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   For all their bulk, reports by inspectors from the Department of Trade and Industry are flat and laconic publications. Their purpose is to uncover truths behind complex financial situations and to apportion blame and criticism. They are seldom works of literature. But sometimes you sense the human drama being played out between their dry-as-dust lines.

Thus, in last week's blockbusting report on Atlantic Computers, the following scene is described by the inspectors. In November 1988 Maggie Champion, a junior accounts clerk at Atlantic's headquarters in Staines, is asked by her boss, David McCormick, to compile a database of the company's portfolio of leases. The job is obviously important, as she is moved from the accounts department to the fourth floor, where the IBM System 36 computer is located. And she is given an assistant to help her.

In the next few months, Miss Champion, as the inspectors politely refer to her, goes through the dull process of feeding financial and technical information into the system. On April 14, she hits a button and the printer spews out computer paper relating to 1,752 Atlantic leases. Somewhere on the reams of paper it tells her that, in the UK alone, Atlantic faces a liability of Pounds 111m.

Whether she realised the significance of that information, we do not know. She has had her moment in the saga, and disappears from the narrative. 

But within a year, Atlantic's parent company, the financial-services conglomerate British & Commonwealth (B&C), led by one of the City stars of the 1980s, John Gunn, was forced to write off its full Pounds 485m investment in Atlantic. That led to the appointment of administrators, the collapse of a Pounds 2billion company, and the downfall of Gunn and his fellow executives. It also set in train a four-year investigation costing Pounds 6.5m, and the decision by Michael Heseltine, president of the Board of Trade, to disqualify six directors, including Gunn and McCormick.

It was a huge corporate collapse. At its peak in 1987, B&C was worth nearly Pounds 2billion. In today's market values, it is as if British Airways or Reed International were to disappear in the space of a year. A large part of the inspectors' work has been to answer the question of how a company like B&C could be laid so low so quickly.

Part of the answer lies in the character and motivation of Gunn, and the structure of B&C under his chief executiveship. After an early career in foreign exchange and money broking, Gunn had built up Exco into one of the leading brokers on the London market, before he walked out after a boardroom row in 1985. The Cayzer family, which had backed his ascent at Exco and made millions as a result, recognised entrepreneurial flair when they saw it, and asked him to join B&C, first as a consultant, then as chief executive.

B&C, which had once been a shipping company plying the routes between Britain and South Africa, was being transformed into a broad-based industrial holding company, but Gunn recognised financial services as the growth and glamour sector of the 1980s, and plunged wholeheartedly into that area.

The inspectors characterise his style at B&C as ''frenetic activity'', and it is hard to disagree. From the time he became chief executive until the Atlantic deal, just 18 months, he was involved in deals worth about Pounds 2billion, including the purchase of his old company Exco for Pounds 637m, and the disposal of the Cayzer family stake in B&C, worth Pounds 428m. He also bought the holding company Abaco, where he and a fellow B&C director, Peter Goldie, were on the board.

The company that, in early 1988, began to contemplate yet another acquisition in the shape of Atlantic was a collection of disparate businesses, ranging from money broking and investment banking to property and professional services. They had little in common apart from the B&C board and the desire to take part in the City boom in financial services. ''There was little commercial logic holding the group together,'' the inspectors conclude.

The stock-market crash of October 1987 forced City attention on to B&C. Fears centred on the group's high borrowings, Pounds 1.2billion in 1988, and falling share price, which by June 1988 had more than halved from pre-crash levels.

The company was being run by Gunn, now chairman, Goldie, promoted to chief executive, and Andrew Ashman, another former Abaco director whom Gunn made finance director. All three now face disqualification.

The inspectors write: ''In mid-1988, B&C faced a number of serious structural and financial problems, as well as a deteriorating financial and commercial environment. The overcoming of these problems would have posed a formidable challenge for the principal directors, even if they had not had further problems.''

BUT FURTHER problems were already incubating. Atlantic Computers was the creation of John Foulston and Vernon Davies, who joined forces in 1975 to enter the booming market in computer leasing. Atlantic, like many other computer lessors, bridged the gap between the computer manufacturers such as IBM, which produced expensive pieces of capital equipment, and end-users, who could afford to rent computers but seldom wanted to buy.

Atlantic hit on a novel scheme that seemed to make for the perfect

partnership between manufacturers and users the Flexlease, by which users could have all the benefits of a cheaply financed long-term lease, coupled with the flexibility of updating or even cancelling the lease agreement altogether, to take advantage of quantum leaps in technology.

Crucial to the Flexlease concept was the ''walk''. This allowed a user to cancel the agreement, usually within a year of its formal termination, with little or no obligation to take new equipment or honour the financial terms of leases. It was attractive and pulled in hundreds of millions of pounds of business for Atlantic. The only structural problem, which in the end brought the whole house down, was how to account for the revenue stream.

If a user exercised his option to ''walk'', how should Atlantic account for the remaining part of the lease? The standard adopted was to suggest that the value of the equipment coming back to it was equal to the liability it had incurred, but this is not what happened. Usually, Atlantic incurred the full liability of the lease returning to it. ''In our view, Flexlease did not have long-term viability,'' say the inspectors.

To disguise these fundamental failings, Atlantic had to sign up more and more new business to keep up the revenue stream, but each new lease increased the ''walk'' liability. The vicious circle reached crisis point in late 1988.

By then, it was too late for B&C. In April that year, Goldie had met Len Jagger, a controlling Atlantic shareholder, at a dinner. The inspectors cannot say for sure who sought out whom, but believe an approach came from Jagger and was followed up by Goldie. A meeting 10 days later took the matter further, and Goldie mentioned it to Gunn a few days later.

The chief executive found his chairman enthusiastic. B&C needed a new revenue stream to replace the Bricom businesses; it looked as though Atlantic, a market leader with Pounds 130m of profits reported in the past five years, would give an immediate boost to earnings per share; and it would help reduce fears of over-reliance on Exco's vulnerable money-market profits. It looked the perfect fit.

By July, the respective advisers, BZW for B&C and Rothschild for Atlantic, had initial pricing talks. At one stage, according to the inspectors, Rothschild was holding out for a price in excess of 600p per share, but 520p was eventually agreed, and by September the deal was done. Just two months later, Miss Champion began her lease portfolio assignment; 15 months afterwards, B&C was in administration.

THE INSPECTORS say that, if prudent accounting policies had been adopted, Atlantic would not have been able to report ''any significant profits at all'' in the five years leading up to the deal with B&C, and reserve some harsh criticism for the Atlantic auditors, Spicer and Pegler, now called Spicer and Oppenheim and part of Touche Ross.

''From the outset, Spicers did not have a sufficient understanding of Atlantic's business, and in particular of Flexlease and its attendant risks,'' they say. ''This lack of understanding hindered the effectiveness of Spicers' audit procedures such that by 1988 there were significant failures in the approach and conduct of the audit. We have concluded there were deficiencies in the planning for successive audits, and shortcomings in the carrying out of the audit work.'' The inspectors are also critical of BZW, the stockbroking arm of Barclays Bank, especially in its apparent endorsement of the Atlantic offer, stating that ''BZW should have adopted a more independent and critical stance in appraising the thoroughness of B&C's enquiries, which would have enabled them to recognise the shortcomings and to draw these to the attention of the principal directors and, if necessary, to the full B&C board'.

Last week, BZW took comfort from the fact that the DTI recognised there was some confusion as to its exact role, and recommended drawing up guidelines on the terms of engagement of merchant banks in takeovers.

Other financial institutions were also criticised to a greater or lesser degree: stockbroker Kleinwort Grieveson for a misleading circular on Atlantic; KPMG, the auditor to Atlantic's European and American businesses, for failing to specifically warn Spicer about potential problems with ''walks''; and Deloitte, now part of Coopers & Lybrand, which ''surprised'' the inspectors by relying on the Spicer audit for the 1988 accounts.

The report does not cover the accounting profession with glory, and almost all the firms involved figure in the estimated Pounds 2billion of writs that have been served in the wake of the B&C collapse.

BUT those most heavily criticised, and those facing the threat of

disqualification, are the individuals. Gunn, Goldie and Ashman of B&C are censured for their delay in bringing the Flexlease liabilities to shareholders' attention, one of the charges leading the inspectors to declare they were in breach of their duties as directors. Atlantic directors also face disqualification. In addition to McCormick, there is Nicholas Kennedy Scott, executive chairman of Atlantic and also on the B&C board, as well as Sien Yin Cheng Kai On, Atlantic finance director after the B&C takeover. All are criticised for failing to disclose liabilities,

for signing off the 1988 accounts, and are declared in breach of their duties.

Foulston died in a motor-racing accident in September 1987 but is still attacked for the management style with which he ran the company he founded.

Most of those criticised have come out fighting, and all are bitter. Gunn says: ''I'll fight it and fight it hard. It may cost up to Pounds 500,000 in legal fees but I'll do that to clear my name. I know I'll get justice in a British court which I won't get from the DTI.''

Kennedy Scott says: ''The inspectors' conclusion that I misled B&C during the takeover is at odds with their comments elsewhere in the report. I for one will vigorously oppose disqualification. I had the feeling throughout that the inquiry was conducted on the assumption that those at Atlantic were already guilty.''

His views are echoed by McCormick: ''Despite taking nearly four years to report their findings, the inspectors have criticised me for failing to solve all Atlantic's problems in little over one year.'' Others allege arrogance and aggression among inspectors during interviews, and some are angry that they were denied access to records and material that the inspectors had readily to hand. ''It was a classic star chamber. I felt like a witch in a ducking stool, guilty if I floated and dead if I sank,'' said one director.

There is also surprise at the absence of some names from the list of institutions and individuals coming in for criticism. Other names appear on the legal lists, yet have escaped outright censure for breach of duties from the inspectors.

And after five years, it is not over yet. Gunn observes: ''The really depressing thing is that the DTI has two years to issue writs for disqualification, and it could take another two years to fight it. By the end of all that, it will have taken 10 years. The government is out of kilter. There is no morality in this decision.''
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