerable pressure onmargins of aerospace companies in the UK
and the rest of Europe. Increasing competition is being felt from the emerging low-cost economies that are
keen to gain work in this high-technology business sector. Prime manufacturers such as Airbus are also
conscious of the need to place work in countries with high demand for new aircraft in order to gain
market access.

Thus further improvements in productivity will be required if the UK civil aerospace sector is to remain
competitive in this challenging business environment. The AeIGT identified productivity improvement to
be critically important, with its final report recommending that the UK must systematically and
continuously deliver productivity improvement at a rate faster than its competitors. TheAeIGTput forward
the need for concerted, coordinated action by all levels of industry, together with continuing sector support
from the Government, through facilitating schemes and eVorts to ensure that information on best practice
is shared across Industry. Airbus is supportive of this goal.

Airbus is responding to this competitiveness challenge by taking actions that will boost productivity. The
Company has launched its “Power 8” competitiveness programme that will generate cash savings of around
ƒ5 billion by 2010 and sustainable annual cost savings of at least ƒ2 billion thereafter. “Power 8” will
address all aspects of the company’s operations. The overall development process will be re-engineered to
reduce development cycle times by two years. Working processes in all Airbus factories will be assessed
against lean manufacturing criteria to ensure the eYcient and eVective use of resources. The company,
working closely with suppliers, will reshape the supply base to improve the cost, timely delivery and quality
of supplies. Airbus holds regular Supplier Conferences for the exchange of views with supply chain
companies so that processes and practices may be refined for greater eYciency. The next Airbus Supplier
Conference will be held in Toulouse in late January 2007.

Airbus operations in the UK and its supply chain will be required to deliver their share of these “Power
8” savings. Airbus UK is investing considerable sums in training its people, in the acquisition of the latest
design aids and manufacturing equipment and by the adoption of best practice processes to deliver
continuous improvement in productivity.

We recognise that the UK cannot compete on labour costs with the low-cost economies that are now
competing in the civil aerospace sector. Accordingly, Airbus UK is now focussing its eVorts on the
production of high-technology, knowledge-intensive, high added value work packages rather than the
previous practice of carrying out the complete spectrum of tasks “in-house”, many of which can now be
outsourced more cheaply. The move to the high added value end of the spectrum in turn requires a highly
skilled workforce to deliver world-class engineering and manufacturing performance, operating in a
knowledge-based economy that encourages the identification and adoption of innovative solutions.

Airbus UK is seeing positive results from these actions in terms of productivity gains. These productivity
improvements are being achieved in an environmentally sensitive manner, as evidenced by Airbus UK’s
accreditation of ISO 14001, the international environmental standard.

Nevertheless, muchmore remains to be done by all levels of theUKaerospace supply chain if theAeIGT’s
vision of theUKbeing number one in the productivity stakes is to be realised. TheGovernment has a leading
role to play by delivering the right environment in the areas of education, training and investment in science
and fostering innovation so that UK companies have the right base when striving to become more
innovative and productive.

8. Market Opportunities in which the UK can share

8.1 Whilst 30 years ago US manufacturers dominated the large civil aircraft market, the Airbus strategy
of progressively developing a product family that incorporates the latest technologies to deliver world-class
performance standards has now produced a strong European competitor in which the UK has a
strategically-significant involvement. As a result of the product development strategy outlined above,
Airbus now competes eVectively in all market sectors through its product family shown in the following
chart, with aircraft being available that oVer seating capacities from 107 to 555 seats.
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8.2 The number of competitors has also shrunk in this period, with the market becoming a duopoly in
1997 when Boeing took over McDonnell Douglas. Airbus is now securing a good share of this high-
technology, high-value market, as shown by the following comparison of aircraft deliveries in the last
four years:

Number of Aircraft Annual Orders and Deliveries

Airbus Orders Airbus Deliveries Boeing Deliveries

2003 284 305 281

2004 370 320 285

2005 1111 378 290

2006 [-] [-] 398

-Figures to be published on 17 January at Airbus Annual Press Conference. They will be provided to the Commitee

Airbus orders and deliveries at the end of November 2006 were as follows:

A300/A310 A320 Family A330/A340/A350 A380 All Products

Total Orders 821 4843 1095 159 6918

Total Deliveries 810 2944 775 — 4529

Aircraft in Operation 644 2921 769 — 4334

Currently Airbus has a total order backlog of more than 2,300 aircraft, which represents more than five
years production at current build rates.

8.3 In November 2006 Airbus issued its Global Market Forecast that gives a forecast of the anticipated
growth in airline passenger and freight traYc in the period from 2006 to 2025. Airbus predicts that over this
period, world passenger traYc will increase by 4.8% per annum. This traYc growth, combined with fleet
renewal, will require the delivery of 21,860 new passenger aircraft with more than 100 seats. Freight traYc
is expected to grow at 6.0% per annum between 2006 and 2025. When combined with fleet renewals this will
create demand for 3,580 freighter deliveries, of which 803 will be factory-built freighters.

Overall this means that the world’s airlines are forecast to take delivery of 22,663 new passenger and
freighter aircraft over the next 20 years, equating to average annual deliveries of 1,133 aircraft. The
anticipated distribution of deliveries between diVerent market sectors is shown in the following chart:
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The 22,663 new passenger aircraft and freighters that will be needed over the next twenty years are worth
around $2.6 trillion at current list prices. The anticipated distribution by value between diVerent market
sectors is shown in the following chart:
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Thus the UK through its strong presence in Airbus is well positioned to secure a good share of this high
value market and the consequent economic benefits that would flow therefrom.

January 2007

APPENDIX 2

Supplementary memorandum submitted by Airbus

The Trade and Industry Select Committee sent Airbus supplementary questions following the company’s
“Power8” restructuring announcement and the A350 XWB industrial decisions.

Supplementary Information for the Committee

1. Overall summary of the restructuring announcement

Airbus: Power8 announcement and A350 XWB industrial decisions

Faced with the huge impact of the weak dollar on Airbus business and numerous industrialisation
challenges, Airbus announced at the end of 2006 that it was intending to implement a new business model.
Part of the ensuing industrialisation programme involves measures for increasing eYciency, known as
Power8 (ie focus on 2008).

The strategy behind the model is to:

— see the development of lighter and more cost-eYcient processes;

— refocus the industrial base on core activities;

— develop large industrial partnerships; and

— ensure a truly integrated organisation.

The announcement, made on Wednesday 28 February announced:
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Cost eYcient processes

There will be a reduction of 10,000 employees across the whole of Airbus. 50%will be temporary workers
and 50% in overhead positions. In theUK, the reduction will be between 1,500 and 1,600 across bothAirbus
UK sites at Filton and Broughton. It is expected that the reduction targets will be met through natural
attrition and volunteers helped by the fact that the timescale set for implementation is 3–4 years.

Initiatives are being put in place to reduce development cycle time from 7.5 to 6 years, increase
manufacturing productivity and see more common methods, processes and tools.

Refocus industrial base on core activities

This entails a consolidation of a robust supply chain whereby more work would be outsourced. Certain
sites within Airbus are becoming “core” sites where strategically significant activities such as aircraft design
or the assembly and integration of major parts are carried out. Broughton with final wing assembly is one
of these. Filton remains the Airbus lead site for wing, fuel systems and landing gear integration.

That part of Filton site in which manufacturing activities are undertaken, plus two other sites within
Airbus will see the development of industrial partnerships whereby third parties will be invited to invest in
the business. This will assist Filton’s development from metallic to composite design and manufacturing
technology. Three other sites in France and Germany will be oVered for complete sale to third parties.

Integrated organisation

Airbus’ long-term strategy is to strengthen its internal transnational structures, thereby ensuring that it
utilises its best expertise in all parts of the business. It is likely, therefore that theCentre of Excellence concept
will be strengthened. The UK’s position in these areas is being strengthened, as it is becoming the Centre of
Excellence for Wing and Pylon. There will also be further integration of support functions eg procurement
and with EADS operations.

On 28 February Airbus was able to put on record the true facts of the restructuring announcement. There
was much speculation in advance of this announcement and the company is grateful to the Committee for
providing the opportunity to provide further clarity.

Questions

Reference has been made in the press of some of the work share for the A350 previously promised to the UK,
having now been diverted to Germany. Could we have more information on what this work was; why it was
diverted; and how significant it is to Airbus UK’s future?

There was a lot of discussion and speculation about where work for the A350 XWB would be allocated.
Employee representatives and the Government were regularly consulted regarding the proposals and
all decisions were subject to the approval of the EADS Board. The work in question referred to was the
Stage 2 wing equipping task, which includes the installation of the wing moving surfaces. Wing equipping
for all current Airbus long-range (A330/A340) aircraft models is already undertaken in Bremen, Germany.
Serious consideration was given as to whether this work might be consolidated at Broughton. The decision
was made however that the A350XWBwing equipping work would be allocated to Germany. This decision
has no impact on Airbus UK’s long-term future.

It is also important to clarify that the UK has been awarded the work on the front spar and rear spar of
the wing of the A350 XWB, this has stronger value in technology terms.

Airbus is seeking a partner for Filton. Could we have more detail on what this will mean and what it will entail
for the plant? To what extent is future wing work at Filton dependent on finding a partner? To what extent are
you seeking involvement—50/100% ownership?

It is too early in Airbus’ planning cycle to provide any more detail on the implications of seeking more
industrial partnership for the Filton manufacturing site aside from what has already been stated by the
company. It is our intention to put in place a project team, including employee representatives, which will
evaluate and make proposals for taking this activity forward.

The company is focused on ensuring it moves towards a more innovative business model working with
risk sharing partners. This will put Airbus on a par with other companies’ manufacturing business practices
and thereby ensure the company acquires strong partners with whom to share capital expenditure,
development costs and risk. The intention is to strengthen the overall capability in composites and in metal
and will stand Filton in good stead for winning work in both the medium and the longer-term.
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50% of the work on the A350 is to be outsourced. Where to? Is this apotential opportunity for UK suppliers, or
is this work likely to go mainly to the BRIC countries?

It is estimated that the cost of development of the A350 XWBwill be in the region ofƒ10 billion. Moving
to the new business model for the A350 XWB programme will enable the company to secure investment
from risk sharing partners. The intention is that 50% of the aerostructures work for the A350 XWB will be
outsourced (rate is 25% on current programmes). It is worth pointing out that Boeing outsources 80% and
Embraer 70% for their current programmes.

This outsourcing programme will certainly be an opportunity for UK suppliers wishing to take on the
role of risk sharing partners. The UK supply chain is well placed to do this and it is important that
programmes such as SC21 continue to encourage these companies to provide the highest levels of
productivity and competitiveness in this challenging market. Companies from any country are free to
compete for Airbus business.

Airbus is planning to cut significantly the number of its suppliers. How? What are the implications of this for
its UK supply chain? Will it mean additional job losses outside of the 1,600 already announced?

As is common practice in modern manufacturing the intention is to see a reduction in tier one suppliers.
This will lead to more eYcient manufacturing processes, provide the opportunities for the risk sharing
partners in tier one to become an intrinsic part of the business and share in the design and developmentwork,
and to provide extra engineering and financial resources. The opportunity is open for UK suppliers to seek
to take on this role. It will not be possible at this early stage for the company to predict the implications of
this for the UK supply chain but Airbus will continue to work with the industry to encourage UK based
suppliers.

Would you be able to givemore information on the transnational centres of excellence?What are they, and what
does the UK’s wing centre mean for the UK?

The current internal structures of Airbus has led to over-bureaucracy and often duplication of resources
and eVort that derives from themodel used for allocatingwork betweenGermany, France theUKand Spain
in previous years. The company recognised that the need to see change in the structures was necessary in
order to provide a solid base formaintaining its competitive position. The transnational centres of excellence
concept provide a solution, which leads to a more “product-oriented” company structure under groupings
of similar outputs. The announcement on 28th February resulted in the establishment of four Centres of
Excellence. Each Centre of Excellence will be fully responsible for managing the production of major
sections of the aircraft within appropriate cost, quality and timeliness standards.

The practicalities of this for the UK in being named “Airbus Centre of Excellence for Wing and Pylon”
means that Airbus’ UK operations will assume supervisory responsibility for any part of the wing built
wherever in the world. The work done at the Saint Eloi in Toulouse in producing the pylons that mount the
engines on the wing will, for example, now come under the aegis of the UKWing and Pylon CoE. The same
is the case for the high-lift activities undertaken in Bremen, including the wing equipping.

In essence, this allows the CoE Wing to control all the Design and Manufacturing aspects of the Wing
(as well as the Pylon), irrespective of the Manufacturing location. This announcement reaYrms the UK’s
role as wing leader for Airbus products.

Are any of Airbus’ plans for the UK conditional on government action ie new launch aid or R&T support?

It is very important that the UK should continue to invest in R&T in order to develop those new
technologies that are relevant to the UK’s role as Airbus wing leader. Accordingly Airbus is engaged in
consultation with the UKGovernment for the R&T funding support needed to ensure that Airbus UK has
the right capabilities to secure future investment in new products by the company.

If expertise in composites remains outside of the UK, what does this mean for future composite wing
development in the UK?

Expertise in composites does not remain outside of the UK. The UK has a strong track record in the
development of composite material as was recognised by the establishment of the National Composites
Network which Airbus supports. The Composite Structures Development Centre located at Filton is
carrying out important development work on future composite structures with funding from Industry and
Government. Projects such as the TANGO research project (which received funding from EU Framework
programmes) put considerable expertise into the UK. The A400M military transport aircraft programme
is shortly to reach amajor milestonewith the first delivery to theA400Mfinal assembly line of the composite
wings manufactured by Airbus UK in Filton.

Through working with risk sharing partners who do have considerable large scale composite
manufacturing experience, Airbus UK will continue to build its capability in this area.
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Has the sale of BAE’s stake in Airbus had an eVect on Airbus UK’s ability to negotiate a good deal for the UK?

The UK has an exemplary track record on delivering top quality products to the Airbus final assembly
lines on time and in budget. This is the primary argument that can be used in any negotiation for future
investment, and reinforces the importance of the UK continuing to invest in skills and new technologies so
that world class performance levels may be maintained.

BAE is a global company with global shareholders to consider and dealt with its Airbus shareholding on
an arms length basis, so its decision to sell its 20% stake has overall had little eVect on the UK’s voice in any
debate regarding industrial decisions. Indeed, there has been a constructive dialogue between key
stakeholders from Industry, Government and the Unions in recent months in relation to the Power 8 plans.
The overriding impact of the BAE exit has been the uncertainty created regarding the UK’s role in civil
aerospace. The Power 8 announcement with its confirmation of the UK’s continuing role as Airbus wing
leader should help to ease concerns in this regard.

APPENDIX 3

Memorandum submitted by Bristol City Council

The growth of Airbus R&D and wing production activities at the Filton site and the related stimulus to
the local supply chain has been one of the principal drivers of the success of the Bristol city-region economy
over the last 10 years, as evidenced by the fact that Bristol/West of England has the highest GVA per head
and lowest unemployment levels of any major English city outside London.

There are presently around 18,100 high quality jobs supported by the aerospace and advanced engineering
sector, dominated by Airbus UK and Rolls Royce, in the West of England—about one third held by City
of Bristol residents. However, the world-class Airbus cluster at Filton is of regional as well as local
significance, as it is estimated to support around 37,000 jobs (directly, indirectly and induced in other
companies) and to source 40% of its total supplies in the SouthWest. The design, research and test facilities
at Filton are very much used in partnership with regional suppliers and universities.

In the light of the above economic contribution, Bristol City Council and partners consider that the
consolidation and possible expansion of the Airbus research, design and production facilities at Filton will
be an essential component of the future economic strategy for the city-region in order to boost its position
as a leading UK and European centre of innovation, advanced manufacturing and other knowledge-based
industries. In preparing the Bristol Development Framework to 2026 the Council expects to give a high
priority to safeguarding land and formulating planning policies, in conjunction with South Gloucestershire
Council, which are favourable to the future development needs of Airbus UK at Filton.

In reviewing its future support for the UK aerospace industry and UK interests in Airbus, Bristol City
Council urges the government to maintain and, if possible, boost its current level of funding into the future
for the composite materials technology centre at Filton, which is widely seen as key to sustaining Airbus
UK’s competitive edge in wing manufacture. We would also urge the government to do all within its power
to assist Airbus UK to secure a share of the new A350 production at Filton, and, looking further ahead, the
design/production of the new generation of commercial singe isle aircraft code named A30X.

Bristol City Council is committed to working with all relevant local, regional and national partners to
make the case for sustaining research and production investment in Airbus UK at Filton, and promoting
Bristol/West of England as a growing, world-class centre of excellence for aerospace and advanced
engineering in the twenty first century.

9 January 2007

APPENDIX 4

Memorandum submitted by CBI

Introduction

1. The Confederation of British Industry (CBI) is the premier voice of UK business, representing
approximately 240,000 companies and 150 trade associations. Our membership stretches across the UK,
covering businesses from all sectors and sizes. We welcome the opportunity to contribute to the Trade and
Industry Select Committee inquiry into Recent Developments with Airbus.

2. Due to the company-specific nature of this inquiry, it should be noted that CBI membership includes
not only Airbus UK, but also a number of interested parties within the aerospace sector and wider industry.
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3. The UK aerospace sector comprises civil, defence and space aerospace sectors. In terms of turnover,
the UK aerospace industry is second in size only to the US, and dominates the EU aerospace industry with
26% of all EU aerospace jobs. Airbus is a prime example of successful European collaboration in
manufacturing, having now achieved parity of market share with Boeing. The UK has made a central
contribution to Airbus from its conception, leading on the design and production of wings for all Airbus
projects to date, including the A380.

4. The remainder of this evidence is structured as follows:

— Repayable launch investment.

— The value of Airbus and the aerospace industry to the UK.

— Issues surrounding foreign ownership.

— The UK as a manufacturing location.

Repayable Launch Investment

5. New programmes in the aerospace sector are characterised by high product development costs, high
levels of commercial and technical risk and long payback periods, and are therefore unlikely to find suYcient
funding from capital markets.

6. As such, the CBI supports the practice of UK government to provide repayable launch investment,
permitted under the Civil Aviation Act 1982, provided the investment constitutes appropriate value for
money for the taxpayer. Government figures show that since 1984, returns on government investment in
Airbus have generated a net gain of £14.1 million.

7. The investment inAirbusmade by theUKgovernment ismade in linewith the 1992EU/USAgreement
onTrade in Large Civil Aircraft. TheAgreement places a ceiling of 33% of total development costs for direct
government support, that must be repaid at an interest rate no less than the government cost of borrowing
and within no more than 17 years.

8. However, the US withdrew from the 1992 agreement, filing a complaint at the World Trade
Organisation (WTO) against the EU. TheUS claimed that EUmember states have, jointly, provided launch
aid to Airbus that contravenes WTO rules on permissible subsidies. In particular the US alleges that loans
are below commercial rates of interest and are repayable on the basis of volume of sales.

9. The EU also has a reciprocal case against US aid to Boeing, which involves purported tax breaks and
subsidised bond payments by certain US states. Repeated attempts at negotiated compromise have failed
and in December 2006 the US renewed the formal WTO dispute procedures. The EU plans to follow suit
early in 2007. The dispute is likely to be the most complex ever faced by a WTO panel.

10. The CBI is firmly committed to free and fair global trade, regulated by the WTO.We urge both sides
to work to find a mutually acceptable solution to this ongoing dispute and to ensure that the principles of
free and fair competition are consistently upheld, and that all levels of public funding to aerospace from
state and federal governments in the EU and US are known.

The Value of Airbus and the Aerospace Industry to the UK

11. The manufacturing sector remains an important part of the UK economy, not only making valuable
contributions to the UK’s economic output, employment and trade balance, but also as part of a vibrant
mixed economy. The future of UK manufacturing must be based on generating high value throughout the
manufacturing value chain, fromR&D, design and production, to logistics and after-sales service provision.

12. Aerospace is one of the UK’s strongest industries, a modern, high-value manufacturing sector driven
by generating high value through innovation and design. The continued success of the UK Aerospace
Industry (UKAI) is of great importance to the UK economy, and vital for the many companies dependent
through the supply chain on aerospace prime contractors.

Economic Activity

13. Aerospace and defence in the UK added £10.9 billion of value to the UK economy in 2004/052, or
2% of total UK value added. In terms of industry turnover, civil aerospace accounted for 46% of the 2005
turnover of £23 billion.3 UKAI generated export sales of £15 billion in 2005, exhibiting a trade balance of
£2.25 billion. In 2005, aerospace exports represented 11.6% of total UK exports of manufactured goods.4

2 Value Added Scoreboard 2006.
3 SBAC Aerospace Industry Survey 2006.
4 OYce for National Statistics.
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14. The high-profile Airbus A380 project has and will continue to generate a significant amount of value
to the UK economy. Over £7.5 billion of work has already been taken up by UK companies, and the total
sum over the A380 project is estimated at £15 billion. In addition, the supply of Trent 900 engines from
Rolls-Royce is expected to generate a further £11 billion of value to the UK economy over the life of the
programme.

High-Value Employment

15. The aerospace sector provides long-term and high-value employment for 124,000 people in the UK.
Aerospace has a high skill intensity, with value-added per employee of £54,700 per employee5, and with 31%
of employees holding a university degree or equivalent.6 The average salary within aerospace is £33,645,
compared to an average of £25,566 for the total manufacturing workforce.

16. The manufacturing capabilities of Airbus UK, based in Broughton, NorthWales and Filton, Bristol,
between them employ over 13,000 people, in addition to staV employed in a number of customer support
centres in London, Nottingham, Derby and Manchester.

R&D Expenditure

17. Aerospace is the UK’s second ranking sector in terms of R&D expenditure, spending £2.52 billion
on R&D in 2005–06 and accounting for 13% of R&D expenditure from the UK 800.7 Of the total aerospace
R&D expenditure, 37% was spent on civil R&D, 66% of which was self financed.8 R&D expenditure in
2005–06 was 8.4% of total aerospace sales, exhibiting a very high R&D intensity relative to other
manufacturing sectors.

18. Within aerospace, Airbus UK is one of the largest investors in R&D, spending £343 million on R&D
in 2005–06. Airbus also demonstrated the highest R&D intensity in the aerospace sector, with R&D
expenditure of 16.6% of sales and £34,000 per employee.9

Supply Chain Impact

19. Although the UK aerospace industry comprises a small number of prime contractors, their supply
chains are extensive and extend across many sectors including engineering, materials, and electronics. As
such the supply base is shared with other advanced engineering sectors including telecommunications,
automotive, and power generation. Estimates suggest that there may be up to 2,500 aerospace SMEs in the
UK, the majority of whose sales are destined for the UK, representing strong involvement in the supply
chain of prime contractors.10

20. Through the supply chain, Airbus involves over 400 companies, and supports 135,000 UK jobs
through suppliers and within local communities.

Issues Surrounding Foreign Ownership

21. BAE Systems’ sale of their 20% stake in Airbus to EADS in 2006 has prompted many groups to voice
concerns over the future of a foreign-owned Airbus UK. The concerns are essentially twofold, firstly
regarding the ownership of economically valuable industrial capabilities by a non-UK company, and
secondly regarding the commitment of a foreign parent to the UK as a manufacturing location.

22. The CBI has long been a passionate advocate of free markets and as such does not share the concerns
regarding the foreign-ownership of “strategic” UK assets, provided that the governing principles of the
parent company are underpinned by economic drivers.

23. The second aspect of these concerns refers to the long-term prospects for the UK operations of
Airbus, and particularly the commitment of a foreign-owned Airbus to the UK as a business location. In
the case ofAirbus, aerospace and defence companies owned byEADSGroup already have a strong presence
in the UK, and current and proposed investments in the UK provide a signal of the commitment of EADS
to the UK, which the CBI supports.

5 Value Added Scoreboard 2006.
6 SBAC Aerospace Industry Survey 2006.
7 R&D Scoreboard 2006.
8 SBAC Aerospace Industry Survey 2006.
9 R&D Scoreborad 2006.
10 SBAC Aerospace Industry Survey 2006.
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The UK as aManufacturing Location

24. In a global and competitive market place manufacturers are increasingly free to locate operations
where they will generate greatest returns, and are increasingly motivated to take location decisions based
on commercial criteria. In terms of manufacturing in general, the UK faces competition not only on low
value added production, but on higher value added activities from both ambitious emerging markets and
established industrial players.

25. In the case of Airbus, the UK faces competition from other EU countries for the lucrative
technological and production capabilities, specifically wing design andmanufacture, but also from emerging
economies for component supply and subassembly.

26. It is therefore vital that the UK remains an attractive location for high value manufacturing, in order
to retain the valuable capabilities within manufacturing, aerospace and the Airbus enterprise. Creating and
maintaining a business environment in which high value manufacturing can flourish requires a combination
of many factors, including a stable macroeconomic climate, light-touch regulation and an eYcient
infrastructure in its broadest sense.

27. In the case of the aerospace industry, as a competitive, R&D intensive, highly skilled manufacturing
sector the most pressing issues are; securing visible support from government, maintaining eVective
expenditure on research and technology, and ensuring a steady skills supply.

Visible support from government

28. High-level government support is a key factor in creating an environment conducive to
manufacturing success. This support is not limited to financial aid.Messages from government departments
and high-level attendance at industry-focused events are crucial to create an atmosphere in which
manufacturing in general, and aerospace in particular, is valued.

29. Airbus has enjoyed positive support from high level politicians from all Airbus partner countries, as
demonstrated by the presence of all four heads of state at the A380’s formal unveiling in January 2005. Such
support visibly exhibits a government commitment to the industry and providing the right framework
conditions for industry to compete. Government should continue to provide such support for Airbus and
the aerospace sector, as well as increase their visible support of other manufacturing sectors.

30. When government fails to provide such visible support the result is increased industrial malaise,
reduced confidence and optimism among business leaders, with clear knock-on eVects in terms of investment
and location decisions. An apparently unwelcoming, or ambivalent, government constitutes an additional
“push” factor in location decisions, particularly when compared to the high-level political support of
industry in other EU countries.

Research and Technology

31. The UK’s technological capabilities and ability to innovate are crucial factors for sustained success
in high value manufacturing. The UKmust not only maintain its world class R&D infrastructure and blue-
sky research, but also work to encourage greater business-university collaboration, the eVective transfer of
knowledge and technology, and the commercial exploitation of research and innovation.

32. In the case of Airbus, the primary challenge for the near future arises from the transfer from metallic
to composite materials in wing manufacture. The UK’s world leading capabilities in wing technology have
been the basis for locating Airbus operations in the UK, and other EU countries are keen to produce wings
for Airbus. It is therefore imperative for the UK to successfully build its capabilities in composite materials,
through private and public sector investment, and strong collaboration with academia.

33. In response to this challenge, Airbus has established the Composite Structures Development Centre
at Filton, in co-operation with the University of Bristol, to bring together industry and academia in the
South West. The South West Regional Development Agency is investing over £3.3 million in equipment in
the centre.

34. Additionally, with the objectives of transferring and exploiting technology, the National Aerospace
Technology Strategy (NATS) was established following a recommendation from the DTI’s Aerospace
Innovation and Growth Team. In December 2006, the government announced funding of £17 million as
part of the £34 million ‘Integrated Wing’ programme at Airbus’ Broughton site, as part of the NATS. The
programme is designed to bring together industry partners and academia to develop the wing concept of the
future, with a focus on sustainable air travel. This is a welcome development.

35. The aerospace industry believes civil aerospace Research and Technology is underfunded. Current
government funding of £43 million in 2006–07 falls short of the £70 million recommended by the Aerospace
Innovation and Growth Team.
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36. It is the CBI’s position that the funding for innovation and technology schemes within industrial
sectors, such as the NATS, should fall within the remit of the Technology Strategy Board (TSB). The remit
of the TSB should be extended in order for it to take a more central role in determining the UK’s national
innovation priorities, as part of a coherent long-term innovation strategy for the UK.

37. The TSB should assume some of the roles and characteristics of the Defence Advanced Research
Projects Agency (DARPA) in the US, co-ordinating the government’s foresight activities, sponsoring
challenging areas of research and pulling successful projects into public procurement outside of the
defence sector.

38. The TSB would therefore require a suYcient budget to fund research schemes across industry. The
CBI estimates that the TSB should have a budget of at least £625 million, which should in eVect be doubled
through joint activities with major government research spenders and procurers. Such a level of resourcing
would be required to ensure a critical mass of activity.

39. The CBI welcomed the announcement that the TSB will become an independent body at arms length
from government, as a sign that government thinking is moving the right direction. It is vital that the
government remain ambitious when setting the detailed remit of the TSB.

Skills

40. The skills requirements of the aerospace sector focus on key engineering skills and technically skilled
production staV. The aerospace industry, and manufacturing in general, share concerns over the future
availability of high-level engineering skills and intermediate technical skills.

41. Trends indicate a future science, technology, engineering andmaths (STEM) skills deficit, as industry
is recording an urgent need for more quality STEM graduates, while numbers of relevant STEM graduates
are in decline.

42. While the overall numbers of STEM graduates in the UK working age population is increasing, this
growth is primarily due to increases in biology, medicine and computer sciences, while physical sciences and
engineering graduates are becoming more scarce. Trends at A-level also reveal fewer students taking maths,
physics and chemistry. In order to increase the number of young people taking these subjects, it is vital that
there is a suYciently stretching curriculum taught by enthusiastic, specialist (ie physics graduates teaching
physics) teachers, supported by quality careers advice.

43. Vocational qualifications are also vital in supplying intermediate and technical skills to the
manufacturing sector. Aerospace in particular is committed to providing vocational qualifications through
apprenticeships. It is therefore necessary to ensure a steady flow of high quality candidates into the
apprenticeship system, but careers advice is heavily biased towards academic qualifications (83%of students
were given little or no information on apprenticeships).11

44. Improving the quality of careers advice must be a key factor in improving the numbers of STEM
students and graduates, the perception of vocational qualifications, and the flow of graduates into
manufacturing. Objective, well-informed careers advice from qualified personnel would be able to highlight
the benefits of science qualifications, and portray the range of employment opportunities available in the
manufacturing sector.

45. Many employers oVer work experience placements for school children as well as undergraduates,
which can help improve the reputation of engineering andmanufacturing among students whilst developing
valuable generic employability skills such as team-working and communication skills. A number of
employers also fund or part-fund PhD students which means that research is relevant to the business
community and the student gains a better understanding of business.

46. In addition to skills inputs, employers need a simple, streamlined training infrastructure through
which they can access high quality workforce training. While prime contractors and large companies are
able to engage directly with the education system, smaller companies in the supply chain often do not have
the resources to do so. The aerospace sector is set to benefit directly from the new National Manufacturing
Skills Academy run by SEMTA, which aims to reduce complication and improve standards across the
automotive, aerospace, electronics and marine manufacturing sectors.

10 January 2007

APPENDIX 5

Memorandum submitted by the Confederation of Shipbuilding and Engineering Unions
(The recognised trade union body within Airbus U.K encompassing Amicus,

TGWU, GMB and UCATT)

Whilst aerospace is recognised as a strategic industrial sector in the U.K, Airbus U.K is seen by many in

11 EEF/SEMTA Survey 2004.
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the industry as its standard bearer.Uniquely, in the aftermath of 9/11 not one single employeewas dismissed.
Instead, a reflection of the progressive industrial relations and partnership ethos of this young, successful
and truly international company, agreement was reached between management and unions achieving real
savings without the need for the massive lay oVs and redundancies considered essential in the rest of the
aerospace sector. How the company approaches its current crisis will test that relationship to the limit and,
in my view, have a lasting eVect on the sustainability of the sector in the U.K.

No one questions the need for the company to restructure its industrial organisation. However, this must
also be considered against a backcloth of the changes in ownership, and the U.K’s standing within that.

There is no doubt that BAE Systems’ exit has created the potential for other shareholders to manoeuvre
themselves into more advantageous positions at our expense.

The German Federal and regional government will not allow the diminution of a sector they consider
strategic.

The French view in terms of restructuring may well be that they have already paid the price.

Spain, in moving to a 10% holding, clearly will expect a larger share and louder voice.

Which brings us to Russia, already with 7% and desperate to force the door further open.With a talented
aeronautical workforce, a frightening financing capacity and a sense of purpose not shared in the more
traditional democracies of the other shareholder nations, a concerning prospect.

Contrast these national shareholders with the position we in the U.K find ourselves in. We have no
“national champion” and no seat on the corporate EADS board.

What we do have is a centre of excellence for the architecture and integration of the wing at Filton and
Broughton. This wholly integrated wing technology, our design I.P and the unequivocal support of the U.K
government allowed Airbus U.K to punch well above its weight. The U.K formula had been crucial to its
success. The removal of any single element would not only damage its eVectiveness, it would in the long term
render it extremely vulnerable in terms of strategic importance.

The raison d’etre of AirbusU.K is wing technology and production. There can be no doubt that the future
of Airbus will very largely depend on the success of the new A350 XWB family. It is fundamental that the
U.K secure wing leadership of this programme and that H.M.G support our case. The aircraft marks a new
step in the degree of carbon fibre composite materials and the major design of an all new composite wing.
We have the design and manufacturing teams and processes to deliver this. In the past H.M.G had stepped
up to the plate in terms of repayable launch investment to help resource our eVorts. It is paramount that a
similar level of commitment and support is made by H.MG in respect of the current challenge and that the
board of EADS are left in no doubt as to H.M.G’s intentions.

The need to continue future development of composite wing technologies is critical not only for
manufacturing employment and projects but also for innovation in sustainable aviation technology.

Rumours emanating from mainland Europe suggest that the U.K’s work-share of A350 may well be
limited to trailing edge at Filton and wing assembly and equipping at Broughton. If indeed both C.F.R.P
covers for the A350 are done in mainland Europe, quite frankly the future looks bleak in relation to the
U.K’s strategic positioning within the company and the long term future of both sites.

Aerospace is the most global of all industrial sectors. A fact recognised by the manner in which Boeing
are, for the first time ever, developing their 787 Dreamliner with genuine international partners and wings
being produced not in the USA but in Japan.

We in the U.K need to work harder both as a government and an industry to ensure that the U.K is
genuinely “world class” in terms of our research and development base. National and regional governments
compete ferociously in all manner of funding arrangements to attract and retain aerospace companies
because of the high added value nature of their employment.

The oVers thrown at Boeing by individual states within the USA prior to the 787 launch are testament
to this. Many U.K headquartered aerospace companies have experienced similar inducements. When you
translate this to the national stage, clearly, H.M.G can not rest on its laurels in terms of its research and
development resourcing.

There are very few industrial sectors where the U.K can truly claim to be world leaders. Aerospace is one
of them. There are very few companies where both management and workforce can point to tangible
evidence of where working together had led to real success and a bright future.

This would not have been possible without H.M.G’s vision, support and belief. Anyweakening ofH.M.G
resolve would destroy all of that.

APPENDIX 6

Supplementary memorandum submitted by Confederation of Shipbuilding & Engineering Unions

Thank you for your kind invitation.
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As you would imagine we have been active at National level both politically and industrially, in terms of
articulating the case for the continuation of Airbus UK’s strategic importance within the company going
forward.

To this end we have had meetings not only with senior UK management but also main board members
in the form of Louis Gallois, Tom Enders and Fabric Bregier.

Our most recent meeting was immediately prior to the restructuring announcement. It was made clear to
us that the company’s future plans would be against a backcloth of seeking risk sharing partners. This would
manifest itself in particular at Filton in respect of the UK remaining a centre of excellence for composite
wing technology. We were informed that much interest had already been expressed by potential partners.

Whilst this was no shock to us, we expressed disappointment and an element of concern regarding EADS
(Airbus) no longer being the sole owner. In pragmatic terms we also laid down a marker that we needed full
visibility in relation to what any potential partner was prepared to bring to the table. The longer this was
delayed, the greater the uncertainty.

We are disappointed in not receiving greater work share of the A350 WXB and of the fact that wing
equipping is to be done in Germany rather than Broughton.

It has never been easy for the Airbus UK employees as a minority partner in a unique international
conglomerate, where the two major partners are from cultures in which it is often diYcult to identify the
separation between national government and business autonomy. Clearly, with the French and German
political responses to Power 8 there has been little attempt to do so.

Going forward, whether in a joint venture or not, Airbus UK, its employees and HMG, will need some
mechanism to help protect our interests within the decision making forums of the restructured company.
Power 8 is no magic wand to either turn the company around overnight or return the crucial ground lost
to Boeing.

8 March 2007

APPENDIX 7

Memorandum Submitted by the Department of Trade & Industry

1. Introduction

1.1 This submission begins with a brief description of Airbus and its parent company EADS (European
Aeronautics, Defence and Space Company), and a summary of recent developments. It then deals with steps
being taken by the UK government towards the company, including support. The paper then looks at the
future of wing technology, before looking at the impact on the supply chain and the UK aerospace research
and development base.

2. Airbus

2.1 Airbus operated as a French, German, British and Spanish consortium until 2000. The French,
German and Spanish partners thenmerged to create EADS. Airbus SAS became a fully integrated company
with a single management structure in 2001 with two shareholders (EADS 80%, BAE Systems 20%). Airbus
has been wholly owned by EADS since BAE Systems sold its stake in October 2006. Airbus employs over
55,000 people across Europe and operates 16 major plants. Its rival is Boeing, with which it is continually
vying for top spot as the world’s leading civil aeroplane manufacturer.

2.2 Airbus is managed by a 12-member Executive Committee. Louis Gallois is the President and CEO;
and Fabrice Bregier is the Chief Operating OYcer. Tom Williams, Executive Vice President Programmes,
(formerly Managing Director of Airbus UK) and GeoV Lloyd, Executive Vice President of Human
Resources are both British members of the Committee.

2.3 Airbus UK employs about 13,000 at Filton (Bristol) and Broughton (North Wales). It is responsible
for the design, development and manufacture of wings on all Airbus types, as well as the integration of all
wing systems including the fuel systems and landing gear. Iain Gray is the Managing Director and General
Manager of Airbus UK. Airbus SAS draws on an extensive supply chain in the UK. The number of jobs in
the supply chain is diYcult to quantify; Airbus overall estimates that it supports 135,000 jobs in the UK
through Airbus UK, its UK supply chain companies and induced employment. An academic in 2002
estimated that the total number of jobs supported by Airbus UK specifically stood at some 67,000.

2.4 The first aircraft produced by Airbus, introduced in the early 1970s, was the A300/A310 family. The
UK government did not invest in this aircraft, although the wings were designed and manufactured here.
Airbus announced in March 2006 that it would cease production of the A300 after the last aircraft is
delivered in July 2007. Sales for the A300/310 totaled 821 aircraft.
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2.5 TheA320 family of aircraft, introduced in the 1980s, has amassed over 4,800 orders. It is ideally suited
for short-haul flights and has been bought in large numbers by traditional and low-cost airlines. The UK
government invested £250 million repayable launch investment in the design and development of the wings
for this aircraft family and has achieved its return on the investment, indeedmore than doubling the original
investment. The government continues to receive royalty payments.

2.6 The A330/A340 family, introduced in the early 1990s, is available in six diVerent configurations, and
powered by two or four engines. The twin-engine A330 is predominantly for the regional market, while the
four-engine A340 is suited to long-range flights. Since its introduction, the A330/340 family has achieved
1,000 orders from over 60 customers. The UK government invested £450 million repayable launch
investment in the design and development of thewings for this aircraft family and is on target to get its return
on the investment.

2.7 The 555 seat, double deck A380, due to enter service in 2007, is the company’s most ambitious civil
aircraft programme. Airbus saw its development as key to ending Boeing’s dominance of the very large
airliner market. The UK government has invested £530 million repayable launch investment in the design
and development of the wings for the A380. Repayments will be made against deliveries of the aircraft. The
final assembly is taking place in Toulouse with interior fitment inHamburg. TheRolls-Royce poweredA380
was certified by the European Aviation Safety Agency and the Federal Aviation Authority on 12th
December 2006. Although now certified, the aircraft has suVered major delays, now totaling two years,
mainly due to wiring problems for the interior fittings. This has delayed the delivery of the first aircraft to
Singapore Airlines to October 2007. There have been no cancellations for the passenger version of the
aircraft, and Airbus has secured follow on orders from Singapore and Qantas despite the delays. FedEx
decided to cancel its freighter orders due to the aircraft being too late for their fleet requirements; however,
the company has not ruled out placing another order at a later date. Airbus currently has 159 orders for the
A380 (an additional 17 orders from Singapore and Qantas are expected to be included when Airbus
announces its December and full-year 2006 orders in mid-January 2007).

2.8 The A350 XWB was given its industrial launch in December 2006 and entry into service is
scheduled for 2013. It is conceived as a comprehensive medium-capacity aircraft with an extra-wide fuselage
to provide extra comfort. It also aims to provide the lowest operating costs and lowest seat mile cost of any
aircraft in the category. It is designed to confront the challenges of high fuel prices, rising passenger
expectations and environmental concerns. Airbus currently has 13 orders for the aircraft, and is negotiating
to turn 100 firm orders for the previous A350 into firm orders for the A350 XWB. The UK government is
actively engaged with EADS and Airbus about the best way to support their activities on the A350 XWB
programme

2.9 The Airbus A400M is a multi-national European programme to develop the next generation of four-
engine strategic military transport aircraft. Firm orders for the A400M now stand at 192 (Germany 60;
France 50; Spain 27: UK 25; Turkey 10: Belgium 7; Luxembourg 1, South Africa 8 and Malaysia 4). The
UK leads the design and assembly of the wings and Lord Drayson oYciated at the opening of the A400M
wing facility at Filton on 21 September 2006. Final assembly of the aircraft will take place in Spain. EADS
recently undertook a review of the programme which was helpful in identifying critical risk areas: systems
design, maturity of military mission systems, engine modifications, and the remaining work to be done on
the final assembly line. However, the review validated that the A400M Programme is currently progressing
according to the contractually agreed schedule of deliveries, the first of which are due in 2009.

2.10 Airbus had a record year in 2005. Its turnover was ƒ22 billion, and it has a strong order book with
over two thousand aircraft orders, which represents about five years work. The 2006 final order figures are
due on 17 January 2007. But with 635 orders by the end of November, 2006 was already Airbus’ second best
year ever.

2.11 The delays to the A380 programme have had a significant impact on the company’s finances. In
October 2005 the company announced that delayed income from postponed deliveries, cost overruns, late
delivery payments and inventory build-up would result in the A380 programme suVering a cumulative free
cash flow reduction of ƒ6.3 billion compared to previously expected free cash flow for the same period, ie
2006–10. There is also continuing pressure from the dollar/euro exchange rate. Civil aircraft are traded in
dollars. With over half of its cost base in euros and sterling, Airbus is especially exposed to the current
weakness of the dollar. To help counter the adverse impact, EADS and Airbus are launching a programme
to reduce costs called “Power 8”. The highlights of the Power 8 programme include reducing costs (ƒ2.1
billion per annum by 2010), saving cash (ƒ5 billion cumulative by 2010), developing new products faster
(development cycles reduced by two years) and increasing productivity by 20%.

2.12 The programme is called Power8 because there are eight modules, the first five of which are:

— Developing aircraft faster—designing aircraft with better tools and processes to increase
engineering productivity by 15–20% within the next four years, introduce new methods so that in
10 years time Airbus will be able to design and build an aircraft in less than six years instead of the
current seven and a half years.
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— Smart Buying—to reduce general procurement spend and streamline logistics. Airbus will reshape
its supply base by reducing the number of “first-tier” suppliers, where by it will sign for longer
timescale work packages with a single “first tier” supplier who in turn holds contracts with other
suppliers.

— Maximise Cash—there are a number of specific projects looking at operating working capital,
inventory, accounts payable and accounts receivable.

— Lean Manufacturing—a set of projects running on the manufacturing side to eliminate waste.

— Reduce Overhead Costs—reducing personnel-related procurement costs (eg travel, IS support,
and employment numbers).

2.13 The final three modules are recognised as being the most diYcult:

— Restructure Industrial SetUp—countrywork share allocationswill be revisited, including a review
of the whole Airbus manufacturing structure in Europe with the objective of removing duplication
and consolidating on the most productive sites five years from now.

— Streamline—this could lead to cuts in sites and jobs. This also has a 5-year objective of removing
duplication and increasing the speed of flow through the lines with positive consequences on
inventory costs.

— Focus on Core—working on a detailed definition of what is core and non-core in Airbus’ activities
and benchmarking of non-core activities.

2.14 More details about Power 8 are expected in early February 2007. The UK government remains in
close contact with the company on this issue. We recognise that the management is going to have to make
some diYcult decisions. We are keen to ensure that such decisions are taken on economic and commercial
grounds, without political interference.

3. EADS

3.1 EADS employs 112,000 and has joint CEOs, Tom Enders and Louis Gallois. Its management
structure is based on an equal sharing of power between the French and German partners. EADS has five
operating divisions: Airbus; Military Transport Aircraft; Eurocopter; Defence & Security Systems; and
Space.

3.2 EADS’ 2005 results were above forecast, with sales up 8% to ƒ34.2 billion and Earnings Before
Interest & Tax up 17% to ƒ2.85 billion. Airbus led EADS’ performance, accounting for 65% of sales. 2006
sales are forecast at ƒ37 billion, although Airbus faces revived competition from Boeing.

3.3 EADS is a company registered in theNetherlands with its shares listed on theAmsterdam, Frankfurt,
Madrid and Paris stock exchanges. The share holding is complex, so details are at annex 1 for information.

3.4 EADS has a strong industrial base in the UK, through its shares in Airbus, the MBDA missiles
company (37.5%) and the wholly owned Astrium satellites company. Robin Southwell is the CEO of EADS
UK, reporting to Chief Operating OYcer Jean-Paul Gut. The company’s presence in the UK mainly
consists of:

— Airbus—Broughton and Filton

— Astrium—Stevenage and Portsmouth

— MBDA—Stevenage, Filton and Lostock

— Defence & Security Systems—Newport (South Wales)

— Paradigm Communications—Stevenage.

— EADS UK Ltd London performs a co-ordination and representation role for EADS Corporate.

3.5 EADS employs 16,800 in the UK (15% of its total workforce) with 2005 sales of £1.8 billion and an
order book worth £12 billion.

4. Summary of Recent Developments

4.1 In the Spring of 2006, BAE Systems said that it intended to sell its 20% stake in Airbus. Then in June,
Airbus announced delays in the delivery of the A380. Noel Forgeard and Airbus CEO Gustav Humbert
announced their resignations on 2 July. Christian StreiV was then appointed the Airbus CEO.

4.2 On 3 October Airbus announced further delays to the A380.

4.3 On 9 October, Christian StreiV resigned.

4.4 On 13 October BAE Systems sold its stake in Airbus for ƒ2.75 billion.

4.5 Louis Gallois, EADS CEO, was then appointed to the position of Airbus CEO. Both Louis Gallois
and CEOof EADS, TomEnders, have endorsed Power 8 andAirbus is working on an implementation plan.
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5. UK Government’s Recent Relations with Airbus

5.1 The UK government is actively engaged at ministerial and oYcial level with Airbus and EADS. Just
before the Farnborough Air Show in July 2006, EADS agreed in principle to:

— Transfer the undertakings given to BAE Systems by EADS in 2000 to the government, and
strengthen those undertakings;

— Create a transparency mechanism in respect of EADS’s decisions about location of work;

— Establish a UK research and development centre;

— Appoint to the EADS board, subject to the due process of EADS governance, one non-executive
director whose appointment is agreed with the UK government; and

— Consider a London Stock Exchange secondary listing.

5.2 The details of the undertakings are confidential but essentially are designed to ensure that any work
package location decisions aVecting the UK are taken on commercial grounds, free from any political
influence or pressure.

5.3 Progress is being made, and EADS confirmed in October that it would honour the original
undertakings pending conclusion of negotiations.

6. Government Support to Airbus

6.1 Airbus receives a wide range of support including repayable Launch Investment, funding through the
DTI’s Technology Programme, and support from the Regional Development Authorities in England, the
Welsh Assembly, and support from the UK’s Export Credits and Guarantee Department (ECGD). Airbus
also receives support from the European Framework Programme.

6.2 One of the key support mechanisms is repayable Launch Investment, a risk sharing government
investment in the design and development of civil aerospace projects. The investment is repayable at a real
rate of return, usually via levies on sales of products.

6.3 Turning to research and technology, Airbus is looking to increase its research and technology activity
and is seeking increased support from the four Airbus governments and from the EU Framework
Programme to enable it to do so. Airbus has produced a UK funding case and overall technology plan as
part of its overall plan. The aim is to develop the right technologies for use in the successor aircraft to the
A320 family and beyond, ie for use on aircraft from 2010. The DTI’s approach has been to address Airbus
needs in the context of the Technology Programme, which runs competitions for research of business benefit
in priority technology topics decided by the Technology Strategy Board. The Technology Strategy Board
was established as an advisory non-departmental public body (NDPB) in October 2004 to put forward a
recommended strategy to the Secretary of State for Trade and Industry on business research and technology
priorities, and themost appropriate form of intervention to support them.TheBoardwill be reconstituted as
an executive NDPB in the first half of financial year 2007/2008, with responsibility to deliver the Technology
Programme.

6.4 Airbus and the government recognise the need to increase the level of technology available for all
future aircraft to remain competitive with Boeing. The government is keen to support the future success of
Airbus through advanced technology available in a timely fashion to launch new competitive products. The
government hasmade good progress so far in launching projects that meet Airbus’s strategic needs, drawing
on both national and regional resources.

6.5 The Technology Programme oVers 50% grants for research and technology, and projects in which
Airbus and its partners participate have, so far, secured £42 million of grants since the programme’s
introduction in 2004, which will be matched or exceeded by industry.

2005–06 2006–07 2007–08 2008–09 2009–10

£2 million £10 million £14 million £12 million £4 million

Some large projects of relevance to Airbus included in the above are: IntegratedWing (£11.3millionDTI,
£5.7 million regional funding), and the National Composite Network (£4.75 million DTI, and £14 million
regional funding). These are collaborative projects involving Airbus and its supply chain. Previous levels of
support to Airbus were about £2 million per year through the now closed DTI sectoral aerospace support
programme (CARAD).

6.6 Airbus UKmakes good use of European Union Framework Programme research to complement its
national research activity at the European level. The UK, along with other European governments, has
secured a strong aeronautics theme in the forthcoming seventh Framework Programme, including the
proposed “Clean Sky” Joint Technology Initiative (a public private partnership between industry and the
European Commission). The government sees a complementary mix of European and national funding as
appropriate for Airbus research and technology.
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6.7 Aswell as supporting the specific programmes outlined above, theDTI has established 22Knowledge
Transfer Networks. The Network established for aerospace and defence technologies is jointly funded by
the DTI and Ministry of Defence with Engineering and Physical Sciences Research Council support. It
ensures access to a network of industry, government and academic experts for independent strategic advice
and, conversely, allows industry a channel to the national aerospace and defence agendas. The Network
brings together partners in this global aerospace industry to advance the UK’s world-class manufacturing
and supply chain. Airbus UK is represented in technology areas such as aerodynamics, materials &
structures, aerospace manufacturing and electrical power systems.

6.8 In relation to government support, the World Trade Organisation dispute between the United States
and the European Union about government support for Boeing and Airbus is still ongoing. The European
Commission is leading negotiations for the EuropeanUnion. TheUK supports the EuropeanCommission’s
eVorts to defend its support for Airbus robustly, given that it has a strong case against the large subsidies
provided by the United States to Boeing. On 15 November 2006, the United States made its first formal
submission to the WTO Panel, which has been put together to consider the United States’ complaints of
unfair EuropeanUnion subsidies toAirbus. The EuropeanCommissionwill respond byFebruary 2007. The
UK remains in favour of a negotiated solution to the WTO dispute. However we want a balanced solution,
which means the United States needs to come up with a credible oVer. Our approach is not dogmatic, but
we want a strong and competitive aerospace industry in the UK and Europe able to compete fairly. We are
prepared to consider any fair solution in support of those objectives.

6.9 The UK government is actively engaged with EADS and Airbus on the best way to support their
activities on the A350 XWB programme and future programmes to ensure that conditions in the global
market for large civil aircraft remain fair and competitive.

6.10 The Export Credits Guarantee Department also helps UK manufacturers and investors to trade
overseas by providing guarantees and insurance policies which protect against non-payment. It has provided
hundreds of millions of pounds of cover for sales of both Airbus aircraft and Rolls-Royce engines.

6.11 The government has provided tax credits for research and technology since 2000. Airbus and its
supply chain claim benefit from these.

7. The Future ofWing Technology

7.1 Airbus has invested over £1 billion towards the design and development of the A380 wings at
Broughton, and £350 million in the buildings and equipment in the UK. The government has provided
launch investment of £530 million to Airbus UK for the design and development of the A380 wings and
£250 million to Rolls-Royce for the design and development of the Trent 600/900 engine (though the Trent
600 was for Boeing’s 747 family aircraft). The original estimate of the number of jobs created both directly
and indirectly by the A380 project was 22,000. It was also estimated that it would help safeguard existing
Airbus-related jobs in the UK. The total UK content of Airbus wing production is around 70%.More than
400 UK companies are contributing to the A380 programme, with contracts worth over £7.5 billion.

7.2 Airbus UK has been traditionally the centre of excellence for wing design, aerodynamics,
manufacture of metallic wings, and the integration of wings, fuel systems and landing gear. Over the past
10 years it has made significant developments in composite wing technology through research and product
developments. Other parts of the Airbus system, notably Germany and Spain, have also made major
developments in composite technology, some of it relevant to wing manufacture. The use of composite
materials (especially carbon fibre reinforced plastic) in aerospace has been steadily increasing in recent years
due to their excellent stiVness and low weight. Initially, like all new materials, the technology was used on
secondary structures and predominately in military aircraft before transferring to civil uses. Confidence in
the integrity of the materials is now high enough to use them for primary structures. Increases in fuel prices
and demands to reduce emissions and improve aircraft eYciency have strengthened the requirement to
reduce the weight of aircraft further, leading to an increasingly rapid uptake of composite technology.

7.3 The A400M strategic military transport aircraft programme has provided Airbus UK the
opportunity to develop further as a centre of excellence for the design, build and integration of wings, since
apart from the ribs, its wings are essentially being constructed from composite materials. Airbus UK’s role
on the A400Mhas primarily been around design and assembly of wings, rather thanmanufacture, however.
The A350 XWB programme provides the opportunity to sustain and build upon its capability in composite/
metal wing technology; this is a key element of the current discussion between the government andAirbus on
possible support for the A350 XWB programme. A further challenge relates to the research and technology
required for future aircraft projects, such as the anticipated replacement of the A320 single aisle aircraft. It
is considered probable that the design and manufacturing technology used to create the wings for that
aircraft will represent a step change from today’s processes.

7.4 The UK has dominated wing design and development and is recognised internationally as a centre
of excellence. However we need to ensure that the UK continues to invest and to develop its competence,
especially in the light of developments made by others, in order to maintain its lead in this field as these
technologies are moving at a fast pace.
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8. Impact on the Supply Chain

8.1 Airbus has been in close contact with its A380 supply chain companies to explain the nature of the
problems and find solutions to avoid further delays. It is acknowledged that the delays can cause diYculties,
particularly in relation to cash flow and staV retention for these companies. Airbus has however assured the
government that once the problems have been resolved, it expects output to increase rapidly. The Society
of BritishAerospace Companies (SBAC) has conducted analysis on the impact of theA380 delays on supply
chain companies, and found that the impact at a company level is variable. Fortunately, the order book is
strong for a wide variety of civil and defence programmes. This has led to increased production which is
helping to oVset the A380 work. The SBAC found that the “majority of supply chain companies appear to
be managing the situation well, although there are a small number of companies who are likely to find the
situation more diYcult”.

8.2 The government recognises that the supply chain also has to handle pressure from low cost economies
and the current weakness of the dollar. Airbus itself has decided to build an assembly line in China to meet
the rapidly increasing demand in China and the region for the A320. Airbus has assured the government
that this will not result in any UK job losses. EADS has said it will open a Technology Centre in India in
2007 that will provide engineering and information technology services to Airbus’ Asian operations. Rolls-
Royce, Smiths Aerospace, and GKN, amongst others, are all taking up opportunities in Asia to take
advantage of the growing market, skilled workforce and low overheads.

8.3 TheUK is amajor beneficiary of foreign investment, and is amajor investor abroad. The government
is working to tackle the challenges of the relocation of work abroad by encouraging companies to move up
the value chain. TheDTI has actively encouraged eighteen aerospace companies to take up business support
for supply chain improvements through the National Supply Chain Groups Initiative, which will provide
£3 million of funding. We operate in an increasingly competitive environment and the government does not
believe that protectionist measures are the answer to the challenge of globalisation. The objective of the
Technology Programme is to assist industry to work together on projects in strategically important areas
of science, engineering and technology, from which successful new products or processes can emerge. These
projects must involve two or more collaborators, at least one of which is from industry. In the projects
Airbus is involved with, at least half of the funding is for other industry or academic partners.

8.4 All aeroplanes are priced and sold in US dollars. At the present time the weakness of the US dollar
relative to sterling and the euro is squeezing Airbus’ revenues. Since Airbus’ principal costs are in euros and
sterling, the decline in the exchange value of its revenues means that it really needs a higher price per aircraft
to recover those costs. It had hedged to avoid that risk but those protective measures are being eroded as
the arrangements, which only last for a finite period, mature. Boeing is in a more favourable position in that
most of its transactions are in dollars without the need for extensive foreign exchange transactions or
hedging. The dollar’s weakness is expected to persist. This is putting pressure on Airbus to remove the risk
by transferring more of its manufacturing into the dollar area so that its costs and revenue are in the same
currency.

8.5 There are a number of factors aVecting the UK aerospace supply chain, apart from recent events at
Airbus. The clusters of companies in the South West, North West and South East England are key to a
healthy UK aerospace industry, and the DTI and Regional Development Agencies are working closely with
the sector to ensure that they remain competitive in the global market in which they operate.

9. Effects of Recent Events on the UK Aerospace Research & Development Base

9.1 Airbus has invested heavily in the UK and values the skills and expertise of its workforce. The
establishment of an EADS centre of excellence for research and development in the UK, for both civil and
defence, will be a very positive signal to the UK. EADS has said that the centre will reinforce the UK’s full
commitment to theAirbus programme and also provide the platform for a greater strategic relationshipwith
the wider EADS group.

9.2 Aeronautic research and development projects are long term in nature, and the recent events aVecting
Airbus are short term. Industry’s view is that the delays to the A380 will not have had any impact of the
research and development base in the UK.

9.3 The UK has the second biggest aerospace industry in the western world in terms of employment and
is one of only six countries (US, UK, France, Germany, Spain, Italy) involved in the design, manufacture
and marketing of the full range of aircraft products. Firms operating in the UK, apart from Airbus, and
EADS include BAE Systems, Rolls-Royce, Thales, Smiths Aerospace, GKN, Finmeccanica (including
Agusta Westland), Bombardier, Goodrich and Messier-Dowty. These are involved in research and
development programmes within their fields of composite materials, propulsion, actuation and electronic
systems. The research base is therefore not solely dependent on Airbus.

9.4 The Aerospace Innovation & Growth Team (AeIGT) report in 2003 set out a 20-year vision and
strategy for the future success of the UK aerospace industry. Increasing UK competitiveness in the global
market was at the heart of this. The report identified a number of areas: technology, process excellence, skills
and environmental issues. A National Aerospace Technology Strategy identified research & technology
priorities. A wide range of crucial projects is under way, or about to commence. We are also in discussion
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with industry about future programmes. The AeIGT is now under the guidance of a Leadership Council,
chaired byMargaretHodge andMike Turner (Chief Executive of BAE Systems). The AeIGT has proved an
eVectivemechanism to get industry towork together, and enable the government to focus on the right issues.

10. Conclusions

10.1 Airbus has a strong order book and has just enjoyed its two best years in terms of orders. However,
2006was a diYcult year for the company. The government is a strong supporter of Airbus, and is fully aware
that Airbus is a major contributor to the UK economy. The DTI has been in continual contact with Airbus
and will remain so as it works through the implications of recent events and positions itself optimally for
the future. The government supports Airbus’s move towards operating in a more commercial framework
and is keen to ensure that decision-making at the company continues down this road.

10.2 Airbus fully recognises the need to increase the level of technology for future aircraft to remain
competitive, and the government is keen to support the future success of Airbus through advanced
technology in collaborative projects involving Airbus and its supply chain. As already stated, Airbus
receives a wide range of government support through Launch Investment, Technology Programme,
Regional Development Agencies and European Framework Programme funding.

10.3 The recent events at Airbus have posed diYculties for the companies in the Airbus supply chain,
particularly in relation to cash flow and staV retention. Airbus has been in close contact with the companies
to explain the nature of the problems and find solutions to avoid further delays. Airbus has issued assurances
that once the problems have been resolved, it expects output to increase rapidly.

10.4 Airbus UK’s current business in metallic wings will thrive as existing programmes continue and as
the A380 programme recovers and ramps up. In the medium term, however, particularly as composite
technologies gain more ground in overall aircraft manufacture, Airbus UK faces significant competitive
pressures. The UK needs to continue to invest in these technologies to maintain its competitive advantage.

Annex 1

SUMMARY OF EADS SHARE HOLDING

As at 9 November 2006, the EADS’s share holdings were:

Shareholder Holding %
Contractual Partnership:
Sogeade (Lagardere and SOGEPA (French State holding company). 29.98
(This holding includes 7.5% already sold forward to Caisse des Depots)
Daimler Chrysler 22.49
SEPI (Spanish state holding company) 5.48

Free Float:
Public 35.94
Vneshtorgbank, (Russian state investment bank) 5.02
Treasury Shares—without economic or voting rights 1.03
French State 0.06
Total 100.00

At the end of 2005, 65.25% of the share capital of EADS was held in equal proportions by Daimler
Chrysler and SOGEADE who jointly control EADS through a Netherlands law contractual partnership.
SEPI being a party to the Contractual Partnership held 5.47% of the share capital of EADS. The free float
amounted to 34.75%. In April 2006, Daimler Chrysler and Lagardere announced that they had entered into
simultaneous transactions aimed at reducing their stakes by 7.5% each. Both companies plan to focus more
on core operations (that is car making, and media and publishing respectively). EADS was consulted and
viewed these steps to increase the free float of its capital as a very positive development for all shareholders.
However, the French and German blocs are now unequal because Caisse des Depots, the state owned
financial institution that performs public interestmissions on behalf of the French central, regional and local
governments is committed to purchase Lagardere’s 7.5% holding. Vneshtorgbank acquired a 5.02% stake
in September 2006, although the EADS two chairmen announced that this would not lead to any changes
in the company’s corporate governance structure. A consortium of banks has been reported to stand ready
to buy 7.5% of Chrysler Daimler’s holding, although without acquiring the voting rights.
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APPENDIX 8

Supplementary memorandum submitted by DTI

The Trade & Industry Committee asked the same supplementary questions to the DTI, Airbus and the
Society of British Aerospace Companies. This submission provides DTI’s response to these questions.

1. Reference has been made in the press of some of the work share for the A350 previously promised to the UK,
having now been diverted to Germany. Could we have more information on what this work was; why it was
diverted; and how significant it is to Airbus UK’s future?

Airbus UK has typically received about a 20% share of new aircraft programmes. Overall Airbus UKwill
be responsible for wing design and assembly, manufacture of major components and integration of the
engine pylons, landing gear and fuel system. More specifically on manufacturing the bottom cover and
equipping of the A350 XWBwings (ie insertion of cables and pipes into the wing for electrical and hydraulic
system) were two components considered for the UK, but this work has been allocated to Germany. Airbus
UK, in partnershipwith one ormore third partyUKbased suppliers, will be responsible for themanufacture
of the rear spar and trailing edge and front spar of the A350 XWB wing. These are large work packages
which should result in the transition from metallic to composite design and manufacture, and thus present
good opportunities for both Airbus UK andmajor suppliers based in the UK. The government believes this
is a good result for the UK in terms of quality of work and retaining the UK’s capabilities in wing
technology.

2. Airbus is seeking a partner for Filton. Could we have more detail on what this will mean and what it will
entail for the plant? To what extent is future wing work at Filton dependent on finding a partner? To what extent
are you seeking involvement—50/100% ownership?

This is a matter for Airbus. Airbus has said it is considering industrial partnerships at its Filton, Méaulte
and Nordenham plants to advance the development from metallic to composite wing design and
manufacture. Airbus wants to develop a new type of relationship to incorporate its supply chain more
strategically into its operations. The potential industrial partners may take partial or full control of the
operations. This change in relationship represents a good opportunity for supply chain companies in the
UK. Companies such asGKN, Bombardier, Spirit and Smiths have important capabilities in the design and
manufacture of composites. It is important that Airbus UK finds an industrial partner to develop its
capabilities in composite wings. Moreover, the supply chain companies need to continue to develop their
capabilities so that they are well placed to win future work in what is a competitive global market. The
“Supply Chains for the 21st Century (SC21)” project set up a year ago and led by the Society of British
Aerospace Companies is assisting UK companies in these areas with the encouragement to raise skill levels
and implement process excellence.

3. 50% of the work on the A350 is to be outsourced. Where to? Is this a potential opportunity for UK suppliers,
or is this work likely to go mainly to the BRIC (ie Brazil, Russia, India & China) countries?

Airbus has said that about 50% of aerostructure work for the A350 XWB will be outsourced to risk-
sharing partners, which is about twice asmuch as in earlier programmes.We need to recognise that themove
to greater levels of outsourcing represents both an opportunity and a threat. Airbus will need to weigh up
the costs and capabilities of suppliers in meeting their delivery targets. Airbus has said it will be seeking to
build a strong network of risk sharing partners and Tier 1 suppliers. Our expectation is that it will seek to
balance the risks of taking on new suppliers with increased work for some existing suppliers. Airbus has said
it intends to oVer 5% of outsourced work to China and 3% to Russia on the A350 XWB programme.

4. Airbus is planning to cut significantly the number of its suppliers. How? What are the implications of this
for its UK supply chain? Will it mean additional job losses outside of the 1,600 already announced?

Airbus has said that it will have a new businessmodel to implement theA350XWBprogramme—oVering
large work packages to Tier 1 suppliers. This means that fewer suppliers will have a direct relationship with
Airbus, but will work through the Tier 1 suppliers.

Airbus is busier now than at any other time in its history with expected deliveries of around 450 aircraft
this year, the A350 XWB design still being refined, and the A400M close to its first flight date. The job losses
at Airbus are expected to be phased over four years. This should ensure capacity is maintained during the
current record levels of deliveries. The implications of the restructuring programme on the supply chain are
not yet known, however the DTI, the Welsh Assembly and the South West Regional Development Agency
will work closely with Airbus to resolve any issues.
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5. Would you be able to give more information on the transnational centres of excellence? What are they, and
what does the UK’s wing centre mean for the UK?

Airbus has announced it will introduce an integrated transnational organisation to facilitate cost savings
and strengthen leadership through clearer accountability, faster decision-making and simpler interfaces.
Louis Gallois, the Airbus CEO, has however made it clear this will mean greater empowerment to those in
charge, rather than “centralisation or doing everything in-house”. The UK will have the Wing & Pylon
Centre of Excellence led by a Head of Operations. The detail of how this new business model will be rolled
out is a matter for Airbus.

6. Are any of Airbus’ plans for the UK conditional on government action ie new launch aid or R&T support?

The results of the Power 8 restructuring programme and the allocation of the A350 XWB work share are
not conditional on the government providing repayable launch investment or research and technology
support. The government is however discussing numerous aspects of the A350 XWB programme with
Airbus, including possible support, but the details of these discussions are confidential.

The government has already committed support for large research and technology projects such as the:
Integrated Wing (£11.3 million DTI, £5.7 million regional funding), Electric Landing Gear (£4.5 million
DTI), the National Composite Network (£4.75 million DTI, and £14 million regional funding) and a Fluid
Mechanics Simulation Programme (£8.7 millionDTI and £2.2 million regional funding), that are all directly
relevant to Airbus.

Airbus is now leading an industrial consortium that is in discussionwith theDTI and a number of regional
development agencies about potential support for a major research and technology programme to develop
composite capability. The securing of support would of course be as a result of a competitive process. Such
a programme would, however, build on the UK’s capability in wing design, development and manufacture.

7. If expertise in composites remains outside of the UK, what does this mean for future composite wing
development in the UK?

Airbus has made a distinction between those sites which are remaining in its direct control where
composite capabilities will continue to be developed (Illescas, Spain; Nantes, France; and Stade, Germany)
and those where industrial partners are being sought to facilitate the move from metallics to composites
(Filton, UK; Nordenham, Germany; and Méaulte, France). Airbus is committed to working on composite
technologies with theUK supply chain, where considerable strengths reside, and significant compositewings
components will be made here (rear spar and trailing edge, and front spar) developing our capabilities and
putting us in a good position for future programmes. The government is also investing in composite research
programmes, including through the National Composites Network. The government is working intensively
with Airbus on the technologies for future—post A350 XWB—composite structures. This result represents
a good outcome for the UK, and is a result of sustained action by the UK government to achieve a position
on the A350 XWB that provides the most positive platform for the future.

8. Has the sale of BAE Systems’ stake in Airbus had an eVect on Airbus UK’s ability to negotiate a good deal
for the UK?

The decision by BAE Systems to sell its stake in Airbus was made on commercial grounds, and the
government is keen for Airbus to be given the freedom to operate on a commercial basis without political
interference. We recognise that the EADSmanagement board has had to make some diYcult decisions. We
would also acknowledge that the UK’s position has been diYcult, now that it is not represented amongst
the shareholders. EADS has however agreed in principle to appoint to the EADS board, subject to the due
process of EADS governance, one non-executive director whose appointment is agreed with the UK
government.

Webelieve the outcomeof thePower 8 restructuring programme represents goodopportunities for theUK
to develop its capabilities andmaintain its position as world leader in the design andmanufacture of wings.
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APPENDIX 9

Further supplementary memorandum submitted by DTI

I write to provide the supplementary information I promised on 24 April when giving evidence at the
“recent events with Airbus” inquiry. The three pieces of information contained in the annexes are:

— a table providing details of DTI and regional development agency research and technology
funding for the aerospace sector as a whole and to projects involving Airbus.

— improvements to the Technology Programme process; and

— relative support by the US to Boeing and European governments to Airbus.

Annex 1

RESEARCH & TECHNOLOGY FUNDING

TOTAL R&T GRANT FUNDING (DTI & REGIONAL)
Figures in £m
Based on dates grants were oVered

Airbus & Partner(s)
Total Funding project funding (does not

Aerospace going to include Rolls Royce led
funding DTI Regional Airbus DTI Regional projects) DTI Regional

CARAD 2000–03 80 80 0 10.8 10.8 0 17.9 17.9 0
Average per year 20 20 0 2.7 2.7 0 4.48 4.48 0
Tech Prog 2004–06 152.1 109.5 42.6 14.367 7.306 7.07 41.95 30.95 11
Average per year 50.7 36.5 14.2 4.8 2.4 2.4 14 10.3 3.7
Total 232.1 189.5 42.6 25.176 18.106 7.07 59.85 48.85 11

1. CARAD is the old aerospace R&T scheme and Tech Programme is the new non-sectoral R&T
scheme.The Technology Programme funding for 2006 was low because of the level of prior commitments
in 2005 which were recognised as high.

2. The Technology Programme funding in 2006 was relatively low because of the level of prior
commitments in 2005 which were recognised as high.

3. The table does not include anticipated programmes for 2007, but we expect some significant further
activities to be launched this year.

4. The Tech Prog figure for 2004–06 for Airbus and Partners has potential to rise by £4 million should
MoD contribute support to the Environmentally Friendly Engine Programme.

Major existing R&T programmes

National Composites Network—DTI £4.75 million, Regional £14 million

Integrated Wing—DTI £11 million, Regional £5 million plus £2 million from DTI for additional
related project

Electric Landing Gear and Retraction—£4.5 millions

Environmentally Friendly Engine £30 million—Regional £13.5 million, potential support of £4 million
from MoD

ASTRAEA (Autonomous Systems Technology Related Airborne Evaluation and Assessment) £5
million DTI, £11 million Regional

CFMS Core programme £8.8 million DTI with £2 million from SWRDA for numerical centre

The report on progress with the National Aerospace Technology Strategy estimates that the objectives
of current Ministry of Defence programmes worth up to £40 million are directly related to the National
Aerospace Technology Strategy.
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The diagram below shows how aerospace research and technology government support spend per year
has grown since 2004.

DTI and RDA Funding to NATS
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Annex 2

THE TECHNOLOGY PROGRAMME IMPROVEMENTS

The Society of British Aerospace Companies’ evidence contained some criticisms about research and
technology funding.

Firstly, therewas concern about lack of investment in aeronautic research and technology, which is clearly
linked to the request by the Aerospace Innovation & Growth Team for funding of £70 million a year for
civil aerospace research and technology to fund National Aerospace Technology Strategy (NATS)
programmes. The government has supported all the key projects outlined in the NATS, at least for initial
phases. Since April 2004, the aerospace industry has been awarded £153 million (£110 million from the
Technology Programme and £43 million from the regions) for these programmes. This represents 20% to
25% of the total funding available from the Technology Programme. It is equivalent to around £45 million
per year which is over double the level of government investment under the previous DTI sector specific
scheme, “CARAD”. Airbus typically received directly around £2 million per year from CARAD, whereas
projects involving Airbus are currently achieving around £14 million per year.

The second point was about the coordination of the administrative processes for business in securing
funding from multiple funding sources such as the Regional Development Agencies; and the diYculty the
industry faces in delivering national policies and strategies within a regional framework. Malcolm Wicks
leads the Aerospace Technology Strategy Group which brings together all the relevant public bodies to
address these issues, and to ensure that funding opportunities for the aerospace research and technology
programmes are maximised. Our experience has shown that it is possible to achieve regional support to
deliver national policies and strategies, such as the National Aerospace Technology Strategy. The Regional
Development Agencies and the DTI have simplified the processes involved. We have recently agreed a
simplified application process, contract documentation and monitoring procedures, all of which will reduce
the burden for companies applying for national and regional funding.We are not complacent, however, and
will keep these under continuous review to see what further improvements can be achieved.

The issue of a lack of balance between early research (ie blue sky projects in universities funded by research
councils stands at £3.4 billion per year) and innovation (industry led, technology validation) was raised. The
government believes that investment in early research is essential and reflects other political priorities, as
much of this money goes on health and education related research. There is however an increasing desire to
ensure that early research does lead to greater economic impact. It was announced in the recent Budget that
the Director General of Science and Innovation will agree specific targets with each research council to
increase the amount of collaborative research and development they conduct in partnership with the
Technology Strategy Board over the Comprehensive Spending Review period.

Another concern was that the Technology Programme is fragmented insofar as it has two calls per year.
We believe that it is appropriate for the Technology Programme funding to be oVered on a competitive basis.
The Technology Strategy Board will shortly take over responsibility for delivering the Technology
Programme. It will be for the Board to decide whether competitions held every sixmonths are the best way of
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meeting business needs. The Society of BritishAerospaceCompanies also asked for the Technology Strategy
Board to provide greater certainty of the technology themes over the long term.We do, of course, recognise
that industry needs longer term certainty, and ministers have made clear that we expect the Technology
Strategy Board to take account of nationally agreed strategies like the National Aerospace Technology
Strategy. We will continue to discuss with the aerospace industry how best we can support future
programmes building on success so far.

Finally, there was a request for an increase in Technology Programme themes to be directly relevant to
the aerospace industry. It is acknowledged that the themes of the November 2006 call were not particularly
relevant to the aerospace industry. However, the April 2007 call includes £40 million for advanced
manufacturing; £15 million for lightweight materials (including a contribution from Ministry of Defence);
and £8 million for information and communications technology. All of which are relevant to the aerospace
industry.

Annex 3

AIRBUS/BOEING WTO DISPUTES

In the current US WTO challenge to EU support for Airbus, the US claim that The governments of
France, Germany, the UK, and Spain have “systematically subsidised” Airbus for over thirty years,
providing $15 billion in “Launch Aid”. The US also assert other subsidies were provided to Airbus in the
form of debt forgiveness, infrastructure support, R&D grants, subsidised loans through the European
Investment Bank and equity infusions. The agreed European Communities’ response to this is that the US
allegations of massive subsidies are without foundation; as explained below, “launch aid” is repayable
support (unlike that granted by the US) and any EC subsidies are negligible.

The European Commission is leading the defence of European support for Airbus and also mounting a
challenge to the US Government’s support for Boeing.

Themajor bone of contention is reimbursable launch investment. This form of support is expressly agreed
under the bilateral EU-US 1992 Agreement on Trade in Large Civil Aircraft. It provides for government
funding to Airbus for the development of new aircraft repaid with interest. The UK government does not
have details of the launch investment paid and returns received across Europe, but for the UK, our
investments in Airbus have provided a good return—£1.2 billion invested and over £1.3 billion repaid in
levies to date, with repayments continuing to be made every time Airbus delivers an aircraft in which the
UK invested.

The UK has also supported Airbus through collaborative R&T programmes. Since 1992 this has
amounted to £36.3 million. Airbus has also been able to apply for support under other generally available
schemes at European, national or regional level, such as training grants. In the UK this has amounted to
£19.5 million since 2000.

By contrast over the past 20 years Boeing has received almost $17 billion in funding and support from
the National Aeronautics and Space Administration (“NASA”), the Department of Defense (“DOD”), the
Department of Commerce (“DOC”), and the Department of Labor (“DOL”). The bulk of this funding is
provided by NASA and DOD, primarily through their aeronautics research and development (“R&D”)
subsidies which are not repayable. NASA and DOD also grant Boeing intellectual property rights to
valuable research results, including patents, trade secrets, and data rights.

Boeing has also received local and State level support from the States of Kansas and Illinois of over $900
million in benefits (primarily tax breaks), and commitments from the State ofWashington of over $4 billion
in additional benefits beginning in 2006, in the form of tax breaks, tax exemptions, tax credits and
infrastructure projects for the exclusive benefit of Boeing).

The Committee also raised the issue of support from the Japanese government. Although the EU WTO
case does not cover the support Boeing has received from major components being outsourced to Japan, it
is clear that this is significant in the case of the Boeing 787.

13 May 2007
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APPENDIX 10

Memorandum submitted by Flintshire County Council

1. Background

1.1 Flintshire County Council welcomes the opportunity to provide its views to the Trade and Industry
Select Committee inquiry into Recent Developments with Airbus.

1.2 Airbus’s location in Flintshire has had a significant impact on the area, not only in the provision of
employment opportunities but has also helped shape the local economy and greatly contribute to its overall
buoyancy.

1.3 Flintshire has a long standing traditionwith the aerospace/aviation industry. This traces back to early
aviation pioneers, when a Royal Flying Corps aerodrome was located at Sealand. In World War 2, the
Mosquito fighter bomber and the Lancaster heavy bomber were both built at Broughton.

1.4 Today the Broughton Airbus site is understood to be the largest area of manufacturing workspace
in the UK with approximately three million square feet of space in use. It has built the wings for all Airbus
aircraft since 1970.

2. Impact on Local Economy

2.1 Airbus, as a technology based manufacturer, has been enormously beneficial to Flintshire. The
county was traditionally dependant on coal, steel and chemicals and these sectors all but disappeared
through the 1980s and 1990s. The growth of Airbus has introduced newmanufacturing technology that has
helped to transform the local economy in the space of one generation.

2.2 The Flintshire economy has recovered well from the time in 1980 when the county experienced the
largest one day mass redundancy in Europe since 1945 with the loss of 8,000 jobs at Shotton Steel and an
estimated 10,000 consequential jobs lost.

2.3 The growth of Airbus has underpinned rebirth and subsequent growth of the local economy.
Flintshire is now a major manufacturing location, with 34% of all jobs in this sector (compared with 14%
in theUK) andAirbus responsible for one third of these jobs. These 8,000 direct jobs produce a weekly wage
bill of £6 million.

2.4 The presence of Airbus at Broughton has created a focus for major high value added manufacturing
which has attracted a significant number of other companies in similar or related fields of engineering/
manufacturing. These include: Toyota Engines, JCB Transmissions, UPM-Kymmene and DARA. This
core of high quality manufacturing is recognised as being the “engine” of the North Wales economy.

2.5 Maintaining this range and scale of manufacturing is critical to the long term future ofmanufacturing
in the sub region and maintaining the economic buoyancy of Flintshire.

3. Airbus in the Local Community

3.1 Airbus is a major supporter of the local community. It is an active player in the Flintshire
Regeneration Partnership, and a range of local business and industry groups. The company is a sponsor of
Groundwork Wrexham and Flintshire, oVering community development and environmental regeneration
programmes to the whole of North East Wales.

3.2 Airbus also has an education centre on site and is actively involved in the county’s education and
business partnership and local Community Consortium for Education and Training (CCET).

3.3 The company is an active supporter of a variety of community organisations and charities.

4. Local Infrastructure

4.1 Airbus is also a catalyst for the development of local SMEs. Many local companies have developed
as “spin-outs” from Airbus with former staV being encouraged to supply high quality manufactured
components or services to the parent company.

4.2 The development of the Broughton site has also provided the opportunity to bring together a range
of high technology suppliers and manufacturers to the aerospace sector. Flintshire County Council and the
Welsh Assembly Government have jointly developed the Hawarden Aerospace Park for this purpose and
around 3000 jobs are located there with more expected.
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5. Employment

5.1 In 1990 Flintshire was an unemployment black spot in UK terms. It now enjoys one of the lowest
unemployment rates (1.7% January 2007) and forms part of the wider economic sub region which is
recognised as one of the five most buoyant in the UK. (West Cheshire and North East Wales Sub Regional
Study, GVA Grimley 2005).

5.2 Airbus is the largest private sector employer in Wales. The site at Broughton now not only employs
over 8,000 but is understood to support a further 12000 jobs indirectly across North Wales through its
supply chain. Associated companies include: Gem Engineering, Healm Engineering, Crabbe Engineering
SMS, Magellan Aerospace Structures Metal Improvement Company and Tritech.

5.3 Airbus is one of the most highly paying employers in the region and invests heavily in training and
development of its staV. This has helped to “raise the bar” for employment in the local area, particularly
those employed in the Airbus supply chain.

5.4 As themost important local employer, Airbus has close working relationships with Flintshire County
Council and the Welsh Assembly Government. This is invaluable in helping to plan for training, housing
and related needs.

6. Qualifications and Skills Levels

6.1 Broughton’s engineering apprenticeship scheme is the biggest in Wales, recruiting over 100
engineering trainees per year, more than the amount recruited by all of the other North Wales engineering
employers together. The company now employs 440 apprentices at Broughton, a massive investment in the
future skills pool of the sub region.

This represents a pool of talent, which together with the training and development programmes within
the company is raising the quality of the local workforce.

6.2 Themain training supplier for Airbus is Deeside College which has had to rapidly change and expand
the training and courses of study it provides in response to the needs of the company.

6.3 In 2004 Airbus underwent a major reorganisation and introduced a series of Centres of Excellence.
The expansion of Deeside College included the development of the Engineering Centre of Excellence. This
high quality training centre is available not only to Airbus, but to all local companies .

6.4 Deeside College enrolments doubled between 1996 and 2004 from 8,000 to 17,000. The College has
won theQueen’s Anniversary Prize forHigher and Further Education 2002 in recognition of the role it plans
in working with employers and supporting the infrastructure of the local economy. Deeside is working in
partnership with Airbus to develop an on site training centre at Broughton.

6.5 Deeside College’s Learning Centre Manager for Airbus UK, Sue Horder, was awarded the Learning
Resource Centre Manager of the Year award at the World Open Learning Conference 2003.

7. The Future

7.1 A continued strong Airbus presence is critical to the economy of both Flintshire and the wider sub
region. Flintshire County Council is working closely with partner local authorities (including Chester,
Wrexham, Ellesmere Port & Neston, and The Wirral) together with the Welsh Assembly Government, to
that end. Of particular importance are:

— the availability of a skilled workforce;

— adequate local infrastructure, particularly power supply , broadband availability;

— good public transport eg the electrification of the Wrexham to Bidston rail line is being
considered; and

— links with Higher Education and Research and Development centres.

7.2 Flintshire County Council and its partners share the view that it is essential that Airbus Broughton
secures the contract for the A350 XWB aircraft. This will bring new composite technology to the site which
is essential to secure long term future of wing manufacture at Broughton.

7.3 Flintshire is currently a competitive, high value added, manufacturing location. In this respect it has
“bucked” the trend in the UK. This can only be maintained as long as the area, and companies within it,
remain competitive. It is essential that all public and private sector parties work together to ensure that the
area has the appropriate training, transport and other supporting infrastructure that businesses need to
retain this competitive edge.
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APPENDIX 11

Memorandum submitted by Lawrence Research Associates

I write to submit evidence to the Trade and Industry Committee regarding the question of public supports
to Airbus. My particular focus is the funding given to Airbus’s competitors and particularly the world’s
largest defence/aerospace company, the Boeing Corporation.

In order to emphasize my credentials in this field I would refer you to the following books that I have
authored since 1998.

Strategic Trade in Commercial-Class Aircraft, (Chatham House, 1998).

Strategic Issues in European Aerospace (Ashgate, 1999).

Aerospace Strategic Trade, (Ashgate, 2001).

Deep Stall: the Turbulent Story of Boeing Commercial Airplanes, (Ashgate, 2005).

I hope my submission is of interest to the Committee.

PUBLIC FUNDING OF THE LARGE CIVIL AIRCRAFT INDUSTRY

Introduction

For a number of reasons all of the world’s major producers of civil aircraft receive some form of public
support, often by means of direct funding. In the United States public funding was provided from the 1950s
to ensure that the U.S aerospace industry remained in a position of technological superiority over its Soviet
Cold War rival, because aerospace technologies were considered vital to national security. In Europe
repayable development support for Airbus programmes has been viewed as the onlymeans by which Airbus
could achieve a le el playing field vis-à-vis the huge NASA and DoD benefits accruing to American firms.
Looking further a field, over the last 20 years aerospace companies in the less developed world have also
received substantial government support, usually justified as a means of catching up with the West. Today,
the situation is becoming even more complex, with Airbus’s American competitor funding its new 787
aircraft with grants from third party governments (Japan) who are outside the scope of the current WTO
dispute on this thorny issue.

There is no doubt that one of the biggest competitive threats now faced byAirbus comes from the financial
supports that are accruing to the other major layers in the market. In the analysis below a view is provided
of the various public financial benefits that are supporting Boeing’s commercial aircraft business. But it
should also be remembered that government money is flowing into competitor businesses in China and
Russia.

Aerospace R&D

Aerospace is a very slow pulse/long term industry.Newproducts takemany years to develop and are often
in service for a quarter of a century or more. The technology in a new aircraft is derived from research and
technology (R&T) activities undertaken at east a decade previously. Thus if we take the Boeing 787, which
is due to fly in 2008, much of the new technology on the aircraft was developed in the 1990s, particularly
via government funded NASA programmes. On the same aircraft project Boeing has also benefited from
DoD supports. For example, the critical capability that Boeing is using in carbon composites was actually
developed in the 1980s when Boeing was a subcontractor on the Northrop Grumman B2 Bomber project.12

The same dependence on public supports was also true of the B777, as an in-house NASA journal noted,
“InMay 1996, the first Boeing 777 stopped by Langley Research Centre as a salute to NASA’s involvement
in its creation. Several Langley innovations were instrumental in the development of the aircraft”13

US Government Funding

Up until the 1990s American subsidy of the civil aircraft business derived chiefly from spillovers between
defence and commercial technologies. Although in addition, when the civil business was in a cyclical
downturn military orders kept companies such as Boeing afloat. In 1991 a Congressional OYce of
Technology Assessment (COTA) report noted t at:

The single greatest means by whichU.S. government policy has aVected the competitiveness of the
commercial aircraft industry is in the procurement of military aircraft and funding of the related
R&D.Of several ways in which themilitary side of the industry has advanced the commercial side,
technology synergies are in the top rank of importance (COTA, 1991, p.30).

12 See Aviation Week and Space Technology, (5 December 1988).
13 NASA, Spin-OV 97, (NASA Langley, 1997).
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However, with the arrival of the Clinton administration a more active strategy of financial support was
pursued. By the early 1990s the threat from Airbus had been recognized by opinion leaders in the U.S. In
response the Clinton government provided massive public support to NASA in order to facilitate the
technologies for two new civil aircraft. The two NASA programmes that were created to implement the
strategy were the Advanced Subsonic Transport (AST) programme and the High Speed Civil Transport
(HSCT). Between 1993 and 1998 the ST programme received US$818.3 million, while the HSCT benefited
to the tune of US$1.25 billion. All told more than US2 billion were spent on these programmes. There can
be no doubt as to what the purpose of these NASA programmes was. In 1994 U.S. transport Secretary
Frederick Pena said:

While eschewing any return to regulation, we have defined a new role for government as an active
player in aviation. One example of this philosophy in theAdministration’s initiative is the proposal
to increase NASA’s budget by 18%, so that the agency can subsidize launches for private-sector
projects. The programs to receive the bulk of this funding are the Advanced Subsonic Program
and the High Speed Research Program . . . (Statement of U.S. Transportation Secretary, Federico
Pena, Washington D.C., 6 January 1994)

Adding NASA’s Research and Technology Base (R& Base) programme (aimed at longer range research)
to the other two aircraft specific projects, the total NASA spending during the period 1993–98 on large
commercial aircraft research was in excess of US$5 billion. Spending that utterly dwarfs what was available
in Europe. The totals are given in exhibit S1 below.

NUMBERS IN U.S $ MILLION

FY93 FY94 FY95 FY96 FY97 FY98 Total

R&T Base 436.5 448.3 366.3 354.7 404.2 418.3 2,428.3
AST 12.4 101.3 150.1 169.8 173.6 211.1 818.3
HSCT 117.0 187.2 221.3 233.3 243.1 245.0 1,246.9
Other 299.7 83.9 144.3 159.5 23.3 45.7 756.4
TOTAL 865.6 1,020.7 882.0 917.3 844.2 920.1 5,249.9

Source: Annual NASA Budgetw www.nasa.gov/about/budget

Exhibit S1 NASA Spending on Aeronautics Research 1993–98

Although for long-range research; theR&TBase programme has provided some key technologies onU.S.
civil aircraft. According-to NASA’s own budget statement the agency provided the following technology:

— Supercritical Wing for the B-757 and B-767;

— Winglets for the MD-11 and B-747-400;

— Acoustic nacelles for the MD-11, B-757, B-767, an B-747;

— Active turbine cooling for the JT9D engine and the B-747;

— Composite structures and advanced metal alloys on he B-757, B-767, B-747, and the MD-11;

— Advanced flightdeck displays for the B-757, B-767, B-747, and B-777.3

The exactmanner in which thisNASA research funding constitutes a subsidy is as follows. Themainwork
packages on the research projects identified above were subcontracted out to engineers from Boeing,
McDonnell Douglas and other U.S. aerospace companies. Some of the contracts were huge; one for
airframe work on the HSCT was worth US$440 million. Another contract awarded toMcDonnell Douglas
in September 1995 (contract NAS 1 20546) to develop an “Advanced Composite Technology Wing”, was
worth US$122 million and was funded jointly from the AST and HSCT Programs. The contract ran until
2001, (after the Boeing/McDonnell Douglas Merger in 1997, the contract was absorbed by Boeing).

This author of this submission recognizes that we are analyzing data that is nearly a decade old, however,
it is the technology developed in these 1990s programmes that has re-invigorated Boeing’s new product
range, beginningwith the B787.Work on carbon composites has been pivotal, as historically theU.S. lagged
behind Europe in this critical field. The 50% composite, B787 mid-sized aircraft will soon be followed by a
new single aisle product that will compete fiercely with Airbus’s hugely successful A320 family. Thus in a
sense one can say that the Clinton technology initiative of the 1990s has done its job in clawing back Airbus
technological lead. Clearly Europe needs to respond if Airbus is to meet this new Boeing challenge.

NASA Funding in the 21st Century

Since the end of the so-called “focused” programmes discussed above NASA funding has become more
generic, with much attention being paid to issues such as safety and the environment. Nevertheless, in
partnership with the smaller contribution of the Federal Aviation Authority (FAA), the U.S has been
spending in excess of one billion euro per annum on aeronautics research in recent years. Spending in the
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early 21st century is detailed in exhibit S2 below. Although no longer focused on programme specific work,
it should be noted that this research is helping Boeing overcome some of the key business challenges in the
area of environmental sustainability in aviation.
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In 2004 Boeing finally pushed the Bush administration to abandon the 1992 Bilateral EU/U.S. Agreement
on Trade in Large Civil Aircraft and launch a TO case against the EU over Airbus funding. Despite this the
Boeing Corporation has pursued and received substantial subsidy for its new B787 aircraft. Boeing’s
strategy has been ingenious. With more than 65% of its new aircraft sourced overseas some of the federal
states where Boeing had traditionally undertaken manufacturing were concerned that all the jobs on the
programme would be exported overseas. In order to preserve final assembly in the state of Washington the
state authorities were compelled to provide Boeing and other local firms with a controversial US$3.2 billion
tax break that will run up until 2024.15

This is not the first time that Boeing has benefited from contentious tax concessions. Boeing was themajor
beneficiary of the U.S. Foreign Sales Corporation (FSC) tax breaks, and according to the EU received an
average of $US178 million per year in the period 2001–03, while total benefit to the aircraft manufacturer
from 1992 through to 2003 amounted to over $US 1.6 billion. It is clear that the FSC system granted a
considerable competitive advantage to the U.S. manufacturer, to the detriment of their competitors, as the
WTO has twice ruled.

As well as the funding from Washington State, on he 787 Boeing has benefited from grants of US$1.59
billion provided by the Japanese government for the B787 programme. Boeing’s Japanese partners,
Kawasaki Heavy Industries, Mitsubishi Heavy Industries and Fujitsu (known collectively as the JADC) are
responsible for 35% of the B787 project. In order to secure this work the Japanese government, in
partnership with Japanese banks, have stumped up nearly US$1.6 billion.16 With additional Italian
government funding the total subsidy to the B787 programme is well over US$5 billion. This is highly
damaging to Airbus, as it allows Boeing to oVer the B787 at significantly reduced prices. But additionally,
the Japanese and Italian subsidies have created a world class capability in composite technology for the
relevant companies, with Italy’s Alenia Aeronautica acquiring a new 700,000ft2 site near Naples with the
capacity to manufacture fuselage sections for as many as 10 aircraft a month.

Conclusion

In the 1990s Airbus laid the basis for taking 50% of the world market in large commercial aircraft, which
it achieved in 2003. Subsequently, since 2004 Boeing has fought back with its new 787, utilizing technologies
developed with the help of massive government funding in the 1990s. NASA’ s funding for aeronautics has
nowbeen reduced from the 1990s peak, butAirbus’sU.S. competitor is now being advantaged by third party

15 See Seattle Times, (6 September 2006)
16 See the Economic Strategy Institute at
http://www.econstrat.org/index.php?option%com content&task%yiew&id%193&Itemid%46
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funding from countries such as Italy and Japan. This funding is not on the radar screen at the WTO dispute
in Geneva. the UK we need to be aware of the scale and competitive implications of public support flowing
to Boeing, the world’s largest defence/aerospace company.

13 April 2007

APPENDIX 12

Memorandum submitted by Prof. M A Leschziner, Head of Wing Technologies Centre,
Aeronautics Department, Imperial College London

Britain has a distinguished history in aeronautics and aero-propulsion, both civil andmilitary, punctuated
by many scientific and technological “firsts”. Today, the UK’s aerospace sector is still one of the most
important contributors to the country’s economy, being also the second largest in the world. However, its
technological position in the airframe sector has arguably declined over the past decade or two, with the
centre of gravity within Europe shifting progressively towards France and Germany. In contrast, the UK’s
leadership in aero-propulsion has been maintained, with Rolls-Royce commanding a strong global position
in both technological and market-share terms; but here too, an increasing proportion of the technological
advances is being made outside the UK (Germany, USA, Canada, Australia, India, etc). Rolls Royce’s
policy has been to generate the technology where the best people are, where the best infrastructure is, and
where the costs are lowest and/or the subsidies highest. The “optimal” combination is increasingly seen to
be oVered outside the UK. Within the UK, many of the product-oriented technological advances are made
within University Technology Centres. This is an eVective approach for Rolls Royce, but can have
detrimental eVects on fundamental long-term, often speculative research. This illustrates a basic diYculty
in the relationship between industry and academic research that requires careful balancing to be optimally
eVective for both short-term and long-term aspirations. In fact, it suggests the need for an intermediate link
interfacing the two, which the UK now unfortunately lacks for reasons spelt out below.

The erosion in the UK’s technological position in aeronautics is not easy to quantify and its causes are
not easy to identify without ambiguity. Pertinent issues arguably include:

— the level of commitment to R&D and its funding, within a R&D “culture” that is underpinned by
the principle that home-grown innovation is the key to retaining industrial leadership;

— the intellectual strength and technical competence of industrial technologists and managers, who
need to have a good command of the science and an emotively healthy relationship to research, in
general, and academic collaboration, in particular;

— the presence of a well-funded and well-supported national research centre that acts as a bridge for
technology transfer from academe to industry and also generates innovative analytical and design
tools for industrial exploitation;

— a political climate that is based on the notion that industrial leadership is a defining societal issue.

Technological progress is maximised if all the above ingredients operate in harmony. If there is a single
recent development that can be highlighted as having had a seriously detrimental eVect on the UK’s
aeronautical sector, it is the fragmentation and part-privatisation of the old Defence Evaluation and
Research Agency (DERA) to become Qinetiq and DSTL. The role of Qinetiq as a facilitator of advanced
R&D, a supporter of academic research and a bridge between academe and industry and its contribution to
aeronautical science at an international level has greatly diminished over the recent past, and it is no longer
comparable to the position of ONERA and DLR, for example.

In an academic and scientific context, useful signals on relative positions can be derived from numerous
international contacts, the open scientific literature, international conferences and collaborative projects
funded by the EU. The general observation of many academics working in the aerospace sector is that the
UK’s presence in the scientific area is not as strong as it used to be, and this may be attributed to various
fault lines in the R&D-related issues listed under the bullet points above. One of many examples that can
be fielded is a recent Aerodynamics conference in Darmstadt—STAB 2006—in which 27 out of 75 papers
came from orwere led by theDLR. It is now rare for a scientific paper in Aerodynamics to be led byQinetiq.

The decline of Qinetiq’s prowess and a lack of R&D drive within Airbus and increasingly BAE Systems,
makes it more and more diYcult for university groups to contribute eVectively to aeronautics research, and
this is, self-evidently, not a recipe for success. Academic groups are increasingly forced into working closer
and closer to the “product edge” and on short-term problems, often with tools developed outside the UK.
In that sense, the trend is similar to that existing in aero-propulsion. At Imperial College, for example, the
focus of one Airbus project is to adapt a German DLR code to particular applications within Airbus UK.
This is an example of a general trend for industry to collaborate with university groups mainly to provide
applications-related “D” rather than long-term “R”, and this harbours serious risks to the UK science base
in aeronautics.
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Academics are generally inclined to pursue fundamental research with long-term goals, and are at their
best when allowed to do so. However, in Engineering, most are also fully cognisant of the need for this
research to be related to technological and societal challenges. The aeronautics sector is currently pervaded
by discussions about how to reduce the contribution of aircraft to pollution and global warming. In
particular, the ACARE goals commit the sector to a reduction of 50% in fuel consumption per passenger-
mile by the year 2020. This is an area in which most academics would argue the need to seek novel
technological solutions by exploiting aeronautical science. However, much of this science is fundamental
and long term, requiring the development of novel approaches to drag, weight and noise reduction, increase
in propulsive eYciency and reduction in harmful emissions (eg NOX). Imperial College is one of several
universities keen to contribute to the attainment of these goals, and the appended House Magazine article
about the College’s Wing Technologies Centre demonstrates this aspiration. However, the current UK
environment makes it diYcult for the Centre to establish a wide-ranging and productive collaboration with
the UK’s aeronautical sector, and this diYculty is rooted in some serious fault lines in some of the bulleted
items listed earlier. The absence of a well-functioning national research agency, funded by government, is
again highlighted as a major hindrance. Industry—Airbus and BAE Systems, in particular— cannot be
blamed for being pre-occupied with today’s problems and tomorrows sticking-plaster solutions. This
preoccupation makes it diYcult to establish common ground on what to do to develop solutions that might
be put in practice 10 years from now, a situation that is bound to lead to further decline.

In the light of the foregoing considerations, we oVer the following two recommendations:

(i) A national aeronautics agency should be created that assumes the role of the former DERA and
is fashioned after DLR. Its mission should be to act as a link between academic research and
industry.

(ii) A priority programme should be put in place, outside the remit of EPSRC, for pursuing R&D that
is based on a partnership among leading UK academic groups, the agency under (i) and the
aeronautical sector. This research should be managed by the agency and directed towards a few
focal points identified by all stake holders as underpinning key aeronautical technologies to be
retained in the UK. Industry should not be a direct beneficiary of the funding and should not be
able to tie the directions of the research towards short-term objectives.

APPENDIX 13

Memorandum submitted by the Royal Aeronautical Society

Introduction

1. The Royal Aeronautical Society (RAeS) is the earned Society for the Aerospace and Aviation
community. Based in London, it has a world-wide membership of over 19,000, with over 16,000 in the UK;
these include branches at Airbus site locations in Broughton, Filton, Toulouse and Hamburg. Its Fellows
andMembers represent all levels of the aeronautical community both active and retired. Through its various
Boards and Committees; it can draw upon considerable experience and expertise in aviation matters. In
addition, the Society has over 120 organisations who are members of its Corporate Partner scheme.

Background

2. The UK’s commitment to the Airbus programme constitutes over 40 years of national investment in
civil aerospace technology. Based on work performed by the Royal Aircraft Establishment Farnborough
in the early 1960s and earlier developments by de Havilland, later Hawker Siddeley, in the late 1950s, the
competence in wing design and production acquired by British industry is unrivalled in the world civil
aerospace market.

3. This is more than a niche technology. It represents a core capability in a globalised aerospace industry
which supports an extended, largely UK based supply chain. Many companies in this network, notably
Messier-Dowty (now part of the French Safran group) are world leaders in their own right as manufacturers
of under carriages.

4. This investment has been made jointly by industry and government. Since 1967, the formal start of the
international eVort to develop theAirbus family, HMGhas spent over £1,200 billion in support or repayable
launch investment.17 The direct financial return on this investment through royalties has generated a small
surplus, but repayments will continue for the lifetime of the Airbus family. In addition the indirect returns
to the economy in the form of high value employment and technological diVusion have also been substantial.

17 The form and terms -of this support have varied, at one stage this entailed capitalisation for the then nationalised British
Aerospace. The usual format since he early 1980s has been repayable launch investment to cover non-recurring costs of
developing individual Airbus types. Some variants have been privately funded.
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5. Airbus began life as a government inspired collaborative programme, but has subsequently achieved
a large measure of commercial autonomy as Airbus SAS, particularly since creation as a independent
subsidiary owned, until 2005, jointly by its original German, French British and Spanish shareholders.With
the sale of BAE SYSTEMS shareholding, Airbus SAS is now wholly owned by EADS.

Governmental Engagement

6. For much of the early period of Airbus’ history, the four governments were closely involved in
monitoring development and strategic planning. This entailed not only regularministerialmeetings, but also
oYcials located inFrance to observe developments on a day-to-day basis. Such detailedmonitoring has long
since disappeared, but regular Ministerial meetings (usually to coincide with the Paris or Farnborough
airshows) are still held.

7. The UK, both industry and government has long advocated the adoption by Airbus SAS of a wholly
commercial approach to decision making, including work sharing and the allocation of sub contracts by
competition. During the 1990s, considerable progress was made towards competitive subcontracting which
enabled UK companies to increase their share of work on individual programmes—certainly to a point
which exceeded BAE’s formal shareholding.

8. Over the last 12 months, Airbus has been beset with a number of overlapping problems. This has been
a consequence of serious delays with A380 and the subsequent need to improve the overall eYciency of the
Airbus production system. The management team at Airbus has recognised the need to create conditions
whereby they can not only solve the problems of the A380 but also to launch the A350 XWB as a direct
answer to the Boeing 787. These are demanding industrial issues which require solutions determined by the
best available commercial judgement. Failure to dos would threaten the long tern viability of the enterprise
in which the UK has such an import t stake. In principle, the Society endorses the principles underlying the
“Power8” programme o cut costs and to improve the overall eYciency of the Airbus production system. All
other things being equal, this would imply painful adjustments throughout the Airbus supply chain, and
particularly amongst the centres controlled directly by Airbus.

Power8 and the UK.

9. In respect of current Airbus models, “Power8” will probably have least impact on the UK. Its wing
design and assembly facilities are amongst the most productive of the Airbus centres. However, the A350
XWB, with its emphasis on composite structures, including the wing box does constitute a potential
challenge to the UK. vestment elsewhere in the Airbus system, notably in Spain, constitutes a major threat
to UK pre-eminence in wing manufacturing. While design and technical development is likely to remain in
the UK, production of future Airbus wings (a high value activity in its own right) fromA350 onwards could
be located elsewhere. UK industry, with help from the DTI, has begun to establish a capability in large scale
composites, but there is still an overall deficiency in this area. All other things being equal, the gap between
theUK and continental Europe in composite technologymight in any event have led to a shift in investment
strategy n the part of Airbus SAS.

10. However, the Society has been disturbed by the re-emergence of high-level political intervention in
the aVairs of Airbus SAS that has accompanied the A380 crisis and its aftermath. Airbus SAS and its EADS
parent have been subjected to pressure from both the French President and the German Chancellor. At a
lower, but more direct level, state and regional share holdings in EADS have also provided a conduit for
external influence.

Ownership and Control

11. HMG has tended to assume a “hands oV” approach to industrial policy and to place less value on
ownership per se in the operation of c operate assets located in the UK. This was confirmed in the defence
sector in both the Defence Industrial Strategy and the Defence Technology Strategy. But it is largely true
for 11 main UK industry sectors—ownership does not matter, as long as the technology and high value
employment stays in the UK. This, the Society contends, may be valid as long as foreign owned
multinationals perceive benefit in operating in the UK. Such benefit obtains from a mix of infrastructure
advantages, tax, market access and in the high technology sector especially, investment in R&D. But if the
balance of cost benefit shifts, the commitment to a UK location will be fragile. In the final analysis,
multinational corporate retrenchment starts fro the periphery.

12. The real danger in theAirbus case lies in t e combination of economic rationality—investment choices
made on the basis of best value, in this case it make sense to centre composite wing manufacturing on an
established centre of European excellence—and political pressure, where decisions are made on the basis of
which government wields the most clout.

13. To some extent, the UK is again likely to suVer from past failure to invest in fundamental research
and technology acquisition. Successive governments have been warned that failure adequately to support
civil aerospace research would threaten UK capabilities. This is distinct from project-related launch
investment which has been quite generous. This was clearly stated in evidence to the Trade and Industry
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Committee in 1993 and in the semi-oYcial National Strategic Technology Plan of the same era. Other
European governments, notably Germany and Spain have made targeted investment in material.
technology acquisition which now aVords them a strategic opportunity to take over responsibility for wing
manufacturing for the next generation of Airbus wings.

14. Since BAESYSTEMS, for sound internal reasons, sold its investment inAirbus SAS, theUK’s ability
to influence events will have diminished. The DTI, to Ministerial level, has made its concerns clear. And to
re-iterate, there is less danger to past investment and the security of “metal” based wing production. But
the future is an entirely diVerent place. The Society fears that the current level of commitment to composite
structures in the UK is insuYcient to match that available elsewhere in the Airbus system. The Society also
believes that Britain’s ability to counterbalance the political pressure aVecting Airbus is also limited by the
loss of direct ownership of Airbus assets.

15. At its crudest, the political reaction has seen both the UK and the German governments threatening
EADS’ military contracts if there are major plant closures in Airbus Germany or the UK. EADS
undoubtedly has much to lose from closure of the British market, but the German contracts are the more
valuable and the Society is not convinced that the MoD would, in the final analysis endorse a retaliatory
strategy for Airbus decisions. This is high level political grandstanding that in the final analysis ay be
countered by strong commercial arguments so that the pain of rationalisation will be s read through out the
Airbus group.

What should HMG do?

16. In reality, there is a great deal of posturing involved in such exchanges of threat and counter threat.
Nevertheless, the Society would argue the need for a strong UK response to the politically inspired moves
on the part of EADS’ government shareholders or national sponsors. If there is an economic rationale for
the outcome of “Power8”, this is something the UK may have to live with and to seek eVective response
through a fair and open bidding process for other future Airbus contracts (in avionics or example)
throughout the supply chain. But if the outcome is not based on such a transparent process, HMG should
be prepared to exclude foreign competitors from UK public markets and research contracts.

17. In the final analysis, there is little that will happen to UK aerospace capabilities or employment in
the short term. The DTI has backed some investment in advanced materials technology development, but
thismay be too late to e feetAirbus commercial decisionswhichmay reflect themore substantial investments
already maturing in Spain and Germany.

18. The picture for UK civil aircraft manufacturing from 2020 Could be bleak. This is less than half the
time it has taken the UK to achieve world class standing in civil aerospace wing design and manufacturing.
Given the huge demand for commercial aircraft set for the foreseeable future (especially the new generation
of environmentally friendly designs) the UK is facing the loss of another, (and from a rapidly dimiminishing
collection) valuable part of its high value manufacturing base.

16 February 2007

APPENDIX 14

Memorandum submitted by the Society of British Aerospace Companies

Summary

— Aerospace is a UK success story and remains the largest aerospace industry outside the USA. It
directly employs 124,000 people, has a turnover of £22.7 billion and has seen record levels of new
orders, £30 billion in 2005.

— AirbusUK is a key part of theUKaerospace industry. It has aworkforce in excess of 13,000 people
at its two UK sites and has some 400 UK companies involved in its supply chain. Its’ UK
operations incorporate the Airbus Wing Centre of Excellence which has been responsible for the
design, development, production and integration of wings for all Airbus aircraft produced to date.

— The A350 XWB will be the next major programme launched by Airbus. It is essential that the UK
wins a significant proportion of the work on this programme. The UK industry wants to ensure
the UK Government provides an internationally competitive framework of support for this
project and plays an active part in helping to secure work for UK based companies.

— Aerospace is highly R&D intensive and this is essential for future competitiveness in such a global
industry.

— Support from theUKGovernment for aerospace R&D investment is very important for the future
of Airbus in the UK and success of its supply chain.
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— There is increasing international competition for aerospace R&D and the UK Government must
ensure that its support schemes are competitive and encourage an increase in the level of aerospace
R&D undertaken in the UK.

— In October 2006 BAE Systems completed the sale of its 20% shareholding in Airbus, with EADS
becoming sole owner and significantly strengthening its role in the UK. The sale had long been
anticipated and is unlikely to make a diVerence to medium term prospects for employment and
investment in Airbus UK.

— The aerospace industry expects the UK Government to maintain its strong relationship with
Airbus and ensure the UK remains a competitive location for the global aerospace industry. It is
very important that UK Government works closely with industry to maintain the profile of the
sector and promote its role in civil aerospace.

— In 2006 Airbus announced delays to the A380 delivery schedules for the period 2007–10. This was
obviously disappointing news for UK suppliers, but not unusual for projects of this scale and
complexity. The A380 programme delays will have an impact on UK production, but come at a
time when UK companies are generally very busy.

1. Introduction

1.1 SBAC is the UK’s national trade association representing companies supplying civil air transport,
aerospace defence, homeland security and space. SBAC encompasses the British Airports Group and
UKspace. Together with its regional partners, SBAC represents over 2,600 companies, assisting them in
developing new business globally, facilitating innovation and competitiveness and providing regulatory
services in technical standards and accreditation.

1.2 Aerospace is a UK success story and remains the largest aerospace industry outside the USA. It
directly employs 124,000 people, has a turnover of £22.7 billion and has seen record levels of new orders,
£30 billion in 2005.

1.3 UK aerospace manufacturing is globally competitive and exports 67% of its total sales. UK
companies also have a significant presence overseas, employing 43,000 people and generating sales of £6.5
billion. The global scope of aerospace businessesmeansUK companies have close relationships with a range
of national governments and increasing choice in the location for their investments.

1.4 Aerospace manufacturing provides high value and highly skilled jobs. The latest data shows that 34%
of all employees in the sector hold a university degree or equivalent and is forecast to increase to 40% by
2010. Aerospace is exactly the type of advanced manufacturing industry that the UK Government should
be nurturing for the future.

1.5 Average salaries in the sector are £33,645, 43% higher than the UK average and 31% above the
manufacturing average. The industry is committed to improved training and skills development and
employs 2,719 apprentices.

1.6 Research, development and new technology are incredibly important for long-term competitiveness
in the aerospace industry. The sector is one of the most R&D intensive sectors in the UK economy and
invested £2.7 billion in 2005, up 31% on a year earlier. UK companies are not able to compete at the
commodity level against low cost economies and are increasingly competing on the availability and
development of advanced technology.

1.7 The UK aerospace industry recognises its environmental responsibilities and is committed to helping
to deliver a more sustainable aviation sector. The publication of the Sustainable Aviation strategy in 2005
and the recently produced progress report, which is attached to this submission, confirms the UK industry
as a world leader in this area. Airbus is playing a very significant part in helping to achieve the challenging
targets set for improving fuel eYciency, reducing noise and NOx emissions.

1.8 In 2006 UK aerospace production increased by around 18% and new orders continued to reflect the
increasing global demand for aviation services.

2. The Future ofWing Technology

2.1 Airbus UK is a key part of the UK aerospace industry. It has a workforce in excess of 13,000 people
at its Filton and Broughton sites and has some 400 UK companies involved in its supply chain. Its UK
operations incorporate the Airbus Wing Centre of Excellence which has been responsible for the design,
development, production and integration of wings for all Airbus aircraft produced to date. It also has
responsibility for landing gear and fuel systems integration.

2.2 Airbus deliveries are at a record high, with 399 deliveries between January and November 2006,
compared to 337 over the same period in 2005. This amounts to an average of 36 aircraft a month. The A320
accounts for 78% of Airbus deliveries this year and 91% of orders.
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2.3 Airbus UK is at the forefront of technological development. Its contribution to the development of
the A380, the world’s most spacious and eYcient aircraft, has been widely acknowledged. More recently it
has designed and assembled the first large predominantly all composite wing for the A400M military
transport aircraft.

2.4 The A350 XWB will be the next major programme for the UK aerospace industry. It is vital for the
future of wing technology in the UK that Airbus UK succeeds in winning a significant proportion of this
programme. The A350 XWB family is designed to confront the challenges of high fuel prices, rising
passenger expectations and environmental concerns. It will feature the latest innovations in terms of
advanced technologies including the use of all-new, easy to maintain and much lighter carbon fibre
reinforced plastic panelled fuselage skins.

2.5 Future aircraft programmes will maintain the trend of increasing the amount of composites, whilst
reducing costs and time to market. This will involve significant concept changes to the wing and its
associated systems, such as fuel and landing gear. Currently UK delivers a significant part of these systems
and participation in future programmes will depend on developing new technology in the UK.

2.6 It is absolutely essential that the UK wins a significant proportion of the work for the A350 XWB
family. TheUK industry needs theUKGovernment to provide a competitive framework of support for this
project and plays an active part in helping to secure work for UK based companies.

3. Importance of Aerospace R&D

3.1 The UK aerospace industry is highly R&D intensive and leading aerospace companies like Airbus
UK, Rolls-Royce Plc and BAE Systems are all in the top 10 of R&D investors, according to theDTI’s R&D
Scoreboard. The UKGovernment has recognised that R&D investment by companies generates significant
benefits for the broader economy and has an established policy to increase the level of R&D investment to
2.5 per cent of GDP.

3.2 SBAC has recently commissioned a programme of research to examine the mechanisms that promote
these R&D “spillovers” and the sectors where they are most likely to occur. This research was developed by
Sir Donald Mackay, former professor of economics at Aberdeen University and Herriot Watt University
and Chairman of Scottish Enterprise, and conducted by Oxford Economic Forecasting (OEF).

3.3 It shows that the benefits to the economy from increased R&D investment are large. OEF estimate
that the social returns on R&D investment in the manufacturing sector as a whole are around 50%, meaning
a one time £100 million investment in R&D raises UKGDP by £50 million per annum. The economy wide
social returns from R&D in the aerospace sector are even higher at around 70%.

3.4 TheOEF research shows the economywide social returns fromR&D investments are far greater than
the private returns to individual companies, which they estimate at around 10 per cent. This suggests that
the UK is likely to be under-investing in aerospace R&D.

3.5 Research by Sir Donald has shown that R&D intensity in the aerospace sector in the UK is less than
in Germany, France or the US. This suggests there is scope for a significant increase in the level of R&D
investment, to the benefit of the sector and the wider economy.

3.6 Support from theUKGovernment for aerospaceR&D investment is very important.Whilst the sums
ofmoney involved are relatively small in terms of the total level of aerospace investment inR&D they ensure
work is conducted collaboratively in the UK and the advanced technologies developed are available to
other sectors.

3.7 There is increasing competition from traditional and emerging aerospace economies to provide the
location for aerospace R&D. UK based companies now have a wide range of choices available to them and
the level and framework of government support for R&D is an increasingly important factor in decision-
making.

3.8 UKGovernmentmust ensure that its support schemes are internationally competitive and encourage
an increase in the level of aerospace R&D undertaken in the UK.

4. DTI Aerospace Investment through the Technology Programme

4.1 The DTI Technology Programme is the main mechanism by which the UK Government provides
support to the aerospace sector. This utilises resources directly from the Department of Trade & Industry
(DTI) alongside additional funding from the regions, devolved administrations and research councils.

4.2 SBAC is concerned that the current Technology Programme is not delivering coherent support to the
National Aerospace Technology Strategy; this has the potential to aVect the UK’s ability to attract future
programmes.

4.3 The National Aerospace Technology Strategy (NATS) was jointly developed by the Aerospace
Innovation and Growth Team (AeIGT) comprising Government, academia and industry, to provide the
framework for collaboratively funded R&D to address UK competitiveness in aerospace.
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4.4 The objective of the strategy is to ensure that the technology generated by the UK science base flows
through to industry and is embedded in the supply chain for commercial exploitation. In 2004 it was
estimated that a viable technology strategy for aerospace would require more than £300 million a year split
between research themes and technology validation.

4.5 The NATS identified that Government funding for the civil aerospace sector would have to increase
to £70 million and the proportion of the existing MoD science and technology budget spent on aerospace
would have to increase from £40 million to £90 million in order to achieve the agreed strategy. This was
made particularly challenging as the Government decided to move away from sector specific funding.

4.6 SBAC expects total government support for civil aerospace research and technology will rise from
around £20 million in 2003–04 to around £43 million in 2006–07. The prospects post 2006–07 is the subject
of some debate. Industry forecasts that funding will peak at this level and then fall unless exceptional
measures are taken. The DTI has suggested funding will continue at this level for the foreseeable future.
Either way, it is still a long way oV the £70 million funding required for the agreed NATS.

4.7 SBAC has made clear to DTI that the current Technology Programme is not delivering the necessary
support to the NATS and this will have a detrimental impact of future UK technology development and
programme participation.

4.8 Government must ensure that the April 2007 technology programme call includes themes and
mechanisms that are directly relevant to the aerospace sector. This should include opportunities related to
advanced manufacturing, which have been absent from recent competitions.

4.9 The Government must also continue its review of the administrative processes of the technology
programme. This must lead to more consistent bidding arrangements, call content more applicable to the
sector andmonitoring that is cost eVective andminimises the administrative burden on companies. Industry
is already working with DTI oYcials to develop these more eYcient and eVective processes.

4.10 Government funding for university based research is significantly higher than that made available
to industry to promote the commercial exploitation of this investment in the science base. It is essential that
there is a better balance of funding to ensure adequate technology pull-through into industry.

5. Recent Developments at Airbus

5.1 In October 2006 BAE Systems completed the sale of its 20% shareholding in Airbus, with EADS
becoming sole owner and significantly strengthening its role in the UK. The sale had long been anticipated
and is unlikely to make a diVerence to medium term prospects for employment and investment in Airbus
UK.

5.2 The longer-term objective for the UK aerospace industry is to ensure that Airbus UK continues to
be the global centre for the design, development, production and integration of wings for Airbus. This will
require it to win a substantial proportion of all new aircraft programmes and maintain a high level of
investment in innovative R&D.

5.3 The aerospace industry expects the UK Government to maintain its strong relationship with Airbus
and ensure theUK remains a competitive location for the global aerospace industry. There is concernwithin
industry that the sale may be interpreted as a withdrawal of UK industry from the civil market. It is very
important that UK Government works closely with industry to maintain the profile of the sector and
promote its role in civil aerospace.

5.4 In 2006 Airbus announced delays to the A380 delivery schedules for the period 2007–10. This was
obviously disappointing news for UK suppliers, but not unusual for projects of this scale and complexity.
The A380 programme delays will have an impact on UK production, but come at a time when UK
companies are generally very busy.

5.5 SBAC has been in close discussion with Airbus, its members and regional partners to assess the
impact of the delays on the UK supply chain. To date the majority of companies appear to be managing the
situation well, although there are a small number of companies who are likely to find the situation more
diYcult.

5.6 Airbus has communicated with its supply chain to explain the nature of the diYculties and has
indicated that once the production problems have been resolved they anticipate rapidly increasing output.
A full assessment of the delays cannot be made until detailed production schedules are announced.

5.7 Airbus has emphasised the importance of their supply chain in providing solutions, innovations and
technologies for specific customer applications. Airbus has launched a competitiveness programme, “Power
8” to help generate significant cost savings and productivity improvements.

5.8 SBAC is working closely with Airbus to ensure its UK supply base is closely involved in the
development of the programme. Airbus is also a partner of the SBAC Twenty First Century Supply Chain
action plan to create a more competitive and responsive UK supply chain.
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5.9 Industry is aware that the French government has announced that it will support French companies
impacted by delays to the A380 programme. SBAC understands that this will be through low interest loans
provided by regional authorities. SBAChas been encouragingUK companies that feel theymay face specific
problems to make contact with their regional development agency and discuss what assistance may be
available within the UK.

6. Concluding Remarks

6.1 Airbus UK is a key part of the highly successful UK aerospace industry. Its continued success is
essential for the sector and the broader economy.

6.2 The aerospace sector is a highly competitive global industry and governments across the world are
keen to attract investment from aerospace companies. In this highly competitive environment it is important
that the UK Government maintains the relative attractiveness of the UK for aerospace R&D, design and
production.

9 January 2007

APPENDIX 15

Supplementary memorandum submitted by SBAC

RE: SUPPLEMENTARY EVIDENCE: AIRBUS INQUIRY

SBAC welcomes the opportunity to provide additional evidence to the Committee following
announcement by Airbus of its plans for restructuring its business. SBAC is not able to answer all of the
questions raised, but feels well placed to comment on three specific areas.

It is important to recognise that the UK and European aerospace industry faces sustained competitive
pressures from increasingly price sensitive customers, a market denominated in dollars and the increasing
costs and risks associated with developing new aircraft. SBAC is convinced a leaner and more competitive
Airbus is essential for the global aviation sector and good for the UK aerospace industry.

50% of the work on the A350 is to be outsourced. Is this a potential opportunity for UK suppliers, or is this work
likely to go mainly to BRIC countries?

The aerospace industry is a global business with increasingly complex international supply chains. The
plans announced by Airbus move it further towards the model already being operated by Boeing. This will
see more risk sharing partnerships and greater responsibility for managing supply chains and integrating
systems being passed to key suppliers.

SBAC is confident that there will be opportunities for UK suppliers. The UK aerospace industry has the
skills and experience to play a key role in the management of supply chains and to deliver innovative
solutions. A wide range of UK aerospace companies have already demonstrated the agility and flexibility
required to operate in competitive global markets.

The sector recognises that its future success depends on the competitiveness of the whole supply chain and
not just a single company. The SC21 initiative launched by SBAC in 2006 is a change programme designed
to accelerate the competitiveness of the aerospace and defence industry by raising the performance of its
supply chains. International competition, together with the challenges posed by the defence industrial
strategy, necessitates rapid improvement in the eVectiveness of our supply chains. At the same time, industry
must ensure that it delivers competitive solutions for customers whilst maintaining profitable business
growth. A copy of the SC21 Implementation Guide is included for information.

If expertise in composites remains outside of the UK, what does this mean for future composite wing
development in the UK?

The UK does have significant expertise in the use of composite materials for aircraft. New aircraft are
progressively using larger proportions of these materials to help reduce weight and improve fuel eYciency.
The A380 uses approximately 25%, the Boeing 787 is forecast to use 50% and the A350 60% composites.

The UK has understood the need to prepare for the challenges posed by the use of these new materials.
The National Composites Network is an initiative funded by Government and industry, this includes four
regional centres. These include:

— The GKN Aerospace Composites Research Centre, which is a major new technical resource for
the UK companies looking to exploit the potential opportunities aVorded by the use of these
materials. The focus of the Centre’s activity is technology development in automated manufacture
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of complex composite parts for high performance sub-assemblies. The research facility has the very
latest testing and analysis equipment to support development of innovative composite materials
and structures, along with high eYciency manufacturing techniques.

— The Airbus Composite Structures Development Centre (CSDC)—a 4,500 square metre facility at
Filton—is the hub of a regional alliance of companies, universities and colleges in the SouthWest,
formed to provide world-class capability in the field of composite technology. The focus of the
Centre’s activity is technology development, including low-cost solutions for wider structural
applications of composite materials.

In addition, Bombardier in Northern Ireland is also a centre of excellence for advanced composites, with
some 30 years’ experience in this field. It has two dedicated composite manufacturing facilities, employing
some 870 people, and has a portfolio of over 30 composite components covering all aspects of primary and
secondary airframe structures. It has also created a new 20,000 square feet resin transfer moulding/resin
transfer infusion facility at its Dunmurry plant, which will be producing structures for Bombardier and
other aircraft. Should Bombardier launch its proposed CSeries aircraft, Belfast is earmarked to produce the
wing, nacelle and empennage, which will include significant use of composites.

The increasing use of composites is creating a new revolution in aircraft manufacturing and design. The
UK does have recognised expertise in this field, but needs to maintain and increase the level of investment
in aerospace R&T to ensure it has the all the capabilities required to meet the challenges of the next
generation of aircraft.

Has the sale of BAE Systems’ stake in Airbus had an eVect on Airbus UK’s ability to negotiate a good deal for
the UK?

The UK has emerged fairly well from the major restructuring announced by Airbus. This reflects the
eVorts that have been made by industry and Government in recent years to improve supply chain
productivity, up-skill the workforce and increase investment in new technology.

Following the sale of BAE Systems’ stake in Airbus a strong programme of support and engagement
between DTI Ministers and senior executives within the company has ensured that the change in
shareholding has not undermined the importance of Airbus UK and the UK supply base.

I hope this supplementary evidence is of assistance if you require further information, please do not
hesitate to contact me.

14 March 2007

APPENDIX 16

Memorandum submitted by West of England Aerospace Forum (WEAF)

1 Submission to the Trade and Industry Select Committee inquiry in to recent developments with Airbus (UK)

1.1 WEAF represents the interests of over 800 aerospace and defence companies in the South West,
making aerospace and defence a hugely important factor in the economy of the South West. Our Region
has arguably the largest and most capable aerospace and defence presence in the UK, encompassing major
primes, first tier suppliers and SME’s. WEAF is committed to representing their interests, and works in
partnership with many leading organisations including the Society of British Aerospace Companies
(SBAC), South West Regional Development Agency (SWRDA), Amicus, through the South West Trade
Union Council (SWTUC), academia and numerous business support groups. This combination of lead
Regional Trade Association and lead RDA for aerospace presents a unique opportunity to play a
determining role in the development and implementation of the UK’s Aerospace Innovation & Growth
Team (AeIGT) strategy and the objectives of the Defence Technology Strategy (DTS). Airbus (UK) is a
highly valued and integral member of WEAF and contributes greatly to the social and economic well being
of the Region, we therefore welcome the opportunity to contribute to this inquiry.

1.2 The Airbus operations at the Filton plant in Bristol provide approximately 6000 high skill, high value
jobs and covers manufacturing, design and engineering capabilities and Filton will soon celebrate 100 years
of aircraft manufacturing.

1.3 The recent sale of the BAE SYSTEMS 20% share in Airbus has certainly given a worrying new
prospective to the ability of the UK to retain the position of Centre of Excellence for wing design and
manufacture, and has placed a high degree of uncertainty on both the workforce and the supply chain.
WEAF believes that the move to composite materials technology in wing manufacturing provides not only
the key to the retention of the UK’s position of leadership in wing design and manufacture, but also the
major threat as foreign governments procure large interests in composites development and manufacture,
the industry can only compete in this technology if it continues to receive the appropriate level of support
from the UK government.
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1.4 Airbus has a proven record in turning innovation into product, and the experience that it currently
has in building composite wings for the A400Mwill be further refined and applied to new programmes such
as the recent industrial launch of the A350 XWB. If the UK is to remain a major player in wing technology
and designers/integrators of landing gear and fuel systems and meet strict environmental challenges, it can
only do so through the retention of UK government support.

1.5 The ability of UK companies, such as Airbus, to transfer technology and knowledge from our
universities and science parks to industrial application will be crucial, if the UK is to maintain a competitive
edge in an increasingly global market. Previously dedicated aerospace R&D/R&T funding streams such as
CARAD have been replaced by a “single pot” fund that is designed to capture multi sector benefits.
Although this approach will realise technology spin oV to other sectors, it will leave Airbus and the rest of
UK aerospace industry to fight their own corner at a time when established and emerging economies are
increasingly able to access dedicated national funding. The UK government must lend the appropriate level
of support and economic weighting to this important area of future wealth creation, if it is to grow the
economic benefits that Airbus and the industry currently delivers.

1.6 Successive Governments have given their support to Airbus over a period of many years and this
Government has been no exception, this is not the time to relinquish that support.

1.7 The whole area of government support has been a topic of discussion for many years and this debate
continues apace. Although we recognise the diYculties in fiscal management the industry is asking, “Are the
government doing enough to ensure aerospace and defence projects are supported adequately”. For
example, the recent unprecedented opportunity for inward investment from EADS and the technology
centre they would like to place in the UK. This centre situated in the South West would be seen as clear
support in technology development, and would build on the environment of innovation and technology
awareness that WEAF and the SWRDA (amongst others) have been striving to achieve, supporting nearly
30% of the total UKAerospace and defence companies that are based in the South West. Further concerns
for the industry are that although the simplified agenda is seen as useful we must not loose the proven good
practice that has been driven regionally by aerospace dedicated organisations. WEAF has been at the
forefront of this drive and continues to focus on creating competitive companies, now delivering this in
conjunction with MAS over the coming years presents its own challenges that we will rise to but this must
take place with good management practices, innovation, new technology development and the ability to
collaborate across the spectrum of business activity. We will continue to push forward in these areas and
we are supported by our 800! companies but again appropriate funding must be maintained in order to
build on our successes to date.

1.8 WEAF believes that Airbus acts as a magnet in the South West in attracting and retaining highly
experienced and highly qualified people in the region, driving quality graduate intake at our universities.
This acts as a dynamo for the encouragement of innovation and technology transfer in to our sector, and
especially the SME community. The South West is one of the most important centres for intellectual and
high value added activities in the country, and would be damaged in many of its industrial and commercial
activities if the incentive of the Airbus presence in the region were to be lost or diminished. A fact no doubt
in the mind of Lord Drayson when he delivered a challenge for increased levels of innovation through the
Defence Industrial Strategy in Bristol last year.

1.9 WEAF further believes that Airbus is a company that personifies the excellence of the UK aerospace
success story, and provides a good business model through its apprentice, skills training and supply chain
programmes. We continue to work in close co operation raising the awareness of the industry within
government and across the globe. The vital component needed at this time of uncertainty is the element of
stability, and a long-term investment programme within a framework of partnership achieving continued
success.

1.10 Foreign governments are recognising the importance of investing in this high value industry, and
given the level of investment it is clear that they could succeed in taking the lead in aerospace and defence
manufacture, or increase their lead as is the case with the United States where we understand considerable
support continues to be given to its companies in a less clear and visible way than that of the UK. Many
sources seem to confirm this particularly an independent study prepared by TDIS, Inc covering 1992
through to 2006, the EU trade barriers report and a number of media investigations, particularly from the
New York Times. Whilst we recognise that all countries support their industries in their own way, and that
this is justified in many ways not least the development of developing countries economies, we must not
allow others to gain such a strong upper hand that it threatens the whole aerospace and defence industry
here in the UK.

1.11 In conclusionWEAF, having workedwith Airbus andmany of its supply chain companies for many
years, can testify to the excellence, resilience and innovation of its workforce. The positive attitude that exists
in times of challenge deserves to be supported by all partners. There is a definite will to work through the
challenges, none more so than that displayed by management and trade unions to find a way forward.

1.12 WEAF is pleased to endorse the SBAC submission and would respectfully direct the Committee to
refer to the wider data supplied by the SBAC and to acknowledge the fact that WEAF did not wish to
duplicate it in our submission.
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1.13 Our statement is supported by submissions from both Bristol City Council and South
Gloucestershire Council in support of Airbus operations at Filton.

APPENDIX 17

Memorandum submitted by The West of England Partnership

On behalf of the West of England Partnership, I wish to give support to the submissions to the above
inquiry by Bristol City Council and the West of England Aerospace Forum.

TheWest of England Partnership comprises the four unitary local councils- Bath &North East Somerset,
Bristol, North Somerset and South Gloucestershire, together with Business West, government agencies and
a range of social, economic and environmental partners. The Partnership has been formed with
encouragement from government, to realise the potential of the sub-region, to establish clear long-term
direction for sub-regional strategies and eVective support for their delivery, to promote the interests of the
sub-region, attract public and private investment and, to enable partners to work more holistically in the
interests of the sub-region.

The submissions of Bristol City Council and the West of England Aerospace Forum together set out the
considerable scale of the Airbus operation at Filton, Bristol and the advanced technologies being used at
this complex both in the manufacturing process and in the design and development of new, high technology
products. The submissions have also highlighted recent government support for Airbus and the consistency
of this support with the approach of other national governments to the development of their aerospace
industries. In accord with this approach, SWRDA are investing significantly in the establishment of the
Composites Development Centre at Filton and are providing further support to the development of new
composite materials and their application to aircraft structures.

I wish to highlight as well, the significance of Airbus and other local aerospace companies to the wider
development of the West of England sub-regional economy. The high level skills in advanced technologies
nurtured by the large local aerospace industry in undertaking complex manufacturing processes and in
developing innovative technologies and designs, have led to ‘spin-oV’ business creation in the wider area.
The accumulation of valued skills in the sub-region as a result of the success of aerospace has also
contributed to the attraction of relocating, prestigious high technology businesses. In the past, these are
reported to have included for example, the Inmos Research Laboratory, the european research HQ of
Hewlett Packard andDupont, all of whom have located in north Bristol and close to the aerospace complex
at Filton. This investment and the development of the aerospace/advanced engineering sector in the West
of England has been a significant factor in the success of the West of England economy over recent years
and its beneficial contribution to the overall performance of the wider regional economy. This beneficial
relationship needs to be maintained.

The importance of the emerging high technology/advanced engineering cluster in north Bristol is being
recognised by SWRDA support for SPark, the Bristol and Bath Science Park, also located in north Bristol.
The agency has purchased about 25ha for the Park and is seeking to facilitate its expansion over another
20ha, to create a world-class development that rivals the established science parks at Cambridge, Oxford
and Warwick and provides over 6,000 jobs in science-based businesses. Crucially, SWRDA advise that
demand for space at the new Science Park is expected to come from established sectors including aerospace.
As I suggest above, aerospace has been a key driver in the development of the advanced engineering/high
technology sector of north Bristol for many years.

In recognition of the significance of aerospace, and by implication Airbus, to regional economic
development, SWRDA identify aerospace/advanced as a key sector where their business support activity is
to be focused. Similarly, the ‘Vision’ of the West of England Partnership highlights the priority to be given
by partners over the future to strengthening and promoting aerospace in recognition of the contribution of
the sector to the competitiveness and growth of the local economy. Currently, delivering this priority is being
carried forward in the preparation of the West of England Economic Strategy and Delivery Plan. The
priority being given by both regional local government organisations to aerospace is consistent with the
long-standing view of government, as set out for example by the Competitiveness White Paper in 1998, that
knowledge based industries oVer significant potential for growth and employment over the future.

I urge the committee therefore, to recognise the vital importance of the retention of Airbus UK to the
economy of the West of England, to the development I believe of a range of high technology industries and
in turn, regional and national economic success. For these reasons, I urge the committee to recommend to
government that it boosts funding for the Composites Development Centre at Filton, Bristol, and
encourages Airbus UK to secure a continuing, significant role for this location in airbus manufacture, and
related research, development and design.

11 January 2007
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