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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date
E(80) 102 12/09/80
E(80) 34" Meeting, Item 1 17/09/80
CC(80) 36" Meeting, Item 4 (Extract) 23/10/80
CC(80) 37™ Meeting, Item 3 30/10/80

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES
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Caxton__House Tothill Street Lonc!on SWIH 9NA

The Rt Hon Sir Keith
Secretary of State

Telephone: Direct Line 01-213.......... 6 LIOOGTN code 215

Switchboard 01-212 3000

Joseph Bt MP i A,Jﬁth?vw

Departmeht of Industry ﬂhqbwﬂﬁk‘

Ashdown House
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BSC's CORPORATE PLAN

94 November 1980 m

- N

L'Jk/

I understand that you will shortly be receiving BSC's Corporate Plan

for 1981. This must
miehshirer footlng,

be directed to putting the Corporation on a
but I am concerned that we should also be able To

take an overall view of the possible consequences for other Lnduuur¢\u,
notably the coal industry, and for employment generally. My conceri in

part stems from the

steps now being taken by the steel unions, the NUIM

and ASLEF to re-establish the concept of the Triple Alliance dud

to resist closures,

particularly in Wales. There are emerging political

dimensions on which we should be clearer.

I would like to sugges

nost concerned shoul
into account its 1imp
regional policy, and
you will agree that

and that the procedu

BSC's Plan on the bsa

I am copying this let
Exchequer, and the S

pr

and also to Sir Robe

t therefore that officials from the Departments
d be asked urgently to evaluate the Plan, taking
lications for other industries, employment and

to provide a joint report for Ministers. I hope

we cannot look at BSC's problems entlreWy in i1solatilon

re I propose is preferable to our having to consider
sis of a number of papers from different Ministers.

tter to the Prime Minister, the Chancellor cf ¢I
lecretaries of State for Energy, Wales and Scotla
rt Armstrong. and Robin Ibbs.
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10 DOWNING STREET

From the Private Secretary 25 November 1980

BSC Board Responsibilities

As you know, the Prime Minister had a discussion this
morning with your Secretary of State and Robin Ibbs to discuss
the latter's minute of 26 September and the CPRS study on the -
duties and responsibilities of BSC Board members; they also
had before them Sir Keith's minute of 28 October.

Mr. Ibbs described the general conclusions of the CPRS
study: one of these was that the relationship between the
Secretary of State and nationalised industry boards was not
dissimilar to that between a holding company and its subsidiaries
in the private sector. He proposed that the CPRS should now
look at a sample of successful UK groups who operate as holding
companies with diversified interests; by looking at their
experience, he believed that it might be possible to make sponsor
Departments' intervention in their industries more effective.
Departments' objective ought to be to intervene as little as
possible, but when they did intervene they ought to be encouraging
good management and efficiency to the maximum. There was never
likely to be an exact analogy between the private and public sector,
but he felt sure that some of the lessons of the private sector
could prove helpful. In addition, he proposed that the CPRS
should look at the relationship between other European governments
and their public sector companies.

The Prime Minister and Sir Keith Joseph both said that they
did not think the analogy with the private sector could be taken
too far; but they agreed that some further work on the lines
proposed would be useful.

As regards the Prime Minister's comment (recorded in my note
of 3 November) that BSC should have an effective management struc-
ture when Mr. MacGregor retires, Sir Keith said that he had this
point very much in mind, and would be seeing MacGregor before long
to discuss. 1t. >

I am sending copies of this letter to John Wiggins (H.M.
Treasury), John Craig (Welsh Office), Godfrey Robson (Scottish
Office) and David Wright (Cabinet Office).

.o K. €. Ellison), "Esgs,;
Department of Industry.
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10 DOWNING STREET

From the Private Secretary

25 November 1980

é//

When Sir Keith called on the Prime
Minister today they discussed briefly
the question of whether the Government
snould take powers to enable BSC and/or
parts of it to be put into liquidation.
Sir Keith said that he would let the
Prime Minister have a note setting out
the pros and cons of doing this.

LA ]
:
I am sending a copy of this letter
to David Wright (Cabinet Office).

I, K. C. Ellisen, Esq.,
Department of Industry.
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10 DOWNING STREET

From the Private Secretary 17 November 1980

Deas Gt

BSC FINANCES: PARLIAMENTARY STATEMENT

| The Prime Minister has read your letter of
12 November and the draft Parliamentary
statement which you enclosed with in on BSC
Finances. She has suggested a number of amend-
ments, and I enclose an amended version which
she would like your Secretary of State to
conslder.

]

— —

I am sending copies of this letter, and
the enclosure, to the Private Secretaries to
members of E Committee, and to the Secretaries
of State for Scotland and Wales, and to Sir
Robert Armstrong.

Mrs.s Catherine Bell,
Department of Industry.
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BSC FINANCES: DRAFT ARRANGED PQ

To ask the Secretary of State for Industry, if he will make a
statement about the finances of the British Steel Corporation.

Yes. On 26 September 1980 I announced that the Government had
decided to increase the External Finance Limit for the British
Steel Corporation, for the year 1980/81, to £971 million.

This increase represented an extension of £400 million above
the 1limit of £450 million set in November last year, together

with the further £121 million carried over from 1979/80 to

take account of payments which could not be made that year.

The extra £400 million for BSC is being found from the unallocated
contingency reserve, within the planned level of public expendi-
ture. A Winter Supplementary Estimate is being submitted to

cover the additional finance required by BSC, but it now appears

likely that, before this Estimate can be approved next month,

sums of about £110 million will need to be provided by a

repayable advance from the Contingencies Fund.

This increase in BSC's EFL was foreshadowed in my statement to
the House on 26 June. There has, however, been a sharp

decline in UK demand for steel in recent months, so that despite
the closures which are taking place during 1980, which have
already led to over 40,000 redundancies, BSC has extensive

steelmaking capacity. The BSC's new corporate plan is expected

/in mid-December.
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in Mid-December. Meanwhile, interim financial support from
the Government is necessary to enable BSC to continue to meet

its debts until firm decisions about its future can be taken.

When the Government has considered the BSC Corporate Plan
the EFL for 1981/82, and a final revised EFL for 1980/81,

will be decided and announced.

The House will be aware that on 1 February this year the
European Coal and Steel Community adopted a Decision on

state aids for steel. The intention of that Decision, which

we fully support, is to prevent member states from financing
unnecessary increases in steel capacity or subsidising, on a
continuing basis, uneconomic steelmaking operations. The
Commission have been sent a copy of my statement of 26 September,
and the Government will consult the Cdmmission, when the BSC

Corporate Plan has been received, before final decisions are

taken on the future financing of the Corporation.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 550/1
SWITCHBOARD 01-212 7676

PS / Secretary of State for Industry

l-7November 1980

Robin Birch Esqg
Private Secretary to the Chancellor of the
Duchy of Lancaster 2
Privy Council Office
Whitehall
TONDON SW1
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BSC FINANCES: PARLTAMENTARY STATEMENT

5o I enclose a copy of my letter of 12 November to Tim ILankester
on the above subject. You will see that my Secretary of State
proposes to make a statement by way of an written answer.

2 I am copying this letter to Murdo MacLean and Michael
Pownall, and to Tim Lankester.

L .

' 4[‘ Feals £ )A_,--’;
CATHERINE BELL'—
Private Secretary
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
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i SWITCHBOARD 01-212 7676

PS/ Secretary of State for Industry

12, November 1980 ?S/[:étb
Tim Lankester Esq — FﬁthA«
Private Secretary to the R/ Senrclo
Prime Minister - , A r
10 Downing Street $keo Qo
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BSC FINANCES : PARLIAMENTARY STATEMENT KJ_rAAA&rquj

Following our discussion at E Committee on 17/ September my
Secretary of State announced on 26 September an extension

of the BSC EFL of £400 million, on an interim basis until
the Chairman brings forward a new corporate plan in Decenmber.
The terms of that announcement were cleared with the Prime
Minister and colleagues in E Committee.

2 It is also necessary to make a statement to Parliament,
i particularly since it will be necessary to draw on the

: Contingencies Fund in advance of Parliamentary approval of the
; Supplementary Estimate. I attach a draft arranged written

| question and answer, which follows closely the wording of the
announcement of 26 September. My Secretary of State proposes
to answer this as soon as possible.

Do Copies of this letter and the draft arranged question
go to the Private Secretaries of the members of E Committee
and of the Secretaries of State for Scotland and Wales, and
to Sir Robert Armstrong.

N
C S G_,{,\(.v"h

' a4
_, éﬂ_ ?l O Sk E L{
ﬁ S CATHERTINE BELL
Private Secretary

PS I should perhaps meke it quite clear that the proposed
statement is not connected with the further discussions which
my Secretary of State has had with Mr MacGregor about the
future of BSC. I am copying this postscript to David Wright
only, since other recipients are not aware of my Secretery of
State's further discussions with Mr lMacGregor.

i o i P T LT . - B 5t =
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BSC FINANCES : DRAFT ARRANGED PQ

Q. To ask the Secretary of State for Industry, if he will
meke a statement about the finances of the British Steel

Corporation.

4

A. Yes. On 26 September.1980 I announced that the Govern-
ment had decided to increase the External Finsnce Limit for the
British Steel Corporation, for the year 1980/81, to £971 million.
This increase represented an extension of £400 million sbove the
limit of £A450 million set in November last year, together with
the further £121 million carried over from 1979/80 to take

account of payments which could not be made because of the steel

strike.

hes |
The extra £400 m for BSC ;éhbeing found from the unallocated

contingency reserve, within the planned level of public '
' (a7 (e SV f;} '...Jf" e
expenditure. A Winter Supplementary Estimatijis being submitted

To cover the additional finance required by BSC, but it now

appears likely that, before this Estimate can be approved‘next
P to

month, sums of elrout £110 million will need to be provided by

a repayable advance from the Contingencies Fund.

This increase in BSC's EFL was foreshadowed in my statement to

the House on 26 June. There has, however, been a sharp decline

in UK demand for steel in recent months, so that despite the

/closures...
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closures which are taking place during 1980, which have already
led to over 40,000 redundancies, BSC's steelmaking capacity is
severly underloaded; UK steel production in September 1980

was under 50% of that for the same month in 1979. It is
clearly necessary for BSC to take effective and determined action
to improve its financial position.. The BSC Chairman Mr Mac-
Gregor will present a corporate plaﬁ to the Government in mid-
December, and he is well aware of the importance which the
Government attach to the achievement of an early and substantial
reduction in the burden which BSC places on public expenditure.
leanwhile BSC continues to make losses, and interim financial

support from the Government is necessary to enable BSC to

continue to meet its debts until firm decisions about BSC's

future can be taken.

When the Government hés considered the BSC Corporate Plan the
EFL for 1981/82, and a final revised EFL for 1980/81, will be

decided and announced. This is expected to take place before

i ey

the end of January 1981.

The House will be aware that the European Coal and Steel Community
adopted on 1 February this year, a Decision on state aids for
steel. The intention of that Decision, which we fully support,
is to prevent member states from financing unnecessary increases
in steel capacity or subsidising, on a continuing basis,

uneconomic steelmaking operations. The Commission have been sent

/8 eee
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a copy of my statement of 26 September, and the Government will

consult the Commission, when the BSC Corporate Plan has been

received, before final decisions are taken on the future

financing of the Corporation.

November 1980
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NOTE FOR THE RECORD

This is just a very short note to record the main points
which came up at the meeting which the Prime Minister had with
Mr. Ian MacGregor at Chequers on Saturday 15 November. Sir Keith

Joseph, Mr. David Young and Mr. David Wolfson were also present.
They discussed: -
i) The BSC corporate plan and the problems of the private

sector. Mr. MacGregor said that he would be putting forward

various options for BSC, including the '"lower case' capacity of

8 million tons liquid steei. He was also actively pursuing the
iaEE’SEﬁEIEEE;ﬂ3§¥'certain BSC plants to jointly-owned BSC/private
sector companies. (There are minutes on the file from the Department
of Industry recording recent meetings between Sir Keith and

Mr. MacGregor which set out these proposals in more detail).

ii) Gas Gathering Pipeline. Mr. MacGregor said that he thought
the pipeline should be wholly financed by the private sector, and
also that BGC's monopoly as buyer of the gas should be broken.

He would prefer the pipeline to be owned by a consortium of private
users. If this were done, the price of the gas would be lower, and

this would help stimulate the chemical industry.

iii) Mr. MacGregor described a number of ideas he had for
financing public sector projects without adding to PSBR. These
included self-financing public work - and he suggested, in particular,
the construction of a Channel tunnel based on EEC and private
financing with "only'" a comfort letter (in this connection, he showed
the Prime Minister a pre-feasibility study which BSC had helped to
finance); production payments in advance of production by BNOC,
BGC, the NCB and the CEGB; and tax exempt financing. He left
behind the attached letter to Mr. Ryrie ‘in the Treasury. The
Prime Minister suggested that Mr. MacGregor should have a further
meeting with Mr. Ryrie and that Mr. Young should attend also to
discuss these proposals; she would consider seeing Mr. Ryrie

(and possibly the Financial Secretary) as well,

/ iv)




iv) Trade Unions. Mr. MacGregor said that the privileges of

our trade unions were without parallel in the indgstrialised world.
o)
He hoped the government would take further action/rein them back.

v) Management Education. Mr. MacGregor said that the quality
of management education in this country was abysmal, and most of
the management schools were run by people who did not believe in
private enterprise. That was partly why management in the UK was
of a generally low standard. But another major problem was that
there were not enough people with a scientific or engineering
background on company boards: they tended to be full of people
with accountancy and legal backgrounds, who were unable to form a

judgement on production problems.

vi) Micro-electronics. Mr. MacGregor said that micro-electronics
was the critical technology of the future. It was essential to
maintain a high level of research in solid state physics if we were
to maintain our position as an industrial power, and we needed more

people in industry with a solid state physics background.

vii) Money Supply. Mr. MacGregor said he could not understand
why the authorities here had such difficulty in controlling bank
lending. Even taking into account the openness of our financial
markets and companies' access to Euro sterling, he felt sure
we could control lending if we had a proper definition of reserve
assets; he also did not see why the Bank could not enforce reserve
requirements of overseas subsidiaries of UK banks. He thought
Mr. Volcker would have a lot to teach us, and offered to ask him

to come over to talk with the Prime Minister.

After Mr. MacGregor and Sir Keith had left, Mr. Young stayed
behind to discuss the new towns disposal programme and also certain
ideas he had in respect of the PSA. He left the attached note on
the disposals programme, and promised to let us have a further note
on this and also one on the PSA to provide the basis for a discussion
between the Prime Minister and Mr. Heseltine. Pending this meeting,
the Prime Minister said that she did not wish the PSA  Advisory Board

/ to be




to be set up as had been proposed. (In fact, we had already told
the Department of the Environment that the Prime Minister did not

wish this to be set up for the time being).

1L

cc Mr Whitmore
Mr Wolfson
Mr Pattison

25 November 1980
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PS/Secretary of State | _ cc Mr D Young

Mr Steele

Mr Binning o.r.
Mrs Cohen o.r.
Mr Spencer

MEETING AT CHEQUERS, 15 NOVEMBER

The Secretary of State asked, as background for his meeting with
the Prime Minister and Mr MacGregor tomecrrow, for a note setting
out the current proposals for BSC/private sector joint companies
and a map showing the location of the main BSC and private sector
steel plants.

2 1 attach a chart showing our interpretation of the latest
BSC thinking on twc separate groupings, one covering specieal
bars, the second special billets. Between them these 2 gErounings
encompass about 20 per cent of BSC's total steel production
capacity and most of the area of overlap between BSC and the
major private sector steelmzking companies. If these STouUpPiIngs
are formed their nuclei will be the BSC works in the Sheffield
and Rotherham area, and there will be major closures at Hadfields
(Sheffield), Duport (Llanelli), andeither GKN Brymbo (Wrexham) or
Round Oak (W.Midlands). Also attached is a map, taken from the
last BSC annual report, showing the major BSC and private sector
steelworks.

De The background to these proposals for joint BSC/private
sector companies is that the current low demand for steel has hit
both BSC and the private sector; as Mr Binning points out in his
minute of 6 November:-

(a) GKN, whose operation compete with BSC's
billet, bar and rod businesses are losing
£1F million a month, with the threat of
closure by Christmas.

(b) Duport, losing £1 million a month,
mainly at Llanelli.

(c) Hadfields, losing £3 million a month and
threatened to close by Christmas.

(d) TI, losing £% million a month in a 50%
holding with BSC in Roundoak. They are
anxious to sell out to E3C.
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4. The currently proposed groupings do not include Sheerness
Steel, and Mr Schueppert has this week publicly criticised the
proposals for new BSC/private sector groupings on the grounds
that they would reduce competition and deny U.K. steel users a
genuine choice between British based suppliers.

5. The main intention of the meeting tomorrow is to reinforce
the points made by the Secretary of State in his discussion with
Mr MacGregor on llonday 10 November, namely that there needs to
be a very substantial reduction in the calls made by BSC on the
PSBR in 1981/82, and that priority should be given in drawing up
the corporate plan to achleving the maximum privatisation of B5C.

6. On privatisation, there is particular urgency about the joint
companies discussed above, because unless something is done
quickly the private sector will collapse. The next round of
disposals would probably cover only a relatively small proportion
of B5C's activities (but would be worth pursuing vigorously since
even £50 million off the PSBR would be a considerable help{. There
1s a longer term objective in getting more of B3C's mainstream
businesses profitable so that they should be capable of belng
floated off.

7. One particular suggestion for reducing the BSC's EFL in 1981/32,
which Mr MacGregor may raise, is that he is considering bringing
forward 10,000 redundancies into the 1980/81 financial year, from
the 25,000 redundancies which he expects will be necessary in
1981/82. The extra cost in 1980/81 is likely to be up to £50 million.
The Treasury have said that, provided BSC can accommodate this |
extra £50 million within a total of £1,171 million EFL for 1980/&1
(i.e. £200 million above the £400 million extra which was announced
on 26 September), there will be no difficulty at all. But if

BSC need more than £1,171 million overall in 1980/81 this will be
likely to exhaust the Contingency Reserve, and would cause
difficulties: even so the Treasury would not want to rule out
entirely the possibility of bringing forward the BSC redundancies.

8. There is also evidence that Mr MacGregor is more optimistic
about the medium-term outlook for steel demand than the Government
or most other forecasters. Tomorrow will not be the occasion

for a detailed discussion of forecasts, but it would be appropriate
to raise the question as to whether even the level of 121 to

1% million tonnes of liguid steel capacity in BSC, recommended
by lr IMacGregor in the papers he put forward on 1 September, can
now be sustainable, and whether further major closures of BSC steel
works will be necessary.

o,
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British Steel Corporation — main iron and steel works, products and
numbers employed?(at 29th March, 1980)

Rolling mill
Product: Plate
Nos employed 1015

Electric arc plant and tube plant
Product: Tubes
Nos employed: 2415

o
Rolling mull Rolling mill
Product Plate Froducts: Sections and flats
Nos employed 1000

Nos employed: 315

Integrated steel plant

Integrated steel plant 7
Products. Hot and cold rolled coil and sheet M aﬂ-‘—t( ( ?{O

Praducts Plate

Nos employed: 1125 : W 3605
Electric are plant. rolling mills and steel foundry Rolling mill and pipe mill
Products. Rods, bars and steel castings Products: Plate and laige diameter pipes
Nos employed 1100 Nos employed 2890
' Rolling mill Integrated steel plant
Product Universal flats Products: Sections. hot rolled coil. billets, bars and reds. piling and
Nos employed' 160 colliery arches
Nos employed, 16670
Blast furnace, rolling mill and foundry
Products. Merchant iron, sections and rails Rolling mill
Nos employed: 1580 Product Special sections
z Nos employed: 1015
Electric arc plant and rolling mill |

Froduct Sections

Integrated sieel plant
Nos employed. 380

Products: Sections, plate, billets, bars and rods

\. Nos employed 15855

Electric arc plants and rolling mills
Products: Billets, bars and rods
Nos emplayed. R0435

Rolling mills
Products: Rods, bars and sections
Nos employed. 1010

®

Rolling mills and coating plant e
Froducis: Cold rolled coil and sheet, galvanised, electro 2inc and
organic coated coil and sheet

Nos employed 5270

Electric arc plants and rolling mills
Products: Nartow strip, billets. bars and rods
Nos employed. 9640

g

Aolling mill
Product: Sections

. Rolling mill
: Naos employed. 625

Products: Stainless plate and sheet
Nas employed: 2435

o AL a«ﬂ/ ' / Electric arc plant. forges and foundries
: Product. Billgs. ars C&W( ( ‘:?'S’o P g

s Praducts: Forgings and castings
& free el Nos employed: 2130

Tinplate plants Integrated tube plant
Praduct. Tinplate g

Product: Tubes
Nos employed 4310 Nos employed: 9815

Integrated steel plant

Tinplate works
Products Hot and cold rolled.and galvanised. coil and sheet

; Products: Tinplate and galvanised coil and sheet
Nosemployed 11985  SbimeinNED (950 Nos employed. 3750 ,
SeimuiNeEd 1984
Electrical steel plant Rolling mills Integrated steel plant Electric arc plant and rolling mill
Product Electrical steels Praduct: Narraw strip Products Hot and cold rolled coil and sheet Product Stainless steel
Nos employed 1835 Nos employed-915 Nos employed- 8610 Nos employed 885
¢ These figures include those employed in any Divisional/Group Establishment at these locations T+ Scunthorpe includes Appleby-Frodingham and Normanby Park Works
** Redcar/Lackenby includes Cargo Fleet and Cleveland N< Rotherham includes Aldwarke, Roundwood, Thrybergh, Templeborough and Ickles
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Chief Executive’s review of operations

Finance

- Financial resulit

In the financial year ended 29th March 1980 the Cor-
poration incurred a loss of £545 million after interest
and taxation but before extraordinary items. This
compares with a loss of £309 million in 1978 79. In
addition, i 1979/80, the cost of extraordinary items
assoclated with the fixed asset write-down. closures
and redundancies amounted to £1,239 million (after
releases of £366 million from reserves).

The increase in the trading loss over the previous vear
was mainly due to the three-month steel strike. which
started on 2nd January 1980 and is estimated to have
cost over £200 million in the year. The rate of loss
during the nine months until the strike began was
comparable to that for the previous year. In this
period, the Corporation derived benefits from a slightly
highier rate of deliveries, manpower reductions, the
advent of new, lower cost facilities, and other econo-
mies. But these benefits were off-set by increased UK
cost inflation which could not be recovered in selling
prices owing to weak market conditions and the
strong pound. This ‘cost/price’ squeeze is estimated to
have added some £200 million to the Corporation’s
losses.

Other main factors responsible for the substantial loss
I 1979/80 were the costs of carrying excess capacity
and of commissioning new plant, particularly at Redcar.
As a result of the strike there were disruptions in
accounting procedures which are referred to more
fully in the Accounts. This has caused a degree of
estimation in the results which may call for some later
adjustment to the reported figures. If this adjustment
1s significant it will be separately reported during the
year to 28th March 1981.

Extraordinary items — rationalisation costs

In its last Annual Report and Accounts the Corpora-
tion recognised that its installed plant capacity was
more than it could reasonably expect to utilise in the
future. It had therefore put in hand an assessment to
determine the amount which it was necessary to write
off its fixed asset values on this account.

This assessment resulted, as at 1st April 1979. in a net
write-down of £1,141 million which has been charged
as an extraordinary item in the 1979/80 Accounts. The
write-down has been related to the reduced level of
some 15 million liquid tonnes per annum of manned
capacity announced by the Corporation in December
1979 and covers works closures, plant not expected to
be required in the foreseeable future and general
overcapacity at continuing plants. The Corporation's
announcement, which was made before the strike
occurred, said that at this capacity level profitable
sales in the United Kingdom and overseas should be
possible. However, with the uncertainties of the steel
market world-wide, and particularly in the United
Kingdom, where the recession is aggravated by the
strong pound, the Corporation is not yet able to
determine whether this level is sustainable and
whether the remaining asset values will be recover-

8

able out of future earnings. A further write-down may.
therefore, be necessary at a future date.

The Corporation has also charged as an extracrdinary
item the redundancy and other closure costs. amount-
Ing to £464 million, relating to the reduction in
manning levels of 52,000 which formed part of the
December announcement.

Capital reconstruction

The accumulated revenue deficit at 29th March 1980,
including the loss in the vear from trading activities
and the extraordinary rationalisation costs. amounted
to £2,784 million. The then Government recognized in
its White Paper ‘British Steel Corporation: the Road
to Viability’ (Cmnd 7149) published in March 1978
that a substantial capital reconstruction would be
necessary, but said that the reconstruction should not
be effected until there were clear indications of a
return to financial viability. However, the prospects
have not improved and the present Government
announced 1n May 1980 that the necessary legislation
would be introduced in the 1980 81 Parliamentary
Session.

Financial abjective

The financial objective set by the Secretary of State
for Industry in July 1979 was that the Corporaticn
should operate at a profit during the vear 1980 81, and
that there would be no financing of operating losses.
The extremely difficult trading conditions which have
developed since that date will. however, mean that the
Corporation will be unable to meet the profit objec-
tive.

Financing

The Corporation’s external financing limit for 1979 S0
was established by the Government at £700 million.
Notwithstanding the adverse trading conditions, the
Corporation would have remained within the limit
even if there had not been a strike. In point of fact. the
strike caused a reduction in the Corporation’s working
capital needs, partly reflecting the Corporation's
inability to settle all its liabilities, with many of its
accounting and computer staff not at work. As a resul:
the actual amount of external financing required in
the year was £579 million. The Government agreed
that the unused balance of £121 million should be
made available in 1980 81 to enable the Corporation to
pay those debts carried over from 1979 0.

As stated in the White Paper "British Steel Corpora-
tion: the Road to Viability’ (Cmnd 7149) published in
March 1978 the Corporation’s financial requirements
in the UK other than short-term are currently being
met mainly by subscription of capital under Section
18(1) of the Iron and Steel Act 1975. The external
requirement of £579 million in 1979 80 comprised

® subscription of capital under Section 18(1) of the
Iron and Steel Act 1975 totalling £905 million. less
repayments of National Loans Fund and other long-
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(,3:7/5’{. DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 5507
SWITCHBOARD 01-212 7676
PS / Secretary of State for Industry

12, November 1930

Tim Lankester Esq

Private Secretary to the
Prime Minister

10 Downing Street

LONDON

oW
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("VJ‘ WAL AL

BSC FINANCES : PARTLIAMENTARY STATEMENT Cffh*:“?uﬂkm )
oy h A

Following our discussion at E Committee on 17/ September my
Secretary of State announced on 26 September an extension — N-lfove m={
of the BSC EFL of £400 million, on an interim basis until b UnifHady
the Chairman brings forward a new corporate plan in December.&p i G
The terms of that announcement were cleared with the Prime

Minister and colleagues in E Committee. Viks ¢ @~

vAdin

e It is also necessary to make a statement to Parlisment, ¢
particularly since it will be necessary to draw on The L5
Contingencies Fund in advance of Parliamentary approval of the /LA
Supplementary Estimate. I attach a draft arranged written ]
question and answer, which follows closely the wording of the MY
announcement of 26 September. My Secretary of State proposes X b
to answer this as soon as possible. e G

e Copies of this letter and the draft arranged question ¢k I
go to the Private Secretaries of the members of E Committee ’
and of the Secretaries of State for Scotland and Wales, and

to Sir Robert Armstrong.

<) et
ERE N e

il /r:’x % {;«c.-.».’-., £ EZ Y Vit
~ CATHERINE BELL
I

Private Secretary
PS I should perhaps make it quite clear that the proposed 2
statement is not connected with the further discussions which
my Secretary of State has had with Mr MacGregor about tThe l
future of BGC. I am copying this postscript to David Wright 7[q
only, since other recipients are not aware of my Secretary of
State's further discussions with Mr MacGregor.
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BoC FINANCES : DRAFT ARRANGED PQ

Q. To agk the Secretary of State for Industry, if he will
make a statement about the finances of the British Steel

Corporation.

A, Yes. On 26 September 1980 I announced that the Govern-
ment had decided tTo increase the External Finance Limit for the
British Steel Corporation, for the year 1980/81, to £971 million.
This increase represented an extension of £400 million above the
1limit of &A450 million set in November last year, together with
the further £121 million carried over from 1979/8@ o take

iy Ry SN
account of pgyments which could not be made (because of the steel
M

The extra £400 m for BSC is being found from the unallocated

contingency reserve, within the planned level of public
expenditure. A Winter Supplementary Estimate is being submitted
To cover the additional finance required by BSC, but it now
appears likely that, before this Estimate can be approved next
month, sums of gbout £110 million will need to be provided by

a repayable advance from the Contingencies Fund.

This increase in BSC's EFL was foreshadowed in my statement to

the House on 26 June. There has, however, been a sharp decline

in[ﬁg demand for steel in recent months, so that despite the

/cloSUres. ..
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closures which are taking place during 1980, which have already

hen agut

led to over 40,000 redundancies, BSC's steelmaking capacity is—
N t

wg?-]r@ﬁ@@é-’ l He—steet——rprodoe
W as—srder—o0%of—that Tor the same month in 1979. )(ﬁ%——&-s

Tt y—aecesSsSary 10T bBoC tO0 take cifective—and determined action —

/
BB PO ibsﬁﬁuwmcia¢ po§‘tt%£9 The BSCy Chedrman-l llacs.

A (AV«-&:A:-J
Gﬁeger-wrﬁ&-prEﬁeﬁ%-& corporate plan we—the—Governmeny in mid-

O

December.(énd he is well aware of The importance which the
Government attach to the achievement of an early and substantial
reduction in the burden which BSC places on public eXpenditu£€3
Nbanwhile(: e : ,zﬂ;Diﬂterim financial

support from the Government is necessary to enable BSC ﬁo

: S
continue to meet i1ts debts until firm decisions about Bé@is

future can be taken.

When the Government has considered the BSC Corporate Plan the
EFL for 1981/82, and a final revised EFL for 1980/81, will be

decided and announced. [Eﬁis is expected to take place before
the end of January 1981-)

el | Ui e/
The House will be aware that EE; Furopean Coal and Steel Community
led
sropPtee—e

,Lg,De0151on on state aids for
steel. The intention:of that Decision, which we fully support,

is to prevent member states from financing unnecessary lncreases
in steel capacity or subsidising, on a continuing basis,

uneconomic steelmaking operations. The Commission have been sent

/8. e o e
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a copy of my statement of 26 September, and the Government will
consult the Commission, when the BSC Corporate Plan has been

received, before final decisions are taken on the future

financing of the Corporation.

November 1980
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‘J BRITISH STEEL CoRPpPoaATIDN

IAN MACGREGOR

12th November; 1980.

WeS. Ryrile SEsqrs
The Treasury,
Parliament Street,
London, SW1P 3HE

Dear Mr. Ryrie,

When you visited David Prior and myself last week, I
promised to get back to you cn three specific ideas:
self-financing public works; production payments and
tax exempt financing. In all three instances, I have
borne in mind your desire to raise additional finance
without adding to the public sector borrowing require-
ment or to the supply of money - by, for example, the
extension of bank lending.

(1) Self-Financing Public Works

You are probably aware that much of the road system
around New York City was constructed during the
depression of the 1930's, partly to try and stimulate
employment. The programme was financed privately on
the general principle that the users of the roads should,
by the means of a toll, pay for them. The costs of the
engineering, construction and operation were met by the
flotation of various debt. instruments to the public

and to institutions. The interest on the debt and
amortisation was essentially secured upon the future
flow of traffic and hence toll revenues.

I am suggesting that this principle should be extended

' to major public works in the United Kingdom. This
could include, for example, major motorways and, 1in
particular, the improvement of road access to London
which, I am sure you will agree, 1is currently
unsatisfactory.

L

= 33 Grosvenor Place London SWiX 7JG Telephone: O1 235 1212 Telex No. 91606! P O.Box No 403
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W.S. Ryrie, Esa..- | 12th November, 1980

I am currently engaged through BSC in promoting a scheme
to provide a rail and road link across the Channel. I

am convinced that this can be user-financed and that it
can tap a number of sources of finamce that would not

add to the supply of money - for example, private savings,

pensions, insurance company monles and the Euro dollar
market.

In essence, the existing sources of liquid funds would
be directed to long term investments which would improve
the productivity of the economy.

(2) Production Payments

A production payment is essentially the sale of revenues
arising from future production. I believe that the

Coal Board could participate in this type of financing
as vwell as any major government owned utility such as
British Gas, BNOC or the CEGB.

Production payments developed in the United States oil
industry. An operator of an oil well who wished to |
raise additional cash would convey a proportional interest
in his annual gross production in return for a lump sum
representing the discounted present value of the portion

of the interest conveyed. The holder of the interest

would receive a specified number of either barrels or
dollars over the given time period. A number of variations
developed to this scheme in order to make it as tax -
efficient as possible. Such schemes are now used extensively |
in both the US o0il and mining industries as well as by
major utilities.

——— . —— | ——
.
.
L4
.

This technique could be applied, for example, to the
National Coal Board. The NCB would '"carve-out" or earmark
a part of its future production and in effect sell that
part of its production to institutional investors in |
return for the present value of that future production. ‘ |
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W.S. Ryrie, Esq. 12th November, 1980

The security for the sum raised would be the conveyance

of the future procuction and nct the NCB, hence the
Financing would fall outside the PSBR. Production payments
are ofr balance sheet in the USA.

I believe that analogous schemes have been devised in .
the United Kingdom. For example, in 1979, British Oxygen
issued a tranches of tcnnage debentures which were devised
by Lazard Brothers. The security for the debentures was
the tonnage industrial gas contracts between British Oxygen
and specified custcmers. '

Tax Exempt Financing

In the United States certain utilities and in certain

cases 1ndustrial corporations are able to issue debt
instruments which provide interest free of tax in the hands
of the investor. This type of instrument would typically
account for a significant part of the investment portfolio
of these individuals, institutions or corporations who are
paying high marginal rates of tax.

This type of financing has been used extensively in the
USA to direct investment to communities without adequate
resources, to deserving welfare projects such as hospitals
and schools, to specialised areas like pollution control
facilities and to general industrial and manufacturing
developments often in areas of high unemployment. The

tax free element enables the issuer to sell the bonds =t

a considerably lower interest rate than would otherwise
prevail in the market.

I understand that in the UK there is already an extensive
ragional policy. However, I believe that this method would
both tap funds outside that of the Government, could give
companies raising the finance a greater flexibility over
the use of the proceeds, provide a lower cost of money to
worthwhile projects, permit a higher level of debt
financing for any given project and enable local authcrities
Lo tap an alternative source of finance cutside the rate
structure and central government contributions. You are

no doubt aware that the extensive use of capital allowances
as a means of encouraging investment in the UK is not
currently proving so effeclive because few industrial
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We S Ryrie s Esqs 12th November, 1980

companies are now paying malnstream corporation tax.
Tax exempt finance would provide a useful substitute
to this form of investment incentive.

If you believe that any of these ideas have any merit

and you would like to pursue them in detail, I would

be delighted to arrange for you to do so. I am very
familiar with both tax exempt finmance and production
payments as both AMAX and Alumax were frequent users

of both sorts of fimance. Also, of course, lLazard Freres
and Lazard Brothers are well aware of all the new-
developments. I could easily arrange for you to meet

the appropriate people.

Sincerely,




i /
CONFIDENTIAL / <\

COMMERCTAT, IN CONFIDENCE o auta !

L& i g4

NOTE OF A MEETING HELD IN ROOM 11.01 ASHDOWN HOUSE AT  /
8.00am on MONDAY 10 NOVEMBER 1980 ¥ ie

Present

Secretary of State Mr- Tan MacGregor

(@I =
s o

1 The Secretary of State had asked to see Mr MacGregor D
so much nad changed: the market for steel had fallen ge
the recession and +tough international competition had br
the private sector steel firms to the brink of bPkaLDtP?
the Government was under desperate financial pressur il
was serious concern about the huge expenditure being incurr
by the nationalised industries ‘and he wanted to discuss whetrer
1t would be possible to change Mr MacGregor's obJectl"e% TO

look at the steel industry in Britain as a whole and not zt@
British Steel in isolation. He was also wanted to examins
whether there was any way in which BSC could help the Goverrmz=n-
by reducing its call for public money.. He wanted to discuss -
Bsues involved privately with Mr MacGregor before meeting o
colleagues.

e
1€
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2 e hachﬂWﬁv agreed that the market baa dropped away
was now DOthMlﬁg out) and that the private sector firms were
in difficulties. Mr Scholey and his colleaguﬁ were spen%"~
a considerable amount of time on proposals for integratin
private and public steelmsking and weres doing so on the aa.
that 1t did not matter at the end of the day who had event
control. He thought a pattern had been worked out for b¢+;

- steel but not yet for commocdity steel, where he hoped an
‘arrangement would be in sight by the.end of the week.
schemes would 1nvolve significant redundancies and closur

5 The Secretary of State welcomed Mr MacGregor'e= news.

hoped 1t would be pocsible to move some of the larger RSC

units off the taxpayer's shoulders. The Government was

facing an artificial situation because it had to write-off
significant amount of BSC's capital:: this did not affect

public expenditure except to the limited extent that i1t was

a loss of potential revenue in the form of dividends. Lt ik
however, be possible to transfer parts of BSC's busines :

prices than BSC might contemplate but once transferred rn;

running costs of these units would be carried by others and

so would lmpose a reduced burden on the PSER. He wanted

Mr MacGre:or, wlth his "unigque knowledge of the internaticrz_
81tuatlonﬁ,to be more ambilitious in his consideration of preszscti—-
transfer: to the private sector, and/look in particular at Ii.¢ '
scope for takeovers by international companies.

the billet ocusiness to the private sector; depena¢ng on
value the Government placed on British Steel's assets he
thought that a 51% private sector solution was practicabl
S0 far as international takeovers were concerned the Japa:n

A
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. Japanese were the obvious candidates and had the necessary mone:
He had recently visited Japan to ensure that there was & 4“01
understanding that BSC could expect a larger share of North She

P

o1l business and to assess the competition wiich would have to
be met 1f BSC was to meet the Japanese in the international
tube market - the problem was that BSC's tube equipment was
obsolete.

5 The Secretary of State was grateful that IMr MacGregor

B
n

R
:

active 1n this area. Le thouchL thet the new “vrangemﬂf
would require much re-shaping of the plans which Mr HMacG r
had parflv formulated. [IIr MacGregor agreed; he was adoj ey

e (G
F= 1 O

a flexible attitude and was not "lockirg-up'™ his plans u
the pieces had come together. Whatl was hzprpening was thsza
gquietly and without hisfrionics EBEC were redh01nv costs
getting rid of people; there was a steady stream of lay- G
(?} + mostly of indirects. BSC had crystalised their proposals Ifor
= ' removing their headquarters from London and disposing of
Grosvenor Place. He had also secured a ¢¢nMﬁ01al controll

c‘I‘ e r‘1 D b) =

~
—

-~
1

He and Mr Holloway were dealing actively with the buying side
but their first prierity was to contain th@ exlsting ituation
since BSC were over-bought, had excessive stocks and extra
supplles were coming 1in.
6. The Secretary of State enquired sbout the scope for reducinz
BSC's demands ror money in the Iuture. Public expendliture on
such things as BSC was leading to higher interest rates and

T

damage to the private sector. Mr MacGrecor replied that h
cost-reduction efforts were being unéerbaﬁen against &
of receding volumes. He had taken 1 igels W1th the
5
T

0

u
Motor Company which acguired 70% of its s
because of years of poor service and vary
of British steelmakers. He was blacygmaili
small relatively change in the share of +beJ_r siteellNaeaiiiiee
in Britain would put one of the Welsh plants into the bLaca
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7 The Secretary of State said that at her meeting with him

on 15 Novemper the Prime [Minlister would mzke much the same
points. He thought that if, at the end of the day, there
remained a significant nationalised steel industry this woulcd
be a burden on the Taxpayer. He wanted FMr HacGregor to:expglore
how far it was possible to contemplate a position where th
would be either no nationalised steel Lhduat at all or o
a very small nationalised sector. EHe an;gd+ that presenc

circustarces provided a unique oooortunlty, the Government c

exert leverage over the:private sector because 1t wanted 2=
and 1in these circumstances it might be possible to ask tae

o ——

sector to take on responsibility for more of the industry.

8 The Secretary of State was, however, tro
had been invited to do one: doo and wes Tncwv ing

another which was completely different. Ir iflzcGregor O
this was no problem; he was "here to help the britisa Gz
He had preached at Mr Scholey to get him to adapt his visw
he had loyalties and he saw the residve of his empire

disappearing. Mr Scholey had, neve weLecs, crossed the box:
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sector, but he had not yet percel"ea the uroader hor*" ne **f"f
the Secretary of State had mentioned. Senior people in Britis:

/Steel ...
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Steel, who had largely come from the private sector,would see
the need for a changed role. They would be reluctant to lLiguiag
- their own Jjobs but he thought that their attitudes could be
brought round.

O Mr MacGregor wanted to describe the actions he had taken so
far. In a position where the market was declining he had use
the tools avalilable to him to limit competition and to seeck

new markets, for example, in the North Sea and at Fords. ha
would, if necessary, blackmail Mr Philip Caldwell(in a way
which the Secretary of State could not deo) with threats of
limits on 1mporfs and by describing to Fords the impact on the
business of a p0851b1e loss of UK steel making capacity, which

would be "for ever"

-—

a
U

.
A T )
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10 The Secretary of State enquired about the scope for BSC

to obtain %-year undertakings with the trades unions about
labour costs, restrictive practices etc, so that at the end

of the day BSC would be able to deliver viable works to the
private sector. Mr MacGregor doubted the scope for such ideas;
he had been approached by lewbers of Parliament about the Ifuturs
- of Gartcosh on such lines, but this had been done only when 1t
was understood that works were over the brink. It might be
possible to do something on these lines 1in Souh Wales but not
perhaps 1in the core of BSC's business. At present, he could
not fault the co-operation BSC was receilving from unlion mWemLlers
at the shop floor level (but not from Mr Sirs, who was still
inclined to make tendentious speeches). Although Mr Sirs had
lost control of the unions,it was best not to bring about a
confrontation with the union.

11 Mr Scholey and officials then Jjoined the meeting which 1s
- Yecorded separately.

I K C ELLISON

PS/Secretary of State for Industry
Rm 11.01 Ashdown Ext %301

10 November 1980

Circulation

PS/Mr Butler
PS/Mr Marshs
PS/Secretary

- Mr Steele
Mr Binning
Mr Young
Mr Treadgola
Mrs Cohen
Mr Murray
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T NOTE OF A MEETING HELD IN ROOM 11.01 ASHDOWN HOUSE ON
MONDAY 410 NOVEMBER at &.15 am

Present |
oecretary of State Mr Ian MacGregor
Mr Steele Mr Scholey
Mr Binning MreS DS Peior
Mr Young

1 The meeting followed immediately after the private
meetlng between the Secretary of State and Mr MacGregor
which is recorded separately.

2 The Secretary of State had asked for the meeting because
the situation was changing before the Government's Eyess

the market for steel had collapsed the private sector was
in difficulties and the Government was under great pressure
to reduce its calls for money. In the circumstances it was
necessary to review the whole position. He enquired whether

the market for steel had reached wttom.

5 Mr MacGregor said that the market had stopped its retreszt
in the last few days. There was no rush back to order steel
but the de-stocking in Europe had levelled out. (ir Scholey

-— _— —_—— H

interjected that this was at a very low level.) rir :
~continued that import levels were high, representing zcou
30-31% of the market and this was hurting the private sector
as well as BSC. He thought the pressure of imports was
receding. The Article 58 arrangements reduced the dﬂwnward
pressure on the steel market but he expected to have continuing
difficulty with the German industry (largely with their
Federation rather than with individual firms) and he was
collabprating with the French industry to exert pressure
Even so, the market had descended rapldWJ since July and ev
if there was going to be no further reduction the market
stabilised at approximately half the level that had been
anticipated. INMr Scholey pointed out that the inherited prograzz=
of plant closures was going ahead and that by December all

52,000 scheduledredundancies would have taken place wif i
51gn1flcant CONLPOVErsY .
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4 The Secretary of State thought that BSC's plans Bl
being formulated would involve further redundancie
They would also involve discussions with the pr1vab
he wanted to know how many groups were now in discu
BSC. Mr MacGregor said that discussions had *aﬂe:
GKN first but had been expanded to include Hadfiel D3t
which had put lots of effort into ideas about Lﬁtlhuﬁ;;hatien.
Mr Scholey had now sketched out a way to rationalise ~te 23T
and billet side of the industry and he hoped to cozme W
ideas for commodity steel shortly This would resurrsct the
Phoenix project but would go furtne; and would take zccounv
of the interests of Sheerness. Sheerness' owners did not
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have the resources to make a capital initiative but they wanted
to broaden their product range into sections.

5 Mr Scholey wanted to make two points. First, matters were
quiet on the labour relations front and there was a genersal
acceptance of the need for change. The Welsh works for example
were nerly down to the minimum level of manpower and, in thelr
present unloaded condition, were nearly as good as European
producers in terms of manhouir$ per tonne. If the Welsh plants
were reloaded their performance would be substantially better
than the Europeans. At the present level of domestic demand

1t was necessary for BSC to eyport 5 millien tonnes of £lat
rolled products a yeam The new manpower levels meant that

BSC was in "touching distance" of being competitive (Mr MecGreger
said this was a shortfall of 10-15% on costs) but it was e
possible that the present high level of the pound might force
BSC to retrench. It would be very difficult to eYDlalﬁ sucn
further retrenchment to the workforces, who had co-operated wellil.
The present level of demand was barely enought for one major
steel plant, let alone three. The second point he wanted to
make was that,although the private sector was expressing gr
interest in the present joint discussions and was talking 1

terms of an expenditure of £100-£1%0 million, it was 1inevi

that any scheme which emerged would i1nvolve substantial

losses and a dis-investment in the public and private sector

as a whole. He accepted the need to move BSC plant out 1into

the private sector.

6 Mr MacGregor said that Mr Scholey and his colleagues
understood that there might be new enterprises in which
would be in a minority. The new schemes would involve
a further 5,000 redundancies and there would have to
dis-investment on the private side, particularly in Tl
organisation of the commercial side of the industry.
sald that BSC was already disinvesting on the billet side;
a decision had already been taken to close the No 1 billet =
at Scunthorpe. The Secretary of State enquired atout how T
private sector would handle any proposed dis-investments.
Mr Scholey had discussed the general proposals with lMr lMortimer
who agreed with them and 1t was now necessary to dlscuss t“g
arrangements with the Department.

were not speaking to each other in an orderly manner. Ir 1: Tf:?‘
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thought the private sector firms ought to be brought toge
under the zegis of BISPA and the Department. A1l the 1de
which were currently under discussion would be taken intc =c
in the plans which he would be submitting to the Secretary o
State shortly. '
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7?7 The Secretarv of State encuired whether the efllc;,:C" o
which Mr Scholey had described would make the works concerrsd
attractive propositions for private sector accuilisition.
Mr Scholey thought that electric steel making at Sheffie
as good as any anywhere; he was prevared to put Sheifi
"into the pot". He eHV1saged Joint bbC/prlvate secLo“
dealing with bar and billet separately. There was & gu
about what should be done with Scunthorpe, where there
need for contlinuous cast billet making capaclity. Any such
proposal would affect the steel re-rollers. Without investzent
it would be difficult for the British industry to supply a
competitive product and many re-rollers were drawing their
billet from abroad. BSC had managed to regain the businecs
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supplying the Tinsley and Bricon wire works.

8 There followed a discussion of the possible role of
Mr Willi Korf, who might be interested in acquiring some BESC
‘finishing facilities and about the need for continuous castins
facilities to supply the wire making industry. There-.was alsc
a discussion of the present situation 1n the supply and extort
of scrap. The Secretary of Svate sailid that the Government
wanted BSC to look at 1ts proposed plans in the light of thae
general situation and of the Government' problems with public
expenditure. He wanted to know whether it was possible for ==C
to abate 1ts demand on the PSBR either in the current year or
in the next financial year. Was 1t possible to bring down Ths=
level of redundancy payments and to phase them over a 1on::r
period as had been done at Consett? IMr Binning enquired szzout
the scope for bringing redundancies forward so they count
against BSC's EFL in the current year but he -accepted that
the strategy was to bring about savings quickly the price would
be high 1n terms of redundancy payments per head. DMr MecGreszsox
"was concentrating on stopping the downward trend. The acticrs
which he had taken in Europe and was taking to find new merist:
were almed to bring BSC closer to viability. In each area oZf
BSC's operations there was a continuous task of slicin@ oL 2
surplus people. This was teing done without zgg Tac sl
or publicity. The plan would look af a lon?ﬂr orlzon, e
cheapest way of proceeding was for BoC to get more business:
for example, he had persuaded the Continental o1l company 0
. use BSC steel in their oil platform; this had involved givir:
guarantees but there was £ million of business and this n:
level out the plate busliness at Teesside and Ravescraig.

o
Tt

9 Mr Scholey said that all were thinking in terms of CIOﬁi:;

and the problem was lack of exports because of the hlgn V;L::
of sterllng Once Llanwern was closed it was difficult to
envisage the plant re-opening without a step increase in -
size of the market. There would be a distinct hullataloo.
reply to the Secretary of State who enquired about a possic
private sector takeover at Lliaanwern, Mr Scholev said that on
Alfa Steel was a possibility but lIr MacGregor szid that 1%
only a modestly capitalised company. HMr [lzcGregor explair
that he needed a further 800,000 tonnes capacity of flat ¢

gy yeansshenceNtheNpre sslre ho'ras exerting on General lMotor

and Ford to buy more BSC steel.

D 3
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10 The Secretary of State said that he was looking for

in the demands whicnh BSC would make on the taxpayer in ti
financial year. I[r lMacGrezor replied that ESC knew whe
dgood for the current financial year. In the period be

1 April 1981 BSC would not Te subject to the same pres
and current events would reduce their cash requirement.

would produce plans in December showling progress that hed
made (Mr Scholev said that as many as 25,000 jobs might =
to go in the next financial year). Mr MacGregor, contln_
said that he would try to settle the pay round at the low
level practicable but he did not waht to interrupt the st
and successful reduction in manpower. It might be posSsibl
win a public fight about pay levels but to do so at tne _

cost of sacrificing BSC's ability to reduce manpower. Currenz->
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the unions were co-operating at works level but it was
glways possible for Mr Sirs to step back into discussions and
to take an adversary position; it was necessary to keep Mr ¢
busy on useful things "like trips to Australia'". Mr Scholey
said that a further 25,000 redundancies might come about
through slim-lining, not closures, but they would cost a
substantial amount of money and there would also be redundancy
costs 1n the private sector. Mr Binning thought that some of
the redundancy costs could fall in the current year.

11 The Secretary of State accepted that Mr MacGregor was
building up outlets in order to meke BSC's basic steelmaking lezs =
peofitable. These outlets could increade the’attractiveness

of BSC's operations to the private sector. He mentioned in
particular BSC's stainless operations. Mr MscGrecgor ?ﬂpilb‘
that the stainless activity was free standing; it might be
attractive 1f 1t was fully loaded but not before then. BSC'
interest in steel stockholders was defensive against incurezuhﬁ
from abroad. In due course the entire stockholdinz operaticn
would be liquidatable into private hands. At the present time
there was pressure for stockholders to move towards the public
sector - one stockholder was in difficulties - and he wished t
ensure that 1t did not fall into foreign hands. p

12 ihe Secretary of State enquired whether any outlets 1
be attractive te the private sector if disfoiuu/ [1lth suppl
contracts running over several years. lr MacGregor pointe
that the Phoenix project and the existing Round Oszk arrangexn
had started out in that manner but had developed so that the
.

private sector wished to put all the business into the pub

-.fl‘—_—.\_’

sector. The problem was that manufacturers who were down ua
would not integrated back upstream. (Mr Scholey:=mid that B5C'
tinplate operations were not attractive to letal Box). L“ xagu“;.

continued that operations could be transferred successfully Tc
the private sector if offered at low prices
and 1f there were no operating losses. But at the present Time

he could not promise no operating losses because of the under-
loading of plants.

15 NMr MacGregor said that the operating losses were not cauced
by labour difficulties. The private sector plants had not veen
overmanned 1n the past but they were so now because of the
change 1in loading. DMr Scholey said that Mr Mortimer of BISEL
had been "staggered" by the success which BSC had achieved ou
de-manning. The Secretary of State enquired whether the char

extended to include craftsmen and Mr Scholey replied that o
had reached agreement in principle with tne crafismen on Tssss5ii:
to work without mates but had not yet secured the agregment o2
ISTC, which represented the mates. He thought that Teesside

was lining up "for slimlining". IMr MacGresor said fthat in Sci”
Wales most of the mates had gone. The S~cre*"“j oL, Sualeatass

e

that if the unions did not permit the efficient use O menTowsr
this made a poor case for committing additional taxpayers'
money.

B

14 The Secretary of State enquired about progress on dispo Si;:-
Mr HacGregor said that there was little .to dispose of 1in :
He was trying to get the best deal possible 1in South Afri
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was examining the scope for disposals in Canada the following
week. However, Canada was an 1ndependent market for tube for
01l exploration and BSC might want to build a niche for itself
there. There was also a rail business with international
potential but it would be necessary to upgrade the Workington
mill to produce the longer-life rails which were demanded by
the railway aaw1n1c+rabﬂonc who were under increased coci

pressures. This meant that Workington had to have new I egquipment
to handle long ra"s and new cooling beds. RDL was making s
modest loss and no one was interest i1n buying the company; it

was useful as a vehilicle to sell steel. Mr Scholey said 1hat
discussions were taking place about the disposal of BSC Chemicals
to Norsk Hydro. It was first necessary to put the chemicals
business into Staveley and Mr Waterstone had been authori sed

to negotiate a deaX. The Secretary of State urged Mr MacGregor
and Mr Scholey to press ghead with these arrangements.

I K C ELLISON
PS/Secretary of State for Industry
Rm 41.017 Ashdown BxG 5501

10 November 1980

Circulation

PS/Mr Butler
PS/Mr Marshall
PS/Secretary
Mr Steele

Mr Binning
Mr Young

Mr Treadgold
Mrs Cohen

Mr Murray
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BRIEF FOR SECRETARY OF STATE'S MEETING WITH MR MACGREGOR

Background

-

This note discusses the objectiveo Mr HMacGregor has been
asked to pursue, and the change in those objectives made
necessary by the worsening economic and industrial climate

2 On 29 April 1980 the Secretary of State wrote to lMr MacGregor
on his appointment as Chairman of BSC from 1 July (letter
attached). Para 2 says "You and I are agreed on the objectives
under your Chairmanship that BSC shall achieve enduring
profitability. I assure you of my fullest support. It
my intention that BSC shall have as free a hand as praﬂt'
in the attainment of this objective....”. Subsequent dis
with Lazard Brothers attempted to spec,lv the elements ol
performance which would be necessary if those objectives were to
be attained.

l.l e
(@)

r;
0
0

3 Mr MacGregor has not yet produced a medium term business plan,
but will do so next month. But in September he put forwa
provisional estimates of the effects of three different options
from the present objective of manned ca0801+y to produce 15 million
tonnes of liquid steel a year. Options 71 and 2 involved reducing
capacity to below 13mta, difference in effect being mainly related
to differences in the location of mothballed plants. A lower case
was also examined (7-8 mta) which would maintain only immediately
profitable operations; this was believed by BSC to have such a
traumatic effect on the Corporation that its integrity coulad not

be maintained. Thus it would be equivalent to liquidation withoutb
the formalities. The September proposals were based on commercial
information relating mainly to the period up to and including

July. E Committee on 17 September agreed that BSC's EFL should be
increased by £400m to allow the Corporation to continue up to end
January 1981, on the understanding that a business plan would be
produced and agreed with Government bedore then, this plan would
examine options 1 and 2 in detail but not the more radical case

£
™
i
D1

1 ci DJ r}

4 By mid-September it was clear that there were indica
a worsening market, and the latest forecast suggests 1li
improvement in the next eighteen months The situation
universally bleak for 1ndustrlallsed couhtrles, as confir:
by the OECD Steel Committee on 26/27 October. This has put
private sector steelmakers in serious difficulties and confidential
discussions with them indicate the following:-
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(a) GKN, whose operations compete with BSC's
billet, bar and rod businesses are losing
£14 million a month, with the threat of closure
by Christmas.

(b) Duport, losing &1 million a month mainly at
Llanelli. ,

(¢) Hadfields, losing &% million a month, and
threatened to close by Christmas.

(d) TI, losing £} million a month in a 50%
holding with BSC in Roundoek. They are anxious
to sell out to BSC.

5 During the past two months demands on the PSBR for 1981-82
and 1982-83% have substantially increased, partly due to the
effects of the recession. As a result investment plans of
profitable nationalised industries, as well as desirable
public services may be further restrained. BSC, on any of the
options under examination, will make large demands on the PSBR
as set out in the attached table.

Objective of Discussion

The Secretary of State will, therefore, wish to examine with
Mr MacGregor a substantial reorientation of objectives. While
not losing sight of the aim of long term viability of the
Corporation, it should seek to lay more emphasis on the
survival of private sector companies, the organisation of the
BSC into a form which makes further privatisation possible,
and the minimisation of its reliance on the PSBR.

Points to Msake

Secretary of State will wish to:-

(a) Emphasise substantially worsening circumstances,
leading to serious risks to the private sector
in the short term, and heavy pressure on the PSBk
in the short and medium term.

(b) Question whether it is realis tic for BSC to
maintain capacity at anywhere near 1% mta.

(c) Recognise that this turn of events requires
an® substantial reorientation of objectives which
it is right to discuss with Mr MacGregor versonally,
since it effects not only the Corporation but his
personal position.




(a)

(e)

CONFIDENTTAL

Invite him to accept a redefinition of the
objectives for the Corporation involving:

(i) the organisation of the Corporation into
businesses capable of being transferred
as rapidly as possible to the private sector.

(ii) Hinimisation of damage to the private sector
during the interim period, and no net
expansion of the public sector.

(iii) Reduction o an absolute minimum of calls
on the PSBR. In order to give lMr MacGregor
a full understanding of the difficulties
facing the Government, Secretary of State
will wish to indicate that, while he and his
colleagues will be prepared to examine The
options being studied by BSC, there would be
serious difficulty in approving any plan
requiring EFL provision of more than £50C0m
in 1981-82 and £250m in 1982-83. (These
numbers do not take into account any effect
of a capital resonstruction, snd would have
to be adjusted downwards to reflect any
consequential changes.)

Respond sympathetically if Mr lMacGregor wishes
to delay the presentation of the Corporate Bz
for a short while (it is for discussion with you
on 17 December), but remind him that BSC 1s
likely to run out of cash by the end of January.




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RD

TELEPHONE DIRECT LINE  01-212  35()]
SWITCHBOARD 01-212 1676
Sacretary of State for Industry

Tan K MacGregor Esq ;k?ﬁ April 1980

2 Broad Road _ e
Greenwich

Connecticut 06830

- USA

acow MT Mocbres

I have today formally appointed you part-time non executive Deputy
Chairman of the British Steel Corporation ("BSC") with effect from

2 May next and as full-time Chalrman for the period of three years
beginning on lstJuly next. We both contemplate that BEC will
appoint you as Chief Executive upon your assumling the Chalrmanship.
A related awveement has today been entered into between myself snd
Lazard Freres & Company ("LFNY") who have agreed to release you frcm
your present comwltments to themn. A number of points arise f{rom
these arrangements which we have agreed should be recorded 1n =a
sqeparate letter.

You and I are agreed on the objective that under your chalrmanship
BSC shall achieve enduring profitability. I assure you of my full
SUDPOT G It is my intention that BSC shall have as free a hand as
practicable in the attainment of this objective. Various pOHCTB and
duties are conferred and imposed on me by the Iron and Steel Act

1975 as awmended. In exercising them I will try to give effect %o
all reasonable proposals which you maﬁ make, particularly with reg
to the wmembership of the Board and tne appointment of the auditor:

J.
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I should be surprised - and disappointed - if any serious and lasting
disagreement were to arise between us on these matters. If, never-
theless, this were to occur I recognise that you wight wish to
exercise your right of iwmmedlate resignation. In this event,
would think it reasonable for BSC's performance up to the date cof
resignation to be assessed by the Performance Review Committee set
up under wy agrecment with LFNY and the appropriate paywent, 1f any,’
made under that agreement. The Committee should, 1n making 1its
determination under the criteria provided for in the agreement, considc
in addition whether it would be appropriate to make any adjustment

in either direction on account of the 01vcumstances leading to your
re81gnat10n
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I appreciate that it was fundawental to your acceptance of the
Chairmanship that the tax position should be and remaln as you

are at present advised. If there should be some unexpected and
substantial change in this respect, we would consider together how
the new position might be handled. If it proved i1lmpossible to deazal

with this aspect satisfactorily, I recognise that you might wish

to resign on less than six months notice. In eny event the
provisions relating to the final payment under the agreement between
nyself and LFNY would apply.

I further appreciate that 1f agreement cannot be reached under that
agreement on the criteria to be used by the Performance Review
Committee under that agreement, you will, of course, be at liberty
to resign but will in that case give at least 14 days notice. If
you should resign for any other reason, it 1s envisaged that you
should give at least six months notice of your intention.

The salary attaching to your appointment as Chairman 1s contalned
in the minute of appolntment. Thas will, of course, be subgject
to review along with the salary attaching to other similar appoilntment

I confirm that I do not consider your remaining a limlited partner in
LFNY to be incompatible with your holding office as Chairman of BGEC
but if you should wish to enter into any other contractual relationshi
with LFNY I would expect you to seek my prior agreembnt as would ,
under the Iron and Steel Act 1975, be necessary in respect of the
acquisition of any other potentially conflicting interest.

I have agreed that you should retain the appointments set out in the
list attached to this letter and also keep any fees or other
emoluments to which these appointments may entitle you. i recobnivr
that it may take some little time for you to rellnqu1%h other appoint-
ments which you presently hold and I have no docubt that you will

take the necessary steps within a reasonable time.

I am glad we have reached the agreements and understandings which

¢ have enabled me to appoint you as Chairman of BSC. I have evers
hope of its success under your leadership and I envisage that we
may be able to reach new agreement on the terms on which you might
continue as Chairman after your present appointment comes to an end.




Present
policy
continues

BSC:

BRI Es

il ke (s ol - -t A
timates (September 1980

prices)

Opt 1
1% mbta

Opt 2
14 mta

lower case
7-8 mta

liquidate
by law

£m

ETL
provisional
estimate

880-1020

760 - 910

780 = 350

670 - 820

680

750-850

450 - 550

500 - 600

200 - 300

Not
determined

(a) No account is taken of reductions in EFL resulting

from any future capital reconstruction.

(b) Account has been taken of cost reductions in
operations (£100m in Opt 1 & 2 and £50Min lower case)

No ISERBS payments (or other social costs) are included.
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STR KEITH JOSEPH has

apparently  become so
disenchanted wit: writg-
ing Increasingly iarge
chegues to l:fmn the

British Steel (“O”P“Iatx(}n
afloat that he has given
some thought to wind-
ing up the whole enter-
price. I can reveal that
a report quantiiving the
cost of putting BS :C
which is said fo bz losing

—

around £I20m a week —
into liguidation has been
pat before the Minister

for Trade and Industry.
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oration’s cash limit of £450
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to £1000 mi “.\,n Yet as the
recession bites harder
Whitehiall experts estimata
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APOCRYPHATL stories
abound but tais, the best
of the latest, deserves a
wider audience. Com-
muters, the unsung
herocs of our City, will
be fascinated to hear of
the treatment doled out
to Sir Peter Parker by
Allen, Brady and Marsh
the advertising agents
behind the cocurrent
British Rail campaiza

1Yi5 is The Ape Of The
1‘1':1111 Before they won
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had 5ir Peter round io

their ¢tfices, iis anpoint-
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Ref. A03457

PRIME MINISTER

Cabinet: Community Affairs

There is little of moment to discuss on the Community front this week,

2 You might wish the Secretary of State for Industry to report on the

successful outcome of the 30th October Steel Council, at which the Germans
finally came round to accepting mandatory steel production quotas, with some

derogations for small companies and special steels.

S You might wish to inform the Cabinet of the main points that arose in

your talks with Mr. Roy Jenkins on 3rd November.

R
4. You will be seeing Madame Veil, President of the European Parliament,

later on 6th November, as part of her programme of visits as a guest of

Her Majesty's Government.

Bis Next week there will be an Agriculture Council on 10th-11th November,

(Robert Armstrong)

5th November, 1980

CONFIDENTIAL
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10 DOWNING STREET

From the Private Secretary

MR ROBIN IBBS

BSC Board EResponsibilities

The Prime Minister was grateful for your minute of 26
September and for the report on BSC Board Responsibilities
which you sent with it. She has also rea e vecretary of

State for Industry's minute of 28 October.
[

The Prime Minister's initial comment on the report is that
it seems to her vital that BSC should have an effective structure
when Mr MacGregor retires. It follows, in her view, that a
discussion between Mr MacGregor, Sir Keith and yourself would be
worthwhile, but not before some of BSC's immediate problems have
been resolved. However, the Prime Minister would like to have a
meeting to consider the report and Sir Keith's comments, and we
will be in touch with you to arrange a date.

I am sending copies of this minute to John Wiggins (HM Treasury),
John Craig (Welsh Office), Godfrey Robson (Scottish Office) and
David Wright (Cabinet Office).

S

3 November, 1980
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Following my reference to the steel industry in Cabinet

e I enclose, for your information, a note of my meeting with
Mr Winstanley of Duport Steel about the crisis facing the
private sector of the steel industry. I am glad to know
that the matter is receiving urgent attention on the lines
agreed recently by E Committee. In view of the importance
of this matter, I wovld be grateful to know how this
consideration 1is progressing.

/ Copies of this letter go to members of E.

P
By T g

Approved by the Secretary of State
and signed in his absence

The Rt Hon Sir Keith Joseph Bt MP
Secretary of State for Industry
Department of Industry

Ashdown House

123 Victoria Street

ILONDON

SW1E 6RB




MEETING BETWEEN SECRETARY OF STATE AND MR WINSTANLEY, CHAIRMAN OF
DUPORT STEEL GROUP, IN CATHAYS PARK, CARDIFF ON FRIDAY 24 OCTOBER 1980 -

Present: Secretary of State Mr Winstanley
Mr A H H Jones Mr Cooke (MD Duport, Llanelli)
Mr J F Craig Mr Emmanuel (Financial Director, Llanelli

1 Mr Winstanley said that he had been anxious to see the Secretary

of State (and grateful that a meeting was arranged at such short

notice) in order to dispel any impression, arising from the meeting

on 8 September between Mr Wyn Roberts and Messrs Cooke and Emmanuel

that energy costs and high interest rates were the only problemS'whlch
faced the Duport Steelworks at Llanelli. The high cost of electricity
added 4% to their selling price in comparison with their European
competitors: there was well documented evidence to show that the extra
cost to the Lianelli Plant was between £2 million and £3 million pa.
Interest rates were at a cripplingly high level and were costing some
£4 million pa. The Company had invested heavily in a new steel plant at
Llanelli with modern equipment. They believed it to be an extremely
efficient plant with good manning levels; labour relations were excellent
as was productivity. It was at present equal to the best in Europe -
but it was being worked only one week in three. 8,500 tons were
produced in May; 2,500 tons in October. The key problem was the slump
in demand for steel. At Llanelli, the plant was being hit by
competition from imports and from BSC, heavily subsidised to an extent
with which they could not begin to compete. A further problem arose
from the exchange rate and the strengthening of the £ against the DM.
He was separately in discussion with Mr Binning of the Department of
Industry about the urgent and vital need for rationalisation in the
industry.

2. The Secretary of State said that he had been under no illusion
about the seriousness or the extent of the plight which faced the
Duport Steelworks. He had had d130uss1ons recently with the Chairman
of BSC and with Mr Jake Stewart; he had also had discussions in the USA
and in Brussels about the steel industry and about energy pricing -

the latter in particular being a subject which had been raised with him
by a significant number of industrialists in the US. He understood,
therefore, the significance of the problems to which Mr Winstanley

had referred and Ministers knew of the anxieties about energy pricing.

3. Mr Cooke said that he was disturbed by the fact that it had proved
impossible to negotiate in any meaningful way on tariffs with the CEGB.
Mr Winstanley added that in Germany it was possible for individual
companies in different parts of the country to negotiate separate deals
with the electricity industry. In Baden Baden, for example, the
steelworks there obtained "cheap" electricity for 19 hours each day

/and




and "peak" rate for only 5 hours; in fact it paid the company to close
down for 5 hours each day. The CEGB, however, simply would not be
flexible. Exports from Llanelli had dropped from 30% to 10% of
production; they were no longer competitive. Although British Rail and
the docks authorities had been helpful in negotiation, neither the CEGB
nor the Gas Board (more generally, for the group as a whole) had been.
The Company was paying 26p per therm compared with 10p in Germany .

The Secretary of State suggested that they might not be comparing like
with like. |

4. Mr Winstanley stressed that it was not possible for the present
situation to go on for long. The group's bankers were looking critically
at its cash flow. The half-way results (The Times, 23 October) were

bad enough; since then they had been horrific. Restructuring was

vital. Without that it was inevitable that despite its diversification
the group would go into receivership, "pulled down'" by the Llanelli
steelworks where their capital assets were concentrated.

D The Secretary of State asked Mr Winstanley how he saw the timescale,
bearing in mind that Mr MacGregor's Corporate Plan for BSC (which
although not dealing with the private sector would undoubtedly have
implications for it) had not yet been submitted to Ministers.

Mr Winstanley said that it was of the first importance that the position
of the private sector was considered at the same time. A restructuring
plan should be considered alongside BSC's Corporate Plan, and the
Government should take an initiative to "pool" steel. However, that
would not save all the plants currently in production. GKN were in
serious trouble; Hadfields were probably in the worst trouble of all -
they employed too many in an outdated plant. He wondered whether

Lonrho would support them beyond Christmas. On timing, if the problem
was not resolved before next March, BSC would pick up Duport's business;
as Chairman of the Duport Steel Group, he stated that that was an
indisputable fact. BSC had a very efficient plant in Sheffield, which
would be even more efficient than Llanelli by next year, but did the
Government want only a single source of supply? Capacity for special
steel throughout all the present plants, including BSC Sheffield, was
about 31-4 million tons pa. Demand (even if it could be raised to the
1979 level) was 2! million tons. In his view, Hadfields plus one

other would have to drop out altogether. The Secretary of State
expressed his desire not to see single sourcing and to see the
continuation of a strong private sector steel industry. While he was
not directly responsible for the steel industry, the problems it faced
and the possible answers to those problems had very serious implications
indeed for Wales.

J F CRAIG
Private Secretary

28 October 1980
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Please fix a 45 minute meeting with
Mr Ibbs and Sir Keith Joseph on BSC Board
Responsibilitfies. Not urgent, but

preferably within the next four weeks.

L

3 November, 1980
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. PRIME MINISTER

I have had a word with Robin Ibbs about
these papers and he would very much appreciate
it if you could have a short discussion with
hamIad cir kel th about thefi; | Ho reoards

o ey
Sir Keith's comments on the CPRS paper as

pretty luke-warm and unconstructive, and
e r 3

Would IiKe ——With your help - to push the

Department of Industry a little further.
He appreciates that 1t may not be possible

to do much in the short term with the BSC

L e e Y
now that Mr. MacGregor is in the saddle;
and that changes at BSC will mainly have to
awalit MacGregor's departure. But he also
thinks that his analysis - and particularly

_“

the analogy between Government/nationalised
industry board and holding company/subsidiary
board - is applicable to other nationalised

industries.

Since the CPRS have clearly taken a
lot of trouble over this report, can I tell
Mr. Ibbs that we will arrange a meeting

sometime in the next few weeks?
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COVERING CONFIDENTIAL

10 DOWNING STREET

Froni the Private Secretary 31 October 1980

Message to Chancellor Schmidt

Further to the letter which I sent you
earlier today, I now enclose the text of a

message from the Prime Minister tc Chancellor
Schmidt which Las been despa.ched tc Bonn over

the direct line this afternoon.

I am sending copies of this letter and
its enclosure to Ian ¥1llison (Department of

Industry) and David Wright (Cabinet Office).

)
[ . Lo

[

Roderic Lyne, Esg.,
Foreign and Commonwealth Office.

COViZRING CONFIDENTIAL




MESSAGE TO CHANCELLOR SCHMIDT FROM THE PRIME MINISTER

31 October 1980

, SsigdAL NiEFSSACE
Dear Helmut, - IVIE S SAGE

UAL No. T 2/k/ %0

...............................

I am glad you telephoned last nlght about the Council
meeting on steel in Luxembourg. Like you we attached great

importance to getting the right result.

As I promised, I made immediate enquiries. I understand
that there was a genuine misunderstanding over what the Council
had agreed on 25 October about steel tubes. I am glad that the
agreement reached last night included a satisfactory compromise

on that aspect.

As you know we agreed to the quota system under Article 58
of the ECSC Treaty after much heart searching. We share your
belief in the importance of a liberal economic policy. But the
crisis in the steel industry is very serious and in the absence
of agreement among producers themselves there was the risk of
a major collapse which would have been very damaging to our

economic strategy.

Yours sincerely,

MARGARET THATCHER
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BONN FROM LONDON

CONFIDENTIAL GOVERNMENTAL RM24

HESSAGE TO CHANCELLOR SCHMIDT FROM THE PRIME MINISTER
BT

DEAR HELMUT,

I AM GLAD YOU TELEPHONED LAST NIGHT ABOUT THE COUNCIL
MEETING ON STEEL IN LUXEMBOURG, LIKE YOU VE ATTACHED GREAT

- IMPORTANCE T0 GETTING THE RIGHT RESULT.

 AS 1 PROMISED. 1 MADE IMMEDIATE ENQUIRIES. | UNDERST AND

THAT THERE WAS A GENUINE MISUNDERSTANDING OVER WHAT THE COUNCIL
HAD AGREED ON 25 OCTOBER ABOUT STEEL TUBES. I AM GLAD THAT THE

AGREEMENT REACHED LAST NIGHT INCLUDED A SATISFACTORY COMPROMISE

AS YOU KNDW WE AGREED TO THE QUOTA SYSTEM UNDER ARTICLE 58
- OF THE ECSC TREATY AFTER MUCH HEART SEARCHING, WE SHARE YOUR

chsfs 1N THE SYERET ONB0s PRyt S  GERA SERDDOE S kY ne s e

OF AGREEMENT AMONG PRODUCERS THEMSELVES THERE WAS THE RISK OF
A MAJOR COLLAPSE WHICH H_ULg HA&E BEEE VERY DAMAGING TO OUR

ECONOMIC STRATEGY.

YOURS SINCERELY,
MARGARET THATCHER
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MR ALEXANDER

cc: Mr Wright
Mr Ellison - D/T
Mr Lyne - FCO
Mr Goodenough

CONVERSATION WITH CHANCELLOR SCHMIDT: STEEL

As requested I attach a draft message for the Prime Minister to send
to Chancellor Schmidt following last night's telephone call.
Mr Adam Butler is content with the draft which has also been cleared with
the FCO.

2. I understand that last night's agreement - which runs until 30 June 1981 -
provides for two categories of exclusion:-

(i) Total exdusion of liquid steels for castings; fine and special
steels from firms whose output is less than 6, 000 tonnes per
quarter; and large tubes.

(ii) Special steels (other than stainless steels) with more than 5 per
cent alloy content, provided their price is more than 30 per cent
than their non-alloy counterparts, and small tubes are excluded
from the application of quota control but will be monitored and the
exclusion can be withdrawn by decision of the Commission.

The main difficulty in the final stages of the negotiation arose on the
treatment of special steels, The UK and France resisted strongly
German pressure to exclude the bulk of special steel production., UK
industry appear reasonably satisfied with the outcome. Count Lambsdorff
expressed disappointment,

o3

M DM FRANKLIN
31 October 1980

Encl,

CONFIDENTIAL




Bﬂtf@uMESSAGE TO CHANCELLOR SCHMIDT FROM THE PRIME MINISTER

Bear Meliwnte 7

/

I am glad you telephoned last nighf about the Council meeting
on steel in Luxembourg. Like you we attached great immportance

to getting the right result.

As I promised, I made immediate enquiries. I understand that

there was a genuine misunderstanding over what the Council had

agreed on 25 Octobgrfabout steel tubes. I am glad that the

,/.’
agreement reachqﬂ'last night included a satisfactory compromise

f

on that aspect.
y

/
!/J'

As yu kné; we agreed to the quota system under Article 58 of
the EC3C Treaty after much heart searching. We share your
bel%é% in the importance of a liberal economic policy. But
the crisis in the steel industry is very serious and in the
absence of agreement among producers themselves there was the

risk of a major collapse which would have been very damaging

to our economic strategy.

7nws s@du(
Ay
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COMMUNITY STEEL QUOTAS

I am sorry that you were unnecessarily involved - because of
a telephone call from Chancellor Schmidt - in the negotiations
about the Commission's proposals to impose quotas on Community

steel production.

By way of background, you will recollect that, because of the
serious over-supply of most types of steel, the Community
producers had for some time been seeking an agreement between
Themselves to limit production. In the end we were most reluc-
tantly forced to agree with the Commission that a voluntary
agreement was impossible. Throughout the long and difficult
negotiations the Germans have consistently been alone in their

stand against the general application of quotas.

A key point i1in the negotiations was the application of quotas

to steel for tubes. The complete exclusion of steel for tube
products would, in the opinion of both BSC and the private sector
steel companies, have made the system unworkable. They had even
sald that they would have preferred no system to one which

excluded tubes. The French took a similar line.

7he: ..




The Chancellor's intervention arose from a difference in the
interpretation of what had been agreed at the Council meeting

on 25 October. Count Lambsdorff had reported back to the
Cabinet that there was agreement to exclude tube steel from
positive quotas. Both I and my French colleague were 1n no
doubt that this was not so and Commilissioner Davignon confirmed
to me that our view was correct. The Germans appeared to

have lifted the President's summing up of Saturday's proceedings

out of context.

It was because of this difference of understanding that Count
Lambsdorff apparently felt that I was reneging on an agreement.
He was forced to go back to his Chancellor because the exclusion
of tubes was a key plank in the package which the German

Cabinet had approved.

UKREP will have advised you that late last night we finally
reached an agreement which involves a compromise on both tubes
and special steels. Throughout, I had attached considerable
importance to achilieving unanimity. Both I and our producers
regard the outcome as reasonably satisfactory - one which should
help to limit the steel crisis and thus reduce the further call

on public funds by BSC.

FALE




I am sending a copy of this minute to Peter Carrington and

Geoffrey Howe.

L

ACB
31 October 1980
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From the Private Secreiary 31 October 1980

Conversaticn with Chancellor Schmidt

As you may know, Chancellor Schmidt rang the Prime Minister
late yesterday evening to talk about a problem which had arisen in
the discussions in Luxembourg about Community guctas on steel pro-
duction. I enclose a transcript of part of their conversation.

The discussion also covered ‘he Foreign =1d Commonwealth Seeretary's

viisit to Peoland:

Since the problem which had given rise to Cnancellor Schmidt ' s
telephone call was resolved later yesﬁerday evening, I see no necd
f5r the Prime Minister to telephone the Chancellor again. However,
there would probably be advantage in her sending him a short message
and { have had the drafting of such a message put in hand.

T am sendiag copies of this letter and enclosure to Ian Ellison
(Department of Industry) =nd David Wright (Cabinet Offlce).

R.oM. J. Lyne, Esqg. T e LT
’ ¢ ) ¥ow RS E A

Foreign and Commonwealth
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PRIME MINISTER'S TELEPHONE CO&%

NTIAL

3 s ATTON=WITH CHANCELLOR

. SCHMIDT, 30 OCTOBER 1980, 2100 hrs

Lo —

Prime Minister Hello, how are you? '1“7?‘2f 4
L ~ il g

Chancellor Schmidt: Rather well despite some little difficulties. I

beg your pardon Margaret for calling you so late at night - are you

still in your office?

PM: Actually no, I am just going over to the House of Commons in

about an hour so I'm still working, yes. 150G ;Z*‘f j “ T Qe

o

€S: [ beg your pardon indeed. SERIAL T—Ll 3/%
PM: No it's quite alright,lits early for us.

€S i s il working tob.— I had a rather alarming call from Count
Lambsdorf who is in a meeting, I guess, either in Luxembourg or

in Brussels I am not really aware where that meeting is. Anyway it deals
with that steel business. You are certainly aware of the general
problem which they have on steel. Now I'm a little bit disturbed because
he tells me that a British Minister of State by the name who I have
forgotten, I do not know the gentleman in person but he seems to be

the deputy to Sir Keith Joseph, if that is correct.

PM: Probably Adam Butler

CS: Maybe I don't know. At least this Minister of State has called
into question some partial agreement which they had arrived upon in
their last meeting last week they left open some questions regarding
adhlstahl - I don't what the English word for that is - special alloys
in steel. But otherwise they had agreed upon most of the questions
last week and we were after a long discussion in Cabinet yesterday

we were tending to grudgingly but nevertheless accept the compromise.
Now he calls me from that meeting and tells me that your man has

proposed to again alter some of the agreements of last week and I

/was going
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CS continued :- I was going to make it clear to your government

that I didn't intend to call you in person Margaret but I could not
reach Peter Carrington.

PM:- Peter is in Poland

CS: Yes he seems to be out of the country that is why I'm calling
yourself. I Jjust wanted you to know your Minister who was operating
in that meeting that I think it would be very awkward if we should

be forced to come up with a veto about something which had been agreed
upon half a week ago and which was not changed again. I think that
this gentleman might not be aware of the touchhess of the matter and
this is my attempt to make your Cabinet aware of it. I now have the

chance to speak to you in person its even better.

PM:- Now Helmut let me get it just right. Count Lambsdorf is at the
steel meeting in Luxembourg, its in session, we had hoped it was going
to agree, for example, on the quotas, this is the one. Now as I
understand it you're agreed on the quotas for sheet steel and the main
steel but there appears to be a question about a particular alloy of

Siteellli s Ghigit Weirahif

CS:- No, the question about special alloys had been left open for the
meeting of tonight the other questions had been settled last week.

And it seems that they are able to find a compromise about the alloy
question tonight/g%tthe same time some of the questions agreed upon last
week are reopened by your delegate, and this is what caused trouble

because it would have to be used for reasoning for our veto.

/PM
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PM:- The question refers to the reopening of the main steel

agreement which you say was agreed last week. Helmut I will

find out immediately.

CS:- Thank you very much Margaret. I don't wish to create any
feeling of alarm but on the other hand it would be just nasty for us

to table a veto there.

PM:- We would be very upset if there were a veto obviously.

CS:- We really wanted to avoid it. I have some difficulty to get
my Cabinet behind me in avoiding that veto and Genscher wants to avoid

it the rest were in favour of giving a veto.

PM:- Were they. Look Helmut I will make immediate enquiries. I will

not phone back tonight because it will probably be too late.

CS:- Yes. Well how is it going in London?
it
PM:- How is/going - well we have the usual problems; the world

recession and we've been paying our people too much for years so

we're hit rather worse than anyone else.

CS:- We have a rough time here in meetings one day after the other

to lay the agreement as the foundation for the next four years of
coalition. And we find everywhere that we lack money and that we
cannot spend the money Ministers wish to spend. And we will have some

additional unemployment next year as well. We will have a zero growth

next year and its not very pleasant the outlook.
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PM:- Well it isn't very pleasant because every spending Minister wants
to spend more money and that just means more taxation because we

cannot print it.
CS:- Yes. Has Peter given you any idea of his

PM:- No not yet, he's not back yet. He saw Kahanya (?) just before
he went to Moscow and this is Peter's second day and he'll be back
soon. And we will just be very interested to see what's gone on

because we're all a little bit worried at the moment.
CS:— I trust that he will give us some impressions.

PM:- Most certainly. We thought it a little bit important that he

went, just to see what was happening.

CS:- Right. I fully agree. Because it's a dangerous point in time

as regards the Polish development.

PM:- Yes very much so because all of the other Warsaw Pact countries
are very Jjumpy about it and I didn't l1like Ceausescu's speech the other
day at all. And one just hopes to goodness that the Poles will be

left to sort it out themselves.
CS:- I think despite your economic difficulties your political
situation is Jjust fine regarding the state of the labour unions of

the Labour Party.

PM:- Yes it is they are in acute difficulty but they
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PM continued:- they will just have to choose. We had two of them
yvesterday speaking in Parliament. Denis Healey whom you know and
Michael Foot. And Michael Foot made one of these rather brillent
scintillating speeches, you know all presentation and no base. But

unfortunately you know thosespeeches tend to go down rather well.

:— Does it mean that these two speeches were being made in order

compete between each other for the leadership.

:— That's right, yes. But we shall get two more from two other

those who want to be leader soon.
Is there any possibility that Wedgwood Benn would become leader?
None at all.
That's good.

PM: He also spoke. He gave a total revoluhtion/gﬁgech. No you needn't

worry about that Helmut, we're not that badly off.

CS:— I feel a little sorry for Jim Callaghan.
I?
PM;- Well so do/he's such a nice man. I saw Brandt was over here

the other day - Brandt was with Jim.

CS:- He only had a very slim chance to tell me one or £wo sentences;

he conveyed the feeling of sympathy for poor old Jim
/PM

L el
A B

h, 1 . ™ ' N
I % ok * i;"él i: = ‘-'." FRR |

g i -

) e B A
» AR & £ ?1
ol

A

s = d o §
M . ) 3 = N
- L hy =] =
i & il




L0 S
.PM:— Well Jim looks a different man. You know I just saw him

quickly and he looks so relieved.

CS:- Yes, you know I don't know whether you know he is talking about

you with a great amount of respect,if he talks to me anyway.

PM:- Well that is very kind of him and much appreciated. Helmut
have you had a note from President Carter about the future chairman

of the World Bank.

PM:- You have, I have too and it will be a person whom I happen

to know is extremely good.

CS:-— I know him too. I am astonished that he is available for that

Job but I would as a person accept him easily and thankfully.

PM:- Well so would I - easily and thankfully. I just happen to be

in a tricky position I can't take the lead on it in any way because

I know that Ted Heath wants it. I don't believe he has a single chance
of getting it because I have always thought that the Americans would

insist on having an American and that is a very, very good candidate.

CS:— I am astonished that he should make himself available for that

job but I know that man from San Fraqﬁtlscoand he is just good.

PM:- He's very, very good. Indeed I think we would be even better

than the present incumbent.

G55 =\ Wes & thati's possible..

_Age@yogasuggespiﬂg:that I should do

something?
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No, no. I was Jjust wondering if you were supporting him, that's
CS:- I don't know whether it's getting on my desk again but
certainly I will have to answer 1it.
PM:-— No I think he is a very, very good person but I can't in any
way take the lead in supporting him because I think Ted would not like

15

CS:-— I would certainly answer Jimmy Carter that I would, that my

country would certainly assist such a proposal and make it be known.

PM:- Yes alright. And Helmut have you spoken to President Giscard

recently?
CS:-— No I have not.

PM:- I have just had Gaston Thorn here the other day and we were just

talking about the agenda for the Luxembourg Council.
When is that?
It's at the beginning of December.
No I have no idea, I'm in the middle of all my domestic problems.

PM:- So am I. Let's leave the agenda. I will start to enquire about

the other matter immediately.

CS: -

I wil i ' - :
1 wish you a good night. in the HG@%%J argaret -

- '
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PRIME MINISTER :

menmbers which you asked him to prepare.

2 At the time the study was initiated, we were concerned about 7),

the performance of the BSC Board under Sir Charles Villiers and -
anticipated that Mr Ian MacGregor might propose radical changes in M{h
board structure and operation following his appointment as Chairman

from L Julye. In the event, he has decided against making early

changes 1n board structure. He has told me that he is lmpressed

by the quality of the management he has found within BSC and that,

given the right leadership and a better Qrganisational and financial
framework within which to operate, the senior executives in the

Corporation will be able to bring about the required improvements

| —

in performance. Accordingly, Mr MacGregor has retained all the

" we—

existing full-time board members, but given them réther different

e e S Ty e o g

executive responsibilities within the new organisational structure

which he has introduced.

5 Among the part-time directors there have been two changes since

1 July. At Mr MacGregor's request I have appointed Mr Albert Frost
-,

p—

IO ae.
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to the Board and Mr Solly Gross has been re-appointed following
[ - - -

his retirement from the Department of Industry. Mr MacGregor has

also agreed that there should continue to be two civil servant

o =gy

members on the Board, given the present need for both the Treasury

and the Departwent of Industry to be in close touch with the
development of the Corporation's future strategy. Finally,
Mr MacGregor has indicated that he has no i1mmediate intention of

disturbing the present arrangement whereby there are six trade

unionists on the Board, since to seek changes at present would be

likely to bring about needless conflict with the unions.

/} It 1is, therefore, unlikely that there will be early changes

in BSC board structure but I agree with Robin Ibbs that the issues

raised 1n the CPRS study will need to be borne in mind during the
later stages of Mr MacGregor's chairmanship to ensure that on

completion of his term of office he leaves behind an effective

Board and management structure.

wioly

5 o0 far as the detailed polnts raised in the CPRS study are
concerned, I would like to comment in particular on the suggestion
that the analogy with the relationship between a holding company
and 1ts subsidiaries 1s useful in conSidering the relations between

Government and nationalised i1ndustries. There may be some benefit

in a comparison of this kind but it would be misleading to press

lit too far. The most l1wmportant difference between a holding company
and the Government, which 1s not brought out sufficiently clearly

in the CPRS paper, is that a holding company is a purely business

-

organisation whereas Government 1s not. Governments have considerably

less control over nationalised industries than a holding company
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does over its subsidiaries; a nationalised industry has, for
example, an independent statutory existence; it cannot go bankrupt;
it has statutory duties quite unlike any obligation lmposed on
subsidiaries of holding cowmpanies; there are clear limits on

the extent to which Ministers can intervene;and there are no
powers to dismiss chalrmen. Moreover, Departments are not well
provided with those management resources necessary to help resolve
business difficulties which a holding company would be expected

to possess to deal with serious problems in a subsidiary. This
is well illustrated on page 7/ of the paper which Professor John
Heath prepared for the Nationalised Industries Chairman's Group

in March this year:

"Perhaps the most significant difference with the

conglomerate holding company is the way in which crises

would be managed. On the first sign that something

is seriously wrong, the holding company would probably
order an lmmedlate invgizigation by an internal audit

team. On confi;mation of a crisis, action wald be.-
pretty swift. The Chairman of the subsidiary himself
would be at risk if management was at fault, and headswould
OIS A new team might be braght in with authority to
make changes. In the worst cases there may be an early
decision to sell the company. The private sector response
would most likely be characterised by speed, a willingness

_mmh‘

to change, a determination not to allow a crisis situation
-y

o continue."

6 It should also be borne in mind that the nationalised industries

/have .o
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have a significant impact on the private sector of industry,for
example, through input prices (energy, transport, steel) or
thrmough competition for finance for i1nvestment. Governments
are therefore concerned with these effects on the private sector

generally in a way which a holding company would not be.

7 I have some brief points on a number of other matters covered

in the CPRS study:-

(1) Responsibilities of non-executive directors

v I agree that further thought needs to be given to this.
e e T e e S SRS

In parallel with the CPRS study, I have been considering

how to strengthen the role of non-executive directors in the

i rT—

industries for which I am responsible. FoTr 1ngtance ;sthas
might involve giving them greater responsibility for initiating
the process of selecting Board Members (subject of course

to my continuing final approval), for management development,
and for participating in Audit Committee work. I

intend to open:up a discussion on these approaches

with the Chailrmen shortly.

(ii) A smaller board with a high proportion of

executive directors

V' T would like to discuss this with Mr MacGregor next year,
after we have agreed a corporate plan for BSC, and
before the term of office of the six trade union

members expires on 1 August 1981.

CONFIDENTIAT G T, Jellares
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(1ii) Removal of board members

As the CPRS report indicates, I have adopted the
practice of making appolntments to the BSC Board
on the basis that they may be terminated at six

months' notice.

(iv) Regional representation

I agree that regional representation for its own

sake 1s not appropriate. But regional considerations
are lmportant and must be seen to be acknowledged

by BSC. In the further stage of reorganisation
announced on 6 October, BSC stated that a senior
executive 1n each region would continue to have
responsibility for maintaining a regional owverview

of BSC's activities in that region, even though the

new organisation no longer has a regional basis.

8 Although, as I have explained above, 1 am wary of pursuing

1 the holding/subsidiary analogy too far, I have no strong objection

S et re—., ' — =

to the CPRS looking more closely at the way in which holding

\ companies with diversified interest manage thelr subsidiaries.

I think there is merit in the CPRS undertaking a quick sﬁﬁdy of how

other European Governments deal with public sector companies, as
proposed by Robin Ibbs. I am sure we still have much to learn
about effective management of our relationships with nationalised
industries. It might be useful 1f the further CPRS study were
extended to cover the relationship between major institutional

shareholders such as insurance companies and the large companies
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in which they invest. The institutions, like the Government, do
not have the particular. skills necessary to manage the companies

whose shares they hold, nor can they easily disengage when things

g0 Wrong.

O I am sending a copy of this letter to the Chancellor of the

Exchequer, to the Secretaries of State for Wales and Scotland,

to Robin Ibbgs and to Sir Robert Armstrong.

K J
AR October 1980

Department of Industry

Ashdown House
12% Victoria Street
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Ref: A03325
CONFIDENTIAL

PRIME MINISTER

Community Affairs

The Chancellor of the Exchequer might report on the 20th October

Finance Council, which agreed some details on the Ortoli loan facility but
put off decisions on export credits and a new loan facility for Member States
in balance of payments difficulties.

2. The Secretary of State for Industry, who is meeting the German

Economics Minister (Count Lambsdorff) after the German Cabinet meeting
on 22nd October, might report on the latest state of play on the proposal to
introduce mandatory production quotas in the European steel industry.

55 The Secretary of State for Trade might be invited to inform the

Cabinet of the background to his decision to reject applications for cheap
fares to Europe from Laker Airways and British Caledonian.

4. Next week there is a Fiscal Council on 27th October (a propos of
which you have said the Minister of Agriculture's letter of 21st October to
the Chancellor of the Exchequer on the harmonisation of excise duties should
be discussed in OD in the afternoon, not in Cabinet in the morning) and a

Fisheries Council on 28th October. Mr. Thorn will visit London on

27th October for talks in his dual capacity as President of the Council and

President elect of the new Commission.

(Robert Armstrong)

22nd October 1980
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PRIME MINISTER

BSC & THE PRIVATE SECTOR STEEL COMPANIES

I rZ;;P{ that my previoué minute in response to Keith Joseph's

of September might have inadvertently suggested that 1

favoured closure only of private sector plants. In fact I wholly
agree with Keith's underlying aim of increasing private sector

participation in BSC's activities where possible.

2. The point in my second paragraph was principally presenta-
tional - channelling money for joint ventures through BSC should
avoid creating the apparent precedent of bailing-out private
companies. However, given the excess capacity in the industry,
the rationalisation exercise is likely to mean some closures in
the private sector as well as by BSC. BSC should be in a position
to recognise that such orderly rationalisation is in their own

interests as well as that of the private steel sector.

I am sending copies of this minute to recipients of Keith Joseph's.

.,Tjr1d&bw$ (fa@dhquomhf£>

JOHN BIFFEN
17 October 1980

(Approved by the Chief Secretary
and signed in his absence)
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10 DOWNING STREET

From the Private Secretary 13 October 1980

BSC AND THE PRIVATE SECTOR STEEL COMPANIES

The Prime Minister has considered
minute of 30 September,
comments.

your Secretary of State's
and she has also seen the Chief Secretary's

The Prime Minister is content for Department officials to
explore the options set out in Sir Keith's minute with BSC and
the private steel makers. But she has asked me to say that she
does not fully understand the Chief Secretary's suggestion in
pParagraph 2 of his minute. Her understanding had been that
options put forward by Sir Keith were designed to keep the private
Sector companies in existence, whereas the Chief Secretary appears

to be suggesting that funds could be channelled through BSC to
enable private sector plant to be closed down.

I am sending copies of this letter to John Wiggins (H.M.

Treasury), Stuart Hampson (Department of Trade), Robin Ibbs (CPRS)
and David Wright (Cabinet Office).

Ian Ellison, Esq.,
Department of Industry.
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SECRETARY OF STATE FOR INDUSTRY

Quotas“on;ﬁtegl‘Under'Artiqlq:SSfo thg EQSQ_TreaﬁX

1. Thank you for your letter of 1 October about the
possibility that the Commission will propose that statutory

quotas be imposed on steel production under Article 58 of the
ECSC Treaty.

2. I hope that it will not come to this and that Davignon's
efforts to obtain a voluntary agreement succeed. However, I

agree that this seems unlikely.

3l If there is no voluntary agreement and the Commission
propose quotas, I agree that HM Government should support
this at the Council on 7 Octoﬁer.

4, Present indications are that the Germans at least will

oppose the imposition of quotas, I am rather concerned about

the political and institutional implications of a situation in
which the Germans are alone in their opposition and it is

proposed that they be be out-voted under the terms of Article 28

of the Treaty of Paris. The Luxembourg Ccmpromise is a political .
rather than a legal, text and there is no firm view as to whether
it might be invoked in a matter falling under the Treaty of

Paris. Furthermore, the Germans do not themselves subscribe to the
Luxembourg Compromise. We of course do, and would want to

keep open the option of using it in a situation like the

present one if the Commission's proposals were seriously disadvan-
tageous to us. A tricky precedent might therefore be set by a
situvation in which we had participated in a decision which went into

force even though the Germans were opposed to it.

Dl It is difficult to foresee how things will develop

between now and the Council and much will depend on discussions

CONF IDENTIAL /during
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during 7 October. But everything polnts to every |
effort being made to produce proposals with which the
GCermans can agree or at least be brought to abstain. I
am sure that Adam Butler will keep closely in touch with
Tan Gilmour and myself (we shall both be in Luxembourg)

as the discussions develop.

G . I am sending copies of this minute to the Members of
F Committee, the Secretaries of State for Scotland, Wales
and Northern Ireland, the Attorney General and SirT Robexrt

Armstrong.

/N

{ S
L
(CARRINGTON )
| e
Foreign and Commonwealth Office
7 October 1980
A ¥4
‘ %%L > &
% | @i
.
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PRIME MINISTER

/ /rr’{,’ ‘Z’ b;%
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BSC AND THE PRIVATE SECTOR STEEL COMPANIES» o? w\f"{ J

> 6/‘,

F1 p/ Iyﬁontent with Keith Joseph's proposal, in his m:l_nute of
—
30/ September to you, that his officials should explore avail-

able options with private steelmakers, on the lines discussed

in his minute. But I would wish to stipulate:

i) that we avoid any addition to public expenditure, and

ii) that we avoid any measure which could have repercussions
by way of claims for assistance from other private sector
T R g s 2 B Ee A S S T A o i 7 B TRV
industries - Keith mentions one or two others which are

in the front linee.

2, It occurs to me that one solution which might meet both of
these stipulations would be a variant of that put forward in
paragraph 4e of his minute. That is to say, any funds that we
nmf it is quite unavoidable that we
Thave to do so at %ll - should be channelled into the sort of
D) 'joint venture comﬁanies Keith Joseph has in mind, not only by

P ]
z diverting funds already earmarked for BSC, but by channelling those

funds through BSCP'who would presumably have a clear interest in

—

« the closure of private sector plant that was in competition with

their own. By this means we could avoid any appearance of direct
government assistance to the private sector, even though private

sector interests would in fact derive some benefit from it. This

seems to me a much preferable solution to, say, the use of the

1972 Industry Act, which in my view must be ruled out.

3. I am sending copies of this minute to the recipients of Keith

Joseph's. _ B

W. J.

JOHN BIFFEN
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 2707

SWITCHBOARD 01-212 7676
PS / Secretary of State for Industry

%‘\A’ Ml’b""” 6 October 1980

Tim Lankester Esq

Private Secretary to the ‘D - e
Prime Minister N\~ n""-(’lL

10 Downing Street

London SW1 \'(,40\__ s A P’“Vu‘/b
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Thank you for your letter of ’]5 September about the prospects (9«-« Mc?,)
for the Consett steelworks. We have delayed replying until

now in order to see how the takeover initiative by the

Northern Industrial Group (NIG) worked out. —Tzﬂ

2 The prospects for reviving steelmaking at Consett now

look very bleak. The BSC first announced their intention to =
close the works as long ago as last December. Ministers have
repeatedly expressed their willingness to see a private sector '7
takeover for the works, in the House and elsewhere, beginning lo
with my Secretary of State's meeting with Mr Sirs in January.

We have made approaches to senior industrialists, notably Ian
MacGregor (before he took on the BSC chairmanship) and Sir

John Buckley. But there has been no serious offer forthcoming

- including the much-publicised initiative from the Northern
Industrial Group. The evidence there strongly suggests that

the NIG itself had no money of its own, and was wholly unable

to put together a consortium which did. IMore generally, there
seem to have been several reasons why no serious takeover bid
materialised. Some are specific to Consett, such as lack of
obvious market outlets (since much of its. productlon 1n. recent
vears has been further processed within BSC), and a relatively
unsuitable site Tor steelmaking today, with neither raw materials
nor meggz_%égggpﬁ_glgse to hand. But the most 1mportant reason

1is the Turther decline 1n the UK steel market generally since

the closure proposal was put forward last December, and the

even bleaker prospect that lies ahead. To restart steelmaking

at Consett would require some tens of millions of pounds of
working capital on top of the purchase price for assets, quite
apart from any capital expenditure, and in the present climate
companies with surplus funds on that scale do not see steel as

a profitable investment. The financial difficulties faced by

many of the private sector steel producers will be seen as
confirmation of this view.

LD wheie
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3 Presentationally, the true position seems now to be known and
accepted locally in the Consett area, as I understand Mr David
Mitchell found when he visited the town recently. And it was
noticeable that the press reports of the NIG activities drew
a very cautious response from the Consett MP, Mr David Watkins.
\Nationally, we think interest will soon fade, and the exposure
of the NIG as acreature of straw (eg by the Sunday Times and
ITN) will have done no harm. The Prime Minister suggested
offering the works to the unions. We do not consider that the
unions could make a bid in their own right, since the sums of
lmoney required are too great. The most they could do in practice
would be to support a private sector bid; 1indeed the unions
(especially the ISTC) seemed to be closely identified with the
NIG initiative - an ISTC official acted as their spokesman at
a press conference, one of the "consultants" for the NIG had
previously advised the ISTC on the Consett decision, and Mr Sirs
gave the initiative a good deal of verbal support. But the
evidence also suggests that the ISTC's support was in reality
only skin deep. Despite Ministers' known willingness to be
helpful, the ISTC made no representations to this Department,
4;;:7— either to urge that the works should be sold, or that the
furnaces should be kept warm. This suggests that they too will
not wish to prolong publix interest in the decision.

4 In these circumstances, my Secretary of State doubts whether
there 1s any significant mileage left 1in a private sector
takeover for Consett, either politically or industrially. The
Government's efforts would now best be employed 1n trying to
attract alternative employment to the area. In lmplementing

the package of remedial measures he announced on 19 June, my
Secretary of State intends to use his discretion to relax the
criteria for certain types of assistance under Section / of the
Industry Act 1972 where this is necessary to clinch & particular
project for Consett - though it will be necessary to do this
discreetly and without public statements in order to prevent
pressure building up from other assisted areas seeking exceptional
help.

oa 5 I attach a short speaking note setting out both the position
we have taken over the last few months and our attitude for the
future, which the Secretary of State intends to use on an appro-
priate occasion, and which you might also like to Utilise as you
think fit. -

: | Yo s Qhrcy;

PeoAg

PETER STREDDER
Private Secretary
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SPEAKING NOTE ON CONSETT

In human terms, one of the saddest industrial events of the last 18

months has been the closure of the BSC steelworks at Consett. After
/

S——

the BSC made their initial announcement about the closure last December,

the Prime Minister and I both devoted considerable time and energy to

see whether a private sector buyer could be found for this plant. We

would have given an equally warm welcome to a workers co-operative or

to purchase by the unions - as I made clear to Mr Sirs in January.

But the outlook for the steel industry generally has worsened since

the closure was first proposed last December. ; "
So, regrettably,

there have been no serious offers for the works in the 9 months since

last December - and that includes the apparent interest of the so-called

Northern Industrial Group which attracted so much publicity recently. We

could still welcome a private sector takeover for the works, but I have

to conclude that the prospects do not look good.

Looking to the future we shall therefore be concentrating our efforts on
the task of attracting alternative employment for the Consett area, in
collaboration with the local authorities concerned. In the end, success
must depend on the drive and business skills of the firms which might go
there. But this Department can and will help through the provision of
advance factories, regional development grants, and through the use of
selective financial assistance under the Industry Act 1972. OUr aim
must be to develop a healthy and diversified industrial base, to give

Consett a more secure prosperity than it could ever enjoy when its

fortunes were tied so exclusively to a single dominant employer.
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HADFIELDS LIMITED
EAST HECLA WORKS

CHAIRMAN’S OFFICE SHEFFIELD S9 1TZ
Telephone No. 440353

1st October, 1980

Mr. T. Lancaster
10 Downing Street,
Westminster,
London,

SW1

Dear Mr. Lancaster,

Referring to our telephone
conversations of last week and earlier this week,
I forward herewith for your information a copy
of the front page of this mornings Sheffield
Morning Telegraph. The page 1 comment column
is particularly interesting and adequately reflects
what we are trying to say.

Yours sincerely,

DEREK A. NORTON
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 35501
SWITCHBOARD 01-212 7676

Secratary of State for Industry

The Rt Hon The Lord Carrington | October 1980
KCMG MC -
" Secretary of State for Foreign and
Commonwealth Affair
Foreign and Commonwealth Office
Downing Street
London oWl

Ay Cere

The Foreign Affairs Council 1s to discuss on 7 October measures

to deal with the worsening steel crisis. Adam Butler, as the
Minister of State responsible for steel matters, will be attending
the discussion and I am writing to let you and other colleagues
know of my 1ntention that the United Kingdom should support

the 1ntroduction of production quotas, 1f necessary, as provided
for in Article 58 of the ECSC Treaty in a period of "manifest
crisis!, :

2 Article 58 quotas have never hitherto been used, partly
because of the difficulty of obtaining the necessary support

in the Council. However, the fall in Community steel demand
and the degree of excess capaclty are now such that prices are
well below the costs of even the more efficient producers.
Fallure to take corrective action will mean that steel producers
will survive only with the help of considerable additional
external finance, no doubt at the expense of Governments.

% Itwill of course be preferable 1f the necessary production

cuts can be achleved by woluntary agreement between the Commission
and the various Community steel producers, provided such agreements
are properly observed. The Commission are striving hard to

obtain such agreemént. However, should they fail to secure

an agreement which is fully adequate on its own, Viscount Davignon
may well put forward proposals for production quotas. In view

of the serious situation and bearing in mind that UK steel
production, because of the low demand in the UK, will in any

case be below any likely cutback demanded by quotas, I am sure

that 1t 1s in our interest to give the Commission our full

support. The French Minister of Industry and I spoke about this
at the recent Anglo-French summlt and the French will adopt a
similar course. Nevertheless 1t 1s not clear that a final decigion
can be reached at this Council; +the Germans are known to be
reluctant and their election will only just have been coupleted
while there are now political problems in Italy.

74 e ele
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2y I am sending copies of this minute to the other members
of E Committee, to the Secretaries of State for Scotland,

- Wales and Northern Ireland, to the Lord Privy Seal and the
Attorney General and to Sir Robert Armstrong.
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BSC AND THE PRIVATE SECTOR STEEL COMPANIES

PRIME MINISTER
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1 When we discussed British Steel Corporation finances 1n N
E Committee on 17 September (E(80)34th) we agreed that the

future of BSC had to be considergd in the context of the steel -‘(h"

e —————————"

industry as a whole. We were particularly concerned about
cv“ﬂwo

Ty

the problems of the private steel firms and about the risk il
that some of them might collapse because of subsidised com-
petition from BSC. I shall, as requested, circulate an Eer
assessment of the prospects of the UK steel industry as a PO "
whole after Department of Industry officials have consulted sy~
the firms concerned and the CPRS and Treasury. In the Flajﬂ——
meantime you should be warned that we face some difficult

issues of principle and that there is a risk of serious mis-

S ey S S DS DT P T T S R P ez

understandings if news of our consultation leaks.
w

2 There is no need for me to remind you of BSC's difficulties;
we are committed to meeting the Corporationfs debts and very
large sums of money are required over the transitional period

to viability. The private steel companies are in serious

difficulties. Most are currently unprofitable. Many

o e

of the smaller co@mpanies may have no alternative but to liguidate

e i e i

(with little prospect of their operations being acquired for

steel processing). The larger steel companies, whlich are on

the whole subsidiaries of larger groups like GKN, Tube

Investments or Lonrho, may not obtain the necessary finance
————

SR o it S
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from their parent companies to maintain their present acale
of operationg. There is therefore a real risk that the private

sector will be subgtantially diminished, and that the public

-~

sector will control a larger share of the gsteel industry.
FHE L

%3 The private steel firms' difficulties are not due solely
to the help we are giving to BSC; many are not in competition
with BSC. The problems are not confined to this country; the

European steel industry is generally in disarray and prices are

being driven down by over-production. We and the French shall be

T A T I e i < At R A R S S R e S e

pressing for "crisis" action under Article 58 of the Treaty of
o S

Parig in Brussels Thig week.

-~

4 Tn the circumgstances there is no obvious course we ashould
adopte.

(a) We could do nothing beyond providing BSC with the

financing we have already agreed. This would result in

&

3 severely diminiched private sector and a steel industry

dominated even more than at present by the nationaglized

seclGor .

We could allow BSC to take over the assets of those private

T ey,

sector gteel firms whoge operations overlap with theirs.

Thig is in effect what the private sector firms are

proposing since it would relieve them of the need to meet

L Erp a5

continuing logses and closure and redundancy costs.

Quch 3 course would expand the public sector and,
/Probably ...
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probably, BSC's need for public money. BSC, who are
m

already in discussion with several private sector firms,
have not pursued thig option becauge they are aware that
we ag Their bankers would not approve any general

ey

extension of the public sector.

(c) We could encourage the private sector to take over BSC

operations which overlap with theirs. But,while the

market for gsteel remains so depressed, such disposals

are virtually impogsgible.

(d) We could foster arrangements whereby BSC and the private

sector companies pooled or exchanged asgets. This could

result in some expansion of BSC's operationg in gome
sectors but this would be matched by a contraction (not
necesgsarily of equivalent gize) in some of BSC's other
activities. It could also regult in the creation of g
serieg of free-gtanding Companieg Act companies to which
a gignificant proportion of BSC's aggets could be trans-
Terreds Such companies are clearly to be desired but it

may not be possible to create them without some form of

el

frnanegal Sinjeectiolls GKN, TI and others will be mogt

B

reluctant to provide fundg at thig difficult Time.

(e) We could further option .(d) by the injection of some

form of "dowry". This might involve the diversion of

gome of the finance we have earmarked to BSC. The

CONFIDENTIAL /option
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option does, however, raise serious problems; 1t might

involve Government subsidies to, or rescue of, private

e R——

sector firms and could be quoted back at us as a-change
of policy or as a precedent for Government assistance
to such beleaguered sectors as paper or textiles. On
the other hand I am not aware of any precisely similar
case which could be used as a precedent; we would be
acting here only because of a subsidised nationalised

industry competing directly with private sector firms.

5 I do not believe that, at this stage, we should reject

any option-(except b) in principle. We should clearly belguided

T p— o

by the need to minimize the cost to the PSBR and by the

desirability of ensuring that, at the end of the day, the

greater part of the steel industry returns to private hands.

—
Collaborative ventures seem to provide the only way of ensuring

both that the private steel industry maintains at least 1its
present share of the market and that we create a means of
eventually transferring substantial parts of BSC's operations
to private ownership. Whether or not collaborative ventures
will need a dowry of public money can only be established by

enquiries.

6 Against this background I have authorised Department of

Industry officials to explore all the available options with

—*ﬁ

BSC and with GKN and the other private steelmakers. 1 have
M

instructed them to make it clear that the Government are in

no way committed to accept any particular outcome to the

/discusSIonS ..
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discussions and all parties are being made aware that proposals
will be attractive to the Government-to the extent both that
they limit demands on the Excheqﬁer and that they lncrease
private sector participation in activities currently

undertaken by BSC.

7 I shall report progress to E Committee 1n due course.
B s ol
I am copying this minute to Geoffrey Howe, John Nott,

John Hoskyns and Roblin Ibbs.

K J
30 September 1980

Department of Industry
Ashdown House
12% Victoria Street
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10 DOWNING STREET

From the Private Secretary 30 September 1980

You should be aware that Mr. Derek Norton of Hadfields
telephoneu me on Friday afternoon. He said that the additional
€400 million for BSC was totally unfair to the private steel
makers, and directly contradicted what he had been told during
the steel strike - that the Government would not in any event
increase the cash limit. He went on to say that Hadfields were
in deep trouble, and that the new money for BSC would make
things only worse: he expected Hadfields to run out of cash on
8 October. Finally, he asked if the Prime Minister would see him
to hear the private steel producers' case.

I have consulted the Prime Minister, who is not prepared
to see Mr. Norton. However, she asked me to telephone him to say
that she was aware of the difficulties of the private companies
and of their concern at the additional funding for BSC, and
that he should see your Minister if he wished. I spoke to
Norton accordingly. He did not respond to the suggestion that
he shouid meet Mr. Butler, and confined himself to saying that
"there would be blood on the streets'" if the present policies
on steel continued.

T. P. LANKESTER

J.C. Hudson, Esq.,
Department of Industry.




PRIME MINISTER hﬁﬁ:/

STATEMENT ON BSC FUNDING

You asked why the private steel companies, and in

particular Hadfields, had not been warned of the statement

o —

on BSC funding.

I telephoned the Department of Industry and specifically

asked them to make sure that the private producers were warned.

What happened was that they gave an advance copy of the
statement to BISPA, and they assumed BISPA would pass it on
N\AAA

at least to the main producers. They always operate through
BISPA rather than directly with the companies, partly because

there are something like 70 members.

I am assured that consideration was given to telling the
private companies directly. But the Department concluded that
there was no justification for departing from the normal
procedure. (Incidentally, I would not necessarily accept
Derek Norton's word that he had not heard about it: on our
experience with him last Winter, he is not the most reliable

of allies.)

1L

29 September 1980
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STATEMENT ON BSC FUNDING \~defesl, (DAl Arel

Mr. Derek Norton of Hadfields telephoned me this
afternoon and made the following points. He said he was '““{

furious at the announcement of an extra £400 million for BSC.
e e

This was totally unfair to the private steel makers, and
M

directly contradicted what Mr. Butler had told him during
the steel strike - that the Government would not increase
the cash limit. Hadfields were in deep trouble themselves,

and the new money for BSC would make things only worse:

Hadfields expected to run out of cash on 8 October. He

concluded by saying he would like to see‘gbu for 10 minutes

at your convenience.

I told Mr. Norton I would pass on his remarks, and
request for a meeting, to you; and that I would telephone

him back next week. On questioning, it emerged that he

had not been warned of Keith Joseph's statement, even
___________———-_—_-—————-—-—-——————————'————'——

though it was given to BISPA in advance.

w

Later, Albert Duffy, M.P. whose constituency Hadfields
are in, telephoned me. He said he had had a meeting with
Norton and the shop stewards, and he wanted to reiterate
what Norton had said. The shop stewards were '"fed up' with
the way Hadfields were beihg discriminated against, and

they were very worried about their job prospects.

As Sir Keith mentioned to you last week, the position
on the private steel companies is very worrying. The
Department of Industry do not think many of the companies
will be able to get throuéz.?ﬁe recession unless there is
some form of government assistance: they are urgently
seeing if a defénsible package can be put together, and

Sir Keith will be minuting you shortly.

le
r?VJ* - & In the meantime, I think it would be unwise for you
va)b~ to agree to see Norton. As we found last Winter, he is
(¥ ,«v( an unreliable figure; and there is no particular reason

/why you should



why you should get involved at this stage. We should
direct him back to Adam Butler, who is in the lead on

steel. Shall I speak to him accordingly?

WWM Uavk. .

Gh Mr. Sanders

Mr. Hoskyns

26 September 1980
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To: PRIME MINISTER

Froms J R IBBS

BSC Board Responsibilities

L Following the disussion in E Committee on 25 June about BSC's
finances, you asked the CPRS to undertake a study of the duties and
responsibilities of the BSC Board members. It was to be done quickly,
without too much refinement, in anticipation of the restructuring of the

Corporation Board.

2e The main questions that prompted the study were :

(a) Are the duties of the members of the BSC Board less clear

than those of their counterparts in private industry?

(b) Does the fact that BSC cannot go into liquidation make it
less likely that the non—executive directors will be effective

in the execution of their duties?

3e The Secretary of State for Wales has since raised the question of

regional representation on the BSC Board. This was stimulated by the

=
replacement of Sir Melvyn Rosser, who had a responsibility to take a special

interest in the Cs}poratloﬁ7s affairs relating to Wales, by Mr Frost who
=TTy

inherits no such responsibility. We put forward in paragraphs 25 and 26
i T R e e T R e T e L e TR S ST

of the attached report our view that special regional representation on the
BSC board is not appropriate but have not made an exhaustive study of this

aspecte.

4 Our study has been largely desk based to avoid the possibility of
T e s e

creating additional difficulties for the new Chairman. With this proviso,

M
our general conclusion is that the relationship between the Secretary of State
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and the BSC more closely resembles that between a main board and a
wholly—owned subsidiary than the traditional analogy of shareholder
and main board. We believe this constitutes a fundamental constraint.
However tempting it may be to consider the BSC board as equivalent to a

main board in the private sector, this is not an accurate analogue.

5e If this analogy with the wholly owned subsidiary in the private

P - iy
sector is accepted, then a number of other conclusions follow. In

particular the position of a non—executive director is not ag'straightforward
as it would be on an entirely independent main board. I believe that it

could be helpfuf—if the Secretary of State carried out a further study of

the role he wants the non—executive directors to play. In particular the
CPRS believes that it should be made clear to the non—executive director
what his respective duties are to the Secretary of State and to the Chairman
and how the non-executive director is expected to act when conflict of

loyalties arises

6. Irrespective of whether one regards the Board of BSC as maln or

subsidiary, I believe there is a strong case for a smaller BSC Board with

a higher proportion of executive members. This should providg for better

quality decision-making as well ég allowing more opportunities for internal
candidates to be considered for the chief executive or chairmanship.
Notwithstanding the fact that the Secretary of State has given Mr MacGregor
"as free a hand as possible", we feel that the Secretary of State should
bear in mind the arguments for a smaller BSC board with a higher executive
director content when he gives consideration to any restructuring of the

board proposed by the new chairman. The long—term future of BSC depends

in part on Mr MacGregor leaving behind an effective and efficient

structure when his term of office is completed.
— —

management

Te Our study has highlighted some important differences between the
Boards of major manufacturing businesses in the public and private sectors
of the economy. The CPRS sees the key problem areas with respect to the
publicly owned sector as being (i) how to ensure that the Boards feel fully

accountable financially; (ii) how to improve business efficiency;
AL ar et T L L

; e Ay
(iii) how best to structure the political input; and (iv) how best to

R

allocate priorities between the industries. It seems to the CPRS that similar

2
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problems are faced by a Holding Company in regard to its subsidiaries in

the private sector, and in the particular case of the relationship between
a non=industrial holding company and its manufacturing subsidiaries these
problems have to be solved without interference in the detailed business
decision—-making. Although I am aware that the Department of Industry is
also addressing the problem of how to improve the performance of the
nationalised industries, and of course we would expect to keep closely

in touch, I believe there would be value in the CPRS carrying the study
further by approaching a small but representative sample of successful

UK groups who operate as holding companies with diversified interests.
This would reveal in some detail the private sector's approach to the
problems. I would also propose this aspect being complemented by a
simultaneous desk study of how some of our European partners structure
their relationships with their public sector companies. I would envisage
that the study, which would be kept relatively modest in scope, would be

completed before the Christmas Recess.

8. I am sending a copy of this covering minute and the report to the
Secretary of State for Industry, the Chancellor of the Exchequer, the

Secretaries of State for Wales and Scotland, and Sir Robert Armstrong.

-
J/(’f |
=
|

|
A

26 September 1980

Att
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BSC BOARD RESPONSIBILITIES

Introduction

1. The purpose of this study is to examine the responsibilities of
the BSC Board, to compare them with those of the Board of a large company
in the private sector, and to consider in this light whether any changes
in the formal responsibilities of the BSC Board members, or any

clarification of their duties is desirable.

2o Because of the difficulties which BSC has encountered this year,

and with the recent appointment of a new chairman who is making changes,

the situation is obviously highly sensitive. In view of this, the study
has been primarily based on examination of relevant documents; discussion
with BSC Board members has been limited to the civil servant members of the
Board. The study can be followed up by wider discussions if this is thought

necessarys

3. The CPRS was asked specifically to consider the question of regional
representation on the BSC Board and the present report includes the conclusions
on this, on some aspects of Board structure and on a number of other matters

that emerged in the course of the study.

General comments on the comparison between Nationalised Industries and the

Private Sector

4 Two fundamental points that must be borne in mind on considering the

parallel between the private sector and the nationalised industries are 3

(i) at the end of the day the financial discipline is different

because the ultimate threat of ligquidation is absent in the
S— P

nationalised industries. Although each industry works to

a financial target, the Government underwrites its financial
commitments. And whilst private sector companies can withdraw
from current lines of business if they cannot foresee
commercial returns in the long-term, this option 1s often less

easily available to nationalised industries.
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(ii) nationalised industries are so important a part of the
national economy (which was often a primary reason for
nationalisation in the first place) that the social and
economic consequences of their actions inevitably have

important political implications from time to time.

5 These distinctions must not be overstated. Private industry often
finds it hard to disengage from existing lines of business. At the end of
the day, however, it will do whatever is necessary, however reluctantly, to
avoid bankruptcy, whereas some nationalised industries would already be in

a receiver's hands if normal market rules applied.

The Statutory Duties of BSC Board Members

e A summary of the statutory duties of the BSC is at Annex A. The key

features are :

(i) the Secretary of State appoints the Chairman and all other members
of the Board, in the latter instance after consulting the Chairman,
and fixes the terms of each appointment including the remuneration
(the latter with the approval of the Minister for the Civil Service).
The Board consists of not less than seven nor more than twenty
members, excluding the Chairman. It should be noted that the
Secretary of State is not obliged by statute to consult Board

members on the appointment of a Chairman;

(ii) the Corporation has a general duty "to promote the efficient and
economical supply of iron and steel products and to secure that
they are available in such quantities and of such types, qualities
and sizes, and are avallable at such prices, as may seem to the
Corporation best calculated to satisfy the reasonable demands of
the persons who use these products for manufacturing purposes and
to further the public interest in all respects". It can adjust
the extent of its iron and steel activities as it sees fit, but
the capital expenditure and research and development programmes
and any substantial changes in organisation need the approval of

the Secretary of State;
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the Secretary of State has general powers of direction on
matters of national interest and general or specific powers
on organisational matters. Additionally there 1s obviously
scope for the Secretary of State to get policies adopted

through persuasion;

the Corporation has a duty to conduct its affairs with a
view to achieving financial targets set by the Secretary
of State. The Secretary of State provides, with the approval

of the Treasury, capital or loans to the industry;

the Secretary of State appoints the auditors, and a set of
accounts and a directors' report must be produced each year

and laid before Parliament.

Comparison with the Private Sector

Te The above duties are different from those of directors serving on
a Main Board in private industry. In the private sector, Boards are
effectively self—-appointing, the role of shareholders usually being to
confirm the Board's own candidates; the directors can appoint their

chairman, usually from amongst their midst, can collectively dismiss any

of their colleagues (including the Chairman) and fix their own remuneration;

the Board sets the commercial objectives for the enterprise, and has the

power of decision over all major strategy including investment, organisation,
and research and development, although it needs to seek the approval of the
General Meeting of shareholder s for an increase in the authorised capital,
for a major issue of capital and for entering into a transaction which makes

a substantial chang e in the business of the company. In the private sector
the directors act in what they conceive to be the interests of the enterprise;
there has been debate on whether this is the same as the short—-term interests
of the shareholders. In practice the directors of the large companies have
taken decisions on the basis of what will ensure the prosperity of the ongoing
enterprise, taking account of the interests of both shareholders and employees,
but without letting the short—term interests of any group distort the long-
term decisions essential to the success of the enterprise. In contrast

the obligation on the BSC "to further the public interest in all respects”

is a vague and unrealistic concept for a business to pursue. DMost observers
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would argue that it is for Governments to assess the public interest, and
for nationalised industries to run their businesses efficiently and to accept
(after challenging where appropriate) such directions on public interest

aspects as they may from time to time receive from Governments.

B Thus there are very substantial differences between the duties of the
Main Board in private industry and the Board of the BSC. However, these
differences are much less marked if one takes as one's yardstick of comparison
not a Main Board in the private sector but a wholly owned subsidiary Board
reporting through to a Holding Company, including, for example, a multinational's
wholly owned subsidiary overseas. The subsidiary Board is appointed and has

its remuneration fixed by its parent; the business objectives of the subsidiary
are subordinate to overall Group strategy; its financial objectives, capital
programme and any ma jor organisation changes need approval by the Main Board;
whilst a subsidiary may be wound up in an orderly way by the Main Board, the
possibility of literal bankruptcy with serious loss to creditors is usually
remote because this would reflect so adversely on the holding company itself;
the Main Board monitors the performance of its subsidiary; the holding company

is frequently the banker to the subsidiary. Thus on paper there is a close

parallel between Main Board and wholly owned subsidiary in the private sector

and Secretary of State and Nationalised Industry Board in the public sector.

9. There are of course some obvious differences as well. First, physical
size is one; many nationalised industries are far larger than most (though
not all) wholly owned subsidiaries. Second, rightly or not, the directors of
these nationalised industries are widely regarded as having the authority and
independence of Main Boards, for example in their appearances before Select
Committees. Third, Main Boards are often in the same line of business as
their subsidiaries, and in consequence have a degree of expertise and competence
which sponsor departments cannot expect to match. Fourth, and for the same
reason, Main Boards and their subsidiaries often have common objectives and
shared experience which is lacking between departments and nationalised
industries. These last two distinctions may, however, be less relevant if
one considers the relationship between a non-industrial holding company and

its manufacturing subsidiaries.

10. Overall, in seeking to compare the position of the BSC Board with that

of a Board in the private sector, the facts of the situation indicate that the

4
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. right model is that they are nearer to the position of a subsidiary rather
than a Main Board. Their "holding company" may do its utmost to allow them
maximum freedom (as do some private companies, particularly for overseas
subsidiaries) but in the final analysis they are not truly free agents.

It is of course part of the Government's policy to avold unnecessary intervention
in order to encourage the boards of nationalised industries to increase their
dynamism, efficiency and sense of responsibility. It may be possible to

move towards giving them a greater say in the choice of their own members,

in electing their own chairman and in fixing their own remuneration, but it 1s

as difficult to envisage leaving them completely unfettered on these matters
without the ultimate approval residing with the Secretary of State, as it is

to see their having complete freedom on investment and borrowing. In practice
legislation as well as economic realities impose some obvious limits, although

these may vary for different industries.

How BSC Board is Organised to Meet its Responsibilities

11. The statutes say nothing about the composition of the BSC board other
than defining the upper and lower bounds of its numerical strength. The
make-up of the BSC Board at 1.7.80 is shown at Annex B when there was a total
of 18 members. It consisted of a Chairman, Deputy Chairman, three full-time
members, five part-time independents, six part—time trade unionists and two
part—=time civil servants; that is to say five full-time members and thirteen

part-time members.

12, Such a preponderance of non—executive directors on a Board is extremely

unusual, if not unique, for manufacturing companies in the UK (though this is
more common in the USA and on the continent). The boards of the largest 100 UK
companies typically have around thirteen members including four non—executive
members. However, boards with the highest proportion of non—-executive members
are heavily concentrated in the banking and insurance rather than manufacturing
sector. Nonetheless it should be added that it is a stated Government objective
to increase the number of non-executive directors on boards, though this must be
principally aimed at the 25% or so of the largest UK companies which still have

no non—executive directors on the board.

13, In the private sector, in an industry as technologically and commercially

complex as steel making, the board would typically comprise a majority of

5
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full-time executive members closely familiar with the industry and its
competitive position, such that the practical implications of any policy
decision could be argued through in some depth. The purpose of non-executive
directors is to provide a wider view which can correct possible "tunnel vision"
by the executive; +to provide specialised knowledge (for example on finance or
overseas markets) and to provide the Chairman with a source of relatively
impartial advice. The normal pattern is that the executive directors are
expected to evolve objectives and strategies from their intimate knowledge

of the industry, using the non—executive directors to probe and examine the
resulting proposals. The composition of the BSC board seems to imply that

in any discussion of strategy only a minority can base their arguments on

a thorough knowledge of the industry. Indeed the small number of executive
members 1is likely to mean that important areas may not be adequately covered
at all; there has for instance apparently been no personnel director on the
Board. This raises the serious possibility that because of this lack of
in—-depth knowledge some strateglic questions simply were not examined at all

by the Board. It appears to the CPRS that the BSC Board as constituted has
not been suitably weighted between executive and non—executive members for

effective direction of such a complex manufacturing business.

14. Another consequence of the small number of full-time executive members
on the BSC board is that 1t allows only limited scope for succession planning
of internal candidates for Chalirman or Chief Executive. The ideal Chairman or
Chief Executive would (a) have wide experience of the industry and its
competitive environment and (b) stay in his appointment long enough to see the
consequences of his decisions coming through. It can be argued that in the
steel industry it would be desirable for him normally to be in office for a
period of five to ten years, spanning the time between a view being formed on
the long~term market and environment, objectives and supporting policies belng
agreed, the necessary rationalisations and investment being implemented and the

quality of all those decisions being tested by results.

157 This points to the ideal candidate for either post as being someone who
has grown up within the industry, who has had Board experience and who can be
appointed at sufficiently early age. Outside candidates who have thoroughly
proved thelr competence elsewhere tend in general to be older. A larger number

of executive directors on the BSC board would widen the number of internal
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candidates who could be tested at Board level and would also boost the morale
of management since a position on the Board provides an obvious and desirable
pinnacle of career achievement. The availability of a reasonable number of
executive directorships will mean that more people of ability will be
attracted to and stay within the industry. The recent history of the Steel
Corporation demonstrates the absence of internal succession. Of the chalrmen
appointed from outside only the most recent (Mr MacGregor) has brought with

him a deep familiarity of the industry.

16 In saying this, however, it is appreciated that the roles of Chairman

and Chief Executive are sufficiently distinct to require differing personal
skillse. For instance, the Chief Executive requires a much more detalled
knowledge of the enterprise than the Chairman; the Chairmanship on the other
hand demands greater qualities of leadership and the ability to represent
effectively +the enterprise to the Government, Parliament and the general public.
For this reason, outside candidates may be appointed to the Chairmanship from
time to time if suitable internal candidates are found to be lacking in the wider

range of skills required.

Size of Board

e The present BSC Board consists of 18 members, just less than the statutory
maximum. Although there is no unanimity in private industry on board size, a
recent survey carried out by the Institute of Directors revealed that directors
considered that if boards were much larger than twelve members then the
opportunities for constructive discussions were fewer and the real decislon-making
devolved to the executive management. Using this as a yardstick, there are
arguments for a smaller more cohesive BSC board. It is always open to the Board
to devolve much of its work to a small strategic committee, and we understand the
BSC is in the process of so doing (as well as forming an operating committee
consisting of the managers of the major business divisions). But this does
nothing to resolve the fundamental shortcomings already referred to and which
derive from having very few executive directors. Very extensive delegation to
committees could of course reach the point where it becomes questionable whether
the full BSC Board is left with a full and useful role since, as already
explained, ultimate decisions on some major issues unavoidably remain with the

Secretary of State.
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Terms of Appointment

18 A key factor in the operation of any board is that since it has
collective responsibility for the highest level of decision-making in the
enterprise, to be successful it needs to operate as a close-knit unit based

on commonalty of purpose and mutual trust. A feature of main Boards in

the private sector is that, on the rare occasions when it is necessary, a
director who has lost:the confidence of his colleagues can be voted off the
Board; though the repercussions are obviously greater if this is a non-
executive director and this in practice may act as a constraint. However,

the position of directors on the BSC Board is entirely different. By statute
the Secretary of State is responsible for all BSC board appointments and these
are for fixed periods of three years (see Annex C); a member can be dismissed
from his post only i1if "unfit to continue in office or is incapable of
discharging his functions". This effectively means that a member cannot be
removed unless he wishes to resign or the compensation is made too attractive
for him to refuse; if his colleagues believe such action is necessary they can
only act through the Secretary of State. Likewise the Chairman can be removed
from office only by the Secretary of State. In considering security of tenure
there 1s obviously a balance to be struck in order to ensure that Board members
cannot be removed from office by a Secretary of State for purely political

reasoIsS.

19, The final year of Sir Charles Villier's chairmanship at BSC was
characterised by an apparent lack of board harmony, and highlighted the
inability of the Board to resolve this problem for itself and the Secretary
of State's inability to dismiss any members of the board without great
difficulty. The Department of Industry has responded to this situation by
putting clauses in the new contracts for Mr MacGregor and Mr Frost (who was
recently appointed on the retirement of Sir Melvyn Rosser) which enable the
Secretary of State to dismiss them for any reason whatsoever on not less than
six months notice. It may well be that in practice the Secretary of State
should normally only use this power if a majority of the Board support the
action. It could also become recognised that the Board would be expected
to make a recommendation to the Secretary of State on the dismissal of one
of its members if he were not adequately fulfilling his duties. Both these
suggestions should have the effect of making the Board more responsible for

its own effective working.
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Role of Non-Executive Independent Directors on BSC Board

20. One of the questions that prompted this study was whether the
independent non—executive members, in particular, were acting with
sufficient vigour in monitoring the performance of BSC and whether in the
private sector they would have acted differently. Certainly, on the face
of it, if the BSC board is compared to a Main Board in the private sector
then a shareholder would have had legitimate grounds in the light of events
for questioning whether they had fulfilled these responsibilities.

However, if the correct comparison 1s with a non—executive director on

a subsidiary Board the situation is not so clear—cut. Because the real
power lies with the main board, non-executive directors of a subsidiary
might well feel that at a time of crisis their responsibility would be to
alert the main board direct rather than by registering formal dissent or
resigning from the subsidiary. If this is the appropriate analogy,
non—executive directors on the BSC board could see their role as being
fulfilled once they had ensured, by formal or informal contact, that the
Secretary of State was aware of the situation. (This is particularly so
when two of their number are civil servants). Because of the sensitivity
of the present situation as referred to earlier, the current study has not
established with all the non—executive directors how they perceived their
role in this respect during the crisis at the turn of last year. It should
be added, however, that it appears that independent directors were diligent
in fulfilling their role through the normal board mechanisms in that it was
they who challenged the realism of BSC's breakeven target for 1980/81 and had

it referred to the Corporation's auditors for a second opinion.

2408 In this, however, it is important not to lose sight of the fact that
whilst non—executive directors are able to be knowledgeable critics of what
executive directors are doing or planning to do, they cannot be the sole
monitoring device. At the end of the day it is the executive and non—executive
directors who jointly take the major decisions, SO executive directors also

have a responsibility.

22 It seems to the CPRS that there is scope for a fuller study of this

_ ‘non-executive
particular area that would lead to the Secretary of State prov1d1ng/d1rectors
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with clarification of how they are expected to discharge their responsibilities
as independent monitors of performance appointed by him and in particular how
they are expected to act when a difficult situation arises. In this it will

be necessary to achieve a balance between on the one hand maintaining mutual
trust between executive and non—executive directors and on the other ensuring
the Secretary of State receives early and adequate warning of any problems,
seemingly not resolvable through the normal Board mechamism. A general letter
of appointment applicable to all nationalised industry non—executive directors
could perhaps lessen the suspicion that non—executive directors are intended

to snoop.

Trade Union Membership of BSC Board

23 The present study has not included specific consideration of the role
and contribution of Trade Union members of the BSC Board. It is however
certain that their number (six) is a major contribution to the problems of
overall size of the Board and the high proportion of non—executive directors.
It will be important to decide by the time that the term of office of the
present Trade Union members expires whether the policy of having them on the

board should continue.

Civil Servant Members

24 The arguments in favour of civil servant membership of certain

nationalised industry boards were set out in the White Paper of 1978 (Cmnd 7131;

see Annex D for relevant paragraphs). In essence, while recognising the

pitfalls of dual allegiance, the previous Govermment saw merit in arrangements
that encouraged a two-way exchange of Government and nationalised industry board
thinking at an early stage in policy formulation. It was thought useful for
civil servants to experience the industries' problems at first hand, and likewise
to be able to explain the Government's position to the boards. On the other
hand the primary responsibility of boards is to take decisions, and their
collective responsibility for such decisions could put civil servant members

in an awkward situation. The relatively rapid job turnover within the civil
service also runs counter to the interests of the board acting as a cohesive

unit since that in turn is based on the development of mutual confidence over

time.

10
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25 However, if the analogy is accepted that the BSC Board is in a
position comparable to that of a subsidiary in the private sector, then
the civil servant members may be regarded as being the representatives

of the holding company on the Board. In these circumstances they would be
expected to give a very clear indication, as issues arose, of what was
required by the holding company; this is common practice in the private
sector. It is understood that the two civil servant positions on the BSC
board have been endorsed under the Chairmanship of Mr MacGregor and this

would be consistent with the holding company/wholly—owned subsidiary model.

Regional Representation

26, Much of the above reasoning points to a smaller, more cohesive BSC
board with a higher proportion of executive members. Few boards in either
the public or private sector would take decisions on commercial criteria
alone, without assessment of the wider implications, and a balance has to

be struck between the Board's primary objective of running its business
efficiently and profitably, and its need to take full account of the concerns
of the communities where its main activities are carried out. The CPRS
believes that a more closely knit Board is an overriding objective, and that
the presence on it of identifiable representatives who regarded the advocacy
of regional views as their main responsibility would not be conducive to
achieving this. Clearly a non—executive board with regional knowledge would
be a useful asset if he were well qualified on broader grounds to be offered

a place on a smaller Board.

27T Overall, without going into the subject in great depth, the CPRS
believes that regional representation on the Board for its own sake is not
desirable, although it recognises the strength of regional feelings and the
need to show proper concern for these. For example, some form of regional
advisory committee might be appropriate. So far as the Board itself 1is
concerned the CPRS suggests that regional representation should occur only
if basic organisation, desirable on broad business grounds, results in this,
or if a non—executive director who is otherwise qualified to earn his place

on the board happens to have recognised regional links.

BSC "Organisation Guide"

28. BSC set out in their Organisation Guide of 1977 the direct responsibilities

of the Board and the Chairman as they saw them. These are reproduced at Annex E,
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updated as necessary. In summary the Guide outlines a model consistent with
the Board setting the policies and then vesting all authority to execute

them in the Chairman, who subsequently delegates it to the Chief Executive
and other Deputy Chairman,as appropriate, while retaining direct
responsibilities for certain matters himself. Whilst appreciating that the
Organisation Guide will be revised to be consistent with any new organisation
proposed by the new Chairman the CPRS would make the following comments on
the responsibilities as set out in the existing guide and suggest that they

be borne in mind:

(1) +the policy making role of the Board does not refer to a
specific responsibility for reaching a judgement on the
long—term market environment that the business might face -

this seems a serious omission;

(ii) nor seemingly is the Board given any explicit responsibility
to monitor the performance of the business, which must

constitute one of the primary tasks of any board;
(1ii) there is no mention of profitability;

(iv) there also seems to be some inconsistency between the policy
making responsibility of the Board and the responsibility for
certain matters retained by the Chairman. For instance the
Chairman is concerned directly with "the identification of
future opportunities and dangers facing the business"; surely

a primary role for the Board;

(v) it is also unusual in the UK (but not in the USA), in such a
large and complex operation as BSC obviously is, for the
execution of Board policies to be vested solely in a Chief
Executive; in the UK an executive committee would be the norm
for the largest companies. (The new Chairman is in fact forming

an operational committee).

Conclusions

29. (1) That the position of the BSC Board is more analogous to that
of a very large wholly—owned subsidiary company in the private

sector rather than to a main board. Although steps can be
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taken to minimise intervention by the Secretary of State
(who is in effect the "holding company") there are a
number of important aspects on which it is not practical
to regard the BSC Board as free agents, and it is not
realistic to envisage their being put fully in the same

position as a main board.

(ii) That some clarification is needed of precisely how
non—-executive directors are expected to fulfil their
responsibilities as independent, but informed, monitors
of performance. It is desirable that after fuller study
of the problem the Secretary of State should provide this

clarificatione.

(iii) That the ratio of executive to non—executive directors,
which is currently five to thirteen, is too low for
effective direction of such a complex manufacturing
business. Furthermore, the small number of executive
directors probably provides insufficient opportunity at
Board level to encourage enough good people to enter and
remain within the industry, and because so few internal
candidates can be tested at Board level it increases the
difficulty of satisfactorily filling the posts of Chalrman

and Chief Executive from within.

(iv) That a Board smaller in total numbers than the present 18
(and with a higher proportion of executive directors) would

probably be more appropriate.

(v) That there needs to be adequate provision so that if an
individual director prevents the Board from working as an
effective team, or is seen by his colleagues not to be
making an effective contribution, then he can be removed

from office.

(vi) That the six Trade Union members of the Board constitute
a major contribution to the problems of the overall size
of the Board and the high proportion of non-executive

directors. It will be important to decide by the time that

13
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(vii)

(viii)

CONFIDENTIAL

the term of office of the present Trade Union Board
members expires whether the policy of having them on

the Board should continue.

That regional representation on the Board for its own
sake 1s not appropriate. If, however, a non-executive
director well qualified for a seat on the Board on broad
business grounds has regional links, then this would
obviously be helpful when dealing with regional issues.
Alternatively, some form of regional advisory committee

might be appropriate.

In the revision of the BSC "Organisational Guide" the
CPRS would suggest the comments in paragraph 28 be borne

in minde.
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.‘ ' ANNEX A

. THE STATUTORY DUTIES OF BSC BOARD MEMBERS

l. BOARD COMPOSITION AND PROCEDURES

lel. Composition and Terms of Office

(i) The Corporation consists of a chairman and not less than
seven nor more than twenty other members all appointed by

the Secretary of State;

(ii) In appointing a member. of the Corporation, other than the
Chairman, the Secretary of State must consult with the

Chairman;

(iii) The Secretary of State may appoint one or more members of

the Corporation to be Deputy Chairman (Chairmen);

(iv) Every member of the Corporation holds his office in accordance
with the terms of his appointment and, on ceasing to be a

member, is eligible for re-—appointment;
(v) Any member may resign at any time;

(vi) Members must not have any financial or other interests likely
to prejudice the performance of their duties. If a member does
have a direct or indirect interest in any contract made or
proposed by the Cérporation, he must declare his interest and

withdraw from any relevant decision making.

1.2. Meeting and Procedures

The Corporation may act despite a vacancy amongst its members. A quorum

comprises




. (i) not less than five if the number of members exceeds ten;

(ii) not less than three if the number does not exceed ten.

Subject to the foregoing the Corporation may regulate its own procedure.

l.3. Remuneration and Compensation

The Secretary of State determines, with the approval of the Minister for

the Civil Service, the remuneration, allowances and pensions of members.

In special circumstances the Secretary of State, with the approval of the
Minister for the Civil Service, can require the Corporation to pay

compensation to a2 member on premature loss of office.

2e THE GENERAL DUTIES OF THE CORPORATION

(i) "to promote the efficient and economical supply of iron
and steel products and to secure that they are available
in such quantities and of such types, qualities and sizes,
and are avallable at such prices, as may seem to the
Corporation best calculated to satisfy the reasonable
demands of the persons who use these products for
manufacturing purposes and to further the public interest

in all respects";

(ii) not to discriminate between customers subject to ordinary

commercial considerations;

(iii) +to take what steps seem necessary and practicable to

promote exports of iron, steel and other producis;

(iv) to promote research and development within a programme

agreed periodically with the Secretary of State’




(v) "nothing in (i) to (iv) above shall be construed as
imposing upon the Corporation, either directly or
indirectly, any form of duty or liability enforceable

in any court;

(vi) the Corporation can adjust the extent of its iron and

steel activities and dispose of assets as it thinks fit.

3e THE POWERS OF THE CORPORATION

The Corporation is empowered to carry on iron and steel activities and ﬁo
sell iron and steel products; +the carryiag on of any other activities
requires the consent of the Secretary of State. Similarly the Corporation
is empowered to hold interests in the companies which were vested to it

under the Iron and Steel Act 1967, but the holding or acquiring of interesis
in, or the forming of, other companies requires the approval of the Secretary

of State.

de GENERAL POWERS OF THE SECRETARY OF STATE

(i) "The Secretary of State may, after consultation with the
Corporation, give to the Corporation direction of a general
character as to the exercise and performance by the
Corporation of their function in relation to matters which
appear to him to affect the national interest; and the

Corporation shall give effect to any directions so given'";

(ii) however, the Secretary of State may also give general or

specific directions to secure that activities are organised

efficiently by the Corporation




(iii) +the Corporation cannot make any substantial change in
its organisation without the approval of the Secretary

of State;

(iv) any substantial outlays of capital expenditure are to be
consistent with a general programme agreed with the

Secretary of State;

(v) the Secretary of State may direct the Corporation, after
consultation, to discontinue or restrict any of iis

activities, other than iron and steel activities.

Se DUTY TO REVIEW AFFAIRS AND REPORT TO THE SECRETARY OF STATE

(i) The Corporation, as often as it seems necessary or as
directed by the Secretary of State, should review its
affairs to ensure efficiency and should report to the
Secretary of State and he in turn must lay a copy of

any such report before Parliament;

(ii) before reaching any conclusion in such a reivew, the
Corporation must consult with the trade unions (or other
"organisations representing substantial proportions of

persons employed");

(iii) the Corporation must supply the Secretary of State with
such returns, accounts or other information with respect

to its property .and activities that he may require;

(iv) as soon as possible after the end of each financial year
the Corporation must make a report to the Secretary of State

"on the exercise and performance of its functions during that

year and its policy and programme’ (including an account of

subsidiaries);




(v) the report must be laid before Parliament and set out
any directions given by the Secretafy of State unless

against the nation's or Corporation's interest to do so.

(vi) The Secretary of State may give the Corporation directions
to compile and to publish specified statistics and returns
relating to the activities of the Corporation or altermatively
specified forecasts with respect to the output of the

Corporation;

6o COMPULSORY PURCHASE

The Secretary of State may authorise the Corporation to purchase compulsorily

any land required for the exercise and_performapce'of its functions.

To GENERAL FINANCIAL DUTIES OF THE CORPORATION

(i) Subject to below it is the Corporation's duty to ensure that
its combined revenues are not less than sufficient to meet
its combined costs (including depreciation), taking one year

with another;

(ii) If the Corporation makes a profit it can be applied as the
Corporation may determine subject to any overriding direction

from the Secretary of State;

(iii) the Secretary of State, with the approval of the Treasury and
after consultation with the Corporation, may determine the

rate of return on net assets which he considers it reasonable

for the Corporation to achieve in any period;




8.

(iv)

(v)

During any period in which a determination has been made,
the Corporation shall conduct its affairs with a view to
achieving a rate of return not less than that specified

and paragraph (i) above is suspended;

Alternatively, the Secretary of State may substitute any

other financial duty in place of a return on assets.

FINANCING OF THE CORPORATICN

(1)

(i1)

(iii)

(iv)

(v)

(vi)

The Corporation must establish and maintain a general

reserve;

The Corporation may borrow temporarily either from the
Secretary of State or, with the consent of the Secretary of
State and the approval of the Treasury, from any other
person such sums as are necessary to meet its obligations

or to perform its functions under this Actj

The Secretary of State, with the approval of the Treasury,
fixes the terms and interest rates associated with any loans

he might make available to the Corporation;

The Secretary of State, with the consent of the Treasury, has
powers to release the Corporation from its liability to Tepay
the whole or part of any sum borrowed before 1 March 1972

subject to a 1limit of £150m;

The Secretary of State may, with the approval of the Treasury,

pay the Corporation such sums as he sees fitj

In each financial year the Secretary of State, after consulting

the Corporation and with the approval of the Treasury, may

direct capitalisation of some or-all of the aggregate reserves;

/
®)




The Corporation is under an obligation to pay a dividend
on such sums as (v) or (vi) above or satisfy the Sécretary

of State that no dividend ought to be paid.

The Treasury may guarantee the repayment of the principal

and payment of interest on any sums which the Corporation

borrow;

The aggregate of investment in and borrowing of the

Corporation must not exceed &£5.50on.

9. ACCOUNTS AND AUDIT

(i) The Corporation must keep proper accounts and prepared in
such a form that the Secretary of State may, with the approval
of the Treasury, direct a consclidated statement of the
accounts of the Corporation in respect of each financial

year including profit and loss;
The Secretary of State appoints the auditors;

After the accounts of the Corporation have been audited the
Secretary of State must lay a copy before Parliament together
with any report by the auditors and a report by the directors

under Section 157 of the Companies Act 1948.
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MEMBLIRCHIP AS AT 1 :’uL\f‘l‘;SO

ANNEX B

SALARY AS
DATE OF DATE OF FIRST | EXPIRY OF PRESENT & e
BIRTH 1H:Ggo e ROt T OTHER APPOINTMENTS OR RESPQUSIBILITIES
Chairman £
MR.I K MacGlecor|%l-9- 12 | 48,500 1.7 %0 30-6.£3
Deputy Chairman
(Full-Time )
Mr R Scholey 8.10.21 | 37,000 10.9.76 9.9.81 Chief Executive
Hembers (Full-Time)
Mr DG S Waterstone 9.6.35 21,500 1.6.76 31.5.84 Chairman or-hedpath Dorman Long and BSC
(Chemicals) Ltd
Mr F Holloway 20.10.24 | 28,500 2.8.78 1.8.83 Managing Director Finance and Supplies
Mr G H Sambrook 9.1.20 28,500 2.8.78 1.8.83 Managing Director Commercial
i Members (Part-Time)
|
!
| =
. Independents
i Sir Melvyn Rosser 11.11.26 6,600 3.8.72 2.8.80 Partner in Messrs Deloitte Haskins and Sells,
Chartered Accountants. Carries out -special
duties for BSC - serves on a Board Ccmmittee,
on a subsidiary company bdoard and as
Chairman of BSC's Cardiff New Jobs Teaax.
lord Gregson 29.1.24 3,940 15.3.76 14.3.82 Executive Director of Fairey Holdings Limited
and Deputy Chairman of Fairey Engineecring
Limited.
Sir John Buckley 9.1.13 3,940 2.8.78 1.8.81 Chairman of Davy International; Chairman of
Alfred Herbert Ltd.
Mr R Halstead 17.5.27 3,940 1.3.79 28.2.82 A Managing Director of the Beecham Group Ltd
' and Chairman of Beecham Products.
Mr R A Morton 11.1.38 3,940 1.3.79 28.2.82 UndTlrecmbdy i emdToms cluelor L FuE
J : =5
Trade Unionists
Mr C W Abrahanms 7.8.23 3,940 2.8.78 1.8.81 National Craftsmen's Co-ordinating Committee
Mr N J R Lee 3.1.44 3,940 2.8.78 1.8.81 General and Municipal Workers Uaion
"Mr J D Lloyd 6.3.30 3,940 2.8.78 1.8.81 Transport and General Workers Union
Mr J D Mclaren 9+11.33 3,940 2.8.78 1.8.81 Iron and Steel Trades Confederation
Mr A White 29.11.20 3,940 2.8.78 1.8.81 Iron and Steel Trades Confederation
Mr J Tweddle 25.12.25 3,940 2.8.78 1.8.81 National Union of Blastfurnacemen
Civil Servants
Mr S J Gross 3.9.20 Unpaid 2.8.78 Indefinite Under Secretary Department of Industry
Mr N J Monck 9.3.35 Unpaid 2.8.78 Indefinite Under Secretary Treasury
- & — - C: D e s S T
VAN D Eee~1 Coe Sl et pie STl e s S s Cree ol A=y Cae HES e LI.‘
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ANNEX B

British Steel Corporation
(cont'd)

Duties and Responsibilities of Board Members

The chairman and other members of the Corporation are appointed by the
Secretary of State for Industry under the provisions of the Iron and Steel
Act 1975.

2e The Act does not specify whether members should be full or part-time

and this is left to the Secretary of State's discretion. The Board of the
Corporation currently consists of a full—-time Chairman, one full-time Deputy
Chairman, three full-time executive members and thirteen part—-time non-—-executive
members. A list is attached.

3 The statutory duties and responsibilities of the Corporation are laid
down 1n the Iron and Steel Act 1975 and it falls to the members both executive
and non—executive, to carry them out. In addition to these statutory duties
and responsibilities, members have other duties assigned to them. Details are
as follows:—

Name Position on Board Other Dutiles

Mr R Scholey Executive Deputy Chief Executive of the
Chairman Corporation

Mr F Holloway Executive full-time Managing Director
member Finance and Supplies

Mr G H Sambrook Executive full-time Managing Director
member Commercial

Mr D G S Waterstone bxecutive full-time Chairman of BSC
member (Chericals) Ltd and of

Redpath Dorman Long Ltd

The executive members also serve on a number of committees under the Chairman or
Chief Executive. '

4e The non—executive members also undertake additional duties. Examples are:-—

Sir Melvyn Rosser has a responsibility to take a special interest in the
Corporation affairs relating to Wales. He is also a member of the Board of BSC
(Industry) Ltd and chairs the Corporation's Audit Committee.

The membership of the Audit Committee comprises five of the non—executive members -
Sir John Buckley, Lord Gregson, Mr R Halstead Mr N Monck and Mr A White.

Five non-executive members also serve on the Corporation's Finance Committee

(Sir John Buckley, Mr S Gross, Mr J McLaren, Mr R A Morton and Sir Melvyn Rosser)
which has been chaired by Sir Charles Villiers and on which Mr Holloway and

Mr Sambrook also serve.




STANDARD OFFER OF APPOINTMENT TO NON-EXECUTIVE DIRECTOR

I am writing to offer you an appointment as a part-time member of the
Board of the British Steel Corporation.

The appointment would be for three years and normally take up two or
three days a month. The present salary is £1,100 a year. Following

the Tenth Report of the Review Body on Top Salaries the Government has
agreed that this should rise to £3,590 a year (the full amount under the
Review Body's recommencations) from L Aprii 19ouU. From L April 1YY
the salary will be at a lLevel approximately halfway between £1,100

ana £3’5900

Travelling, subsistence and reasonable hospitality expenses incurred
directly on the business of the Corporation would be reimbursed by the

Corporation. No pension or gratuity would be payable when the appointment
expired.

I attach a note prepared for the guidance of members of Public Boards about
political activities and an extract from Schedule 1 of the Iron and Steel
Act 1975 relating to the provisions governing membership of the Corporation.
For the purposes of paragraph 3(1) I should require you to let me have a
list of your present financial and other interests before appointing you to
the Corporation. The kind of financial and other interests on which
information is required is set out in the attached annex.

Appointments to the British Steel Corporation are subject to the normal
rules governing vacation of office = I can declare an office vacant if the
member is unfit to continue in office or is incapable of discharging his
functions.

I regard the non-executive directors as playing an essential and distinct
part in the effective management of the Corporation. You would of course
share with your colleagues on the Board responsibility for carrying out the .
duties laid upon you by statute as a member of the Corporation. I should
expect you to participate actively in the Board's work, to consider as
needed the Corporation's objectives in the wider context, and to contribute
to their achievement. But I should also expect you, as one not directly
involved in the Corporation's day-to—-day affairs, to bring your experience
and knowledge to bear independently on its conduct of business, and would

look to you to pay particular attention to its performance in relation to
its objective.,

I vefy much hope that you will be able to accept this appointment on these
termse.




THE COMPOSITION OF NATIONALISED INDUSTRY BOARDS RN D

The following sets out the relevant paragraphs (26 and 27) on the
composition of Nationalised Industry Boards as published in The Nationalised
Industries White Paper of March 1978 (Cmnd 7131) :

The composition of each board will be settled on an industry by industry
basis by the Ministers concerned after discussion with the Chairmen.

The Government's plans for the appointment of employee representatives are
explained in paragraph 28 on industrial democracy; and, as pointed out in
paragraph 30, consumer members will be appointed to some boards. The
Government will continue to appoint part—time non-executive members who are
not representative of interest groups but who have the experience to make an
important contribution to the running of the industries.

The Government has also decided that in some industries a civil servant from
the sponsoring department, and in a few cases from the Treasury too, will

be appointed to boards after consultation with the Chairmen concerned.

The purpose is to give the department a clearer understanding of the industry,
and a better insight into its problems, but the Government also recognises
that in the different circumstances of the various industries appointment of
civil servants to the boards will not necessarily be the best way of securing
this result in every industry. It will, however, be worthwhile where it means
that the Government can be aware at an earlier stage than now of the thinking
of the boards and, for their part, the boards can have a clearer view, at a
formative stage of their planning, of the wider objectives and implications

of Government policy. There is a potential difficulty arising from the dual
allegiance which a civil servant would have to his Minister on the one hand
and as a board member sharing the corporate responsibility of the board on

the other hand. So long as this duality does not in practice produce
irreconcilable conflict, it presents no obstacle to adopting the arrangement.
There are already civil servants on the boards of the British National Oil
Corporation and of the Atomic Energy Authority. This has worked well and their
presence has proved useful both for the Govermment and for the two Corporations.
The practical course is to experiment with the arrangement in other cases also
where it is expected to be helpful.
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Thank you for your letter of 25 September suggesting amendments
to the wording of the draft press statement on BSC Finances.

... I attach a copy of the final version of the statement. From it
you will see that we have taken on board your suggestion on the
contingency reserve and the reference to the Contingency Fund.
But we considered that your other two amendments could cause
misunderstanding, since they- implied drastic action to cut back
BSC quickly to include only those of its activities which are
currently profitable, 1.e. the Lower Case option which E
Committee rejected last week. The final version does, however,
incorporate additions which convey the need for effective action
to restore the BSC's financial position. These amendments were
agreed between officilals here and in the Treasury.

I am sending copies of this letter and of the press statement

to Tim Lankester, to the Private Secretaries to the members of
E Committee and the Secretaries of State for Scotland and Wales.
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PETER STREDDER
Private Secretary
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oir Keith Joseph, the Secretary of State for Industry, announced
today that the Government has decided to increase the External
Finance Limit for the British Steel Corporation, for the year
1980/81, to £971 million. This increase represents an extension

of &400 million above the limit of £450 million set in November

last year, together with the further £121 million carried over

</ /

from 1979/80 to taks account of payments which could not be made

1

because ol the steel strike.

A Winter Supplementary Estimate will be submitted to cover the

additional finance required by BSC, and in the meantime

Q)
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additional funds required will be provided by a repayable

from the Contingencies Fund. This extra money for BSC is beir

o

found from

the unallocated contingency reserve. within
o 9

the planned level of public expenditure.

This increase in BSC's EFL was foreshadowed in a statement made
by the Secretary of State for Industry in the House of Commons
on 26 June, a copy of which is attached. The Government did not

take any decisions at that time, however, as iﬁaished first to

have a report from the new Chairman, Mr MacGregor.




There has been a sharp decline in UK demand for steel in recent
months, so that despite The closures which have taken place
during 1980, BSC's steelmaking capacity 1s severely underloaded.
It will clearly be neccessary for BSC to take effective and
determined action to improve its financial position, and Hr
MacGregor will present a corporate plan to the Government in
December. This will take account of the wviews of those

running the separate bnqin 5s groups within the Corporation,
following the re—organisation. which was announced last week.
Meanwhile BSC has continued to make lossesy and the interim
financial measures announced today are necessary to enable

B5C to continue to meet its debts until firm decisions about

BSC's future can be taken. The Government remains determined that

there should be a significant improvement in the BSC's financial

position as quickly as possible.

When the BSC Corporate plan has been considered by the Government

the EFL for 1981/82, and a final revised EFL for 1980/81, will

~

be decided and announced. This is expected to take place before

the end of January 19871
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Treasury Chambers, Parliament Street, SWIP 3AG

Tan Ellison Esq ‘

Private Secretary to the

Rt Hon Sir Keith Joseph MP

Secretary of State 11-
Depaitiment of Industry

Ashdewn House ¢

123 Victoria Street ,
London SW1 25 September 1980

Do Fon

BSC FINANCES

The Chief Secretary has seen the draft statement attached to
your letter of 23 September.

He thinks it important that the text of the announcement includes
something along the lines:

"The additional funds are being found from the unallocated
contingency reserve within the planned levels of public
expenditure."

The aim 1s to get across the message that this does not add to
public expenditure totals.

The Chief Secretary would also prefer the following drafting
changes:

(i) the second paragraph of the statement to read:
"A Winter Supplementary Estimate will be submitted to
cover the additional finance required by BSC, and in
the meantime any additional funds required will be
provided by a repayable advance from the Contingencies
Fund."

(ii) for "it will be necessary for BSC to take further action"
substitute "It will be necessary for BSC to take
far-reaching action'.

(iii) at the end of para 4 add the sentence:
"The Government is determined that this position should
be rectified in the shortest possible time."

I am copying this letter to Tim Lankester (No.1l0) and the Private
Secretaries of other members of E Committee.

Fr s

R J T WATTS
CONFIDENTT AL Private Secretary
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10 DOWNING STREET

From the Private Secretary 25 September 1980

Do Ul»\

\

The Prime Minister has now seen the text of the draft
press statement on BSC finances which was enclosed with
your letter of 23 September.

She would like to see two deletions. 1In paragraph 1,
line 4, she would like the second sentence to start "This
increase represents an extension of £400 million R e

In paragraph 4, she would like the second sentence to
conclude after the word "December'", deleting the remaining
eight words of the draft.

Subject to these amendments, the Prime Minister is
content.

I[.KE.€C. Elliseon;, Esq.,
Department of Industry.




MR, SANDERS SR (m‘_/“?’ e ~leale dn P
BSC FINANCES hJJ:. -

E Committee decided last week that BSC;> external financimg
limit for 1980/81 should be increased by £§400 million (with the
possibility of a further increase later in the year) and that this
should be announced when the House returns. It has since emerged
that BSC will run out of funds on Friday, and therefore the
Treasury have advised that an announcement must be made that day.
BSC have already been informed of the increase in EFL, and this
seems to have leaked: there were reports of the £400 million in

some of today's newspapers.

Sir Keith Joseph proposes to put out the following Press
statement, and I would be grateful for the Prime Minister's

clearance:

"Sir Keith Joeph, the Secretary of State for Industry,
announced today that the Government has decided to increase the
external finance limits for the British Steel Corporation, for
the yvear 1980/81, to £971 million, This inrrease et
Slpme—aare Tepresents an extension of £400 million above the 1limit
of £450 million set in November last year, together with a
further £121 million carried over from 1979/80 to take account
of payments which could not be made because of the steel strike,.
A Winter Supplementary Estimate will be submitted to cover the
additional finance required by BSC, and in the meantime any
funds required above £571 million will be provided by a

repayable advance from the Contingency Fund,

This inCrease in BSC's EFL was foreshadowed in a statement
made by the Secretary of State for Industry in the House of
Commons on 26 June, a copy of which is attached. The Government
did not take any decisions at that time, however, as it wished

first to have a report from the new Chairman, Mr. MacGregor,

There has been a xhrvxxagex sharp decline in UK demand for
steel in recent months, so that Bespite the closures which have
taken place during 1980, BSC'S steel making capacity is severe:cly
under-loaded. It will be necessary for BSC to take further action

to improve its financial position, and Mr. MacGregor will present

a corporate plan to the Government in Decemberlﬁgihﬁﬁﬁﬁziiﬁﬁﬁggggb

/for restoring
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fq;<%5EEEiigéfﬁﬁﬁ%ﬂﬁﬁ%éﬁé%EEFt;D This corporate plan will

take account of the views of those running the separate

business groups within the Corparation, following the
re-organisation which was announced last week, DMeanwhile
BSC has continued to make losses, and the interim financial
measures announced foday are necescsary to enable BSC to
continue to meet its debts until firm decisions about BSC's

future can be take n.

When the BSC corporate plan has been considered by the
Government the EFL for 1981/82, and a final revised EFL
for 1980/81 will be decided and announced., This is expected

to take place before the end of January 1981."

You will ®XKX see that the draft makes no~ reference to
the steel strike, The Policy Unit has suggestéd that we add
such a reference, blaming the increaged m funding to a large

xtent on the strike. On the other hand, we said during the

strike that there would be no addition to the £400 million

aﬁd to mention the strike again here may make it more likely

that commentators will harp back to that statement.
L/{fwould be inclined not to mention it.

Our only other comments relate to the sentence in the
penultimate sentence which says:
"Mr., MacGregor will present a corporate plan te the

Government in December with his proposals restoring BSC

0 Migbility™,

Theunderlined passage looks naive in the light of what we
already know about the need for continuing support; and it
may give the impression of ruling out more radical options.
The sentence should end at "December'",

Could you please consult Bernard Ingham and the Prine

Minister and let me have their reactions tomorrow,

TL

24 September 1980
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TELEPHONE DIRECT LINE 01-212 5_5(_)’]
SWITCHBOARD 01-212 7676

Secretary of State for Industry

LR September 1980

Tim Lankester Esq

Private Secretary to the
Prime M.yonister

10 Downing Street

London SW1

J#._-’
BSC FINANCES

1 At the E Committee meeting on 17 September (E(80)s4th,1tem 1)
my Secretary of State was asked to consult colleagues about
the draft of a statement on the interim increase in BSC's
EFL for 1980/81. At the meeting it was thought appropriate to
make a statement to Parliament as soon as possible after the
House had returned, and this will be uone. But the Treasury
have advised that, since BSC wiil need funds un Friday 26
September which will take them above their current—EFL, 1T is
eéssential that a public statement should be made this week.
The BSC have been informed of the increase in EFL and there

V‘ 1s 1n any case a danger of a leak.

O 2 1 attach a draft Press statement which my Secretary of State
proposes to 1ssue on Friday 26 September. There will clearly
need To be careful background briefing on the effect of this
increase on the Government's economic strategy, which the
Treasury have been asked to provide, ana on the implications
ot this decision for the private sector steelmakers. The
draft has been given to the BSC Chairman, !Mr MacGregor.

5 1 am sending coplies of this letter and enclosures to the
Private Secretaries to the members of E Committee ana to the
Secretaries of State for Scotlaud and Wares, and to David
Wright.

Sosnn 20e

lOJ\
I K C ELLISON
Private Secretary
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DRAFT PRESS RELEASE

Sir Keith Joseph, the Secretary of State for Industry, announced
today that the Government has decided to increase the External
Finance Limit for the British Steel Corporation, for the year
1980/81, to £971 million. This increase is an interim one, and
represents an extension of £400 million above the limit of &450
million set in November last year, together with a further

£&121 million carried over from 1979/80 to take account of payments

which could not be made because of the steel strike.

A Winter Supplementary Estimate will be submitted to cover the
additional finance required by BSCys and in the meantime any funds
required above £571 million will be provided by a repayable

advance from the Contingencies Fund.

This 1ncrease in BSC's EFL was foreshadowed in a statement made
by the Secretary of State for Industry in the House of Commons on
26 June, a copy of which is attached. The Government did not take
any decisions at that time, however, as it wished first to have

a report from the new Chairman, Mr MacGregor.

There has been a sharp decline in UK demand for steel in recent

months, so that despite the closures which have taken place during

CONFIDENTTAL
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1980, BSC's steelmaking capaclity 1s severely underloaded. It
will be necessary for BSC to take further action to improve

its financial position, and Mr MacGregor will present a corporate
plan to the Government in December with his proposals for
restoring BSC to viability. This corporate plan will take
accountt of the views of those running the separate business
groups within the Corporation, following the re-organisation
whieh was announced last week. IMeanwhile BSC has continued to
make losses, and the interim financial measures announced

today are necessary to enable BSC to continue to meet 1its

debts until firm decisions about BSC's future can be taken.

When the BSC Corporate plan has been considered by the Government
the EFL for 1981/82, and a final revised EFL for 1980/871,will be
decided and announced. This 1siexpected to take place before

the end of January 1981

25 September 1980
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BSC FINANCES

The following is the text of a Statement made in the BHouse
of Commons today (Thursday June 25, 1980) by Sir Keith Joseph IP,
oecretary of State for ndustry.

w For the last financizl year, a&s the House was told o
410 June, BSC estimate a2 loss before adjustments of ZA50
million from ordinary activities. There are also extraordinary
jtems, consisting of redundancy and other closure cosls and
a write-down of fixed assets which will be over £1100 miilion.
 Final figures will be available in a few weeks' time.

©

"Por this financial year, as the House knows, the
Government have made ££50 million of texpayers' money available
as ithe external finencing lirmit. ‘“he Chairman has werned m

- -‘-—‘. o -
urther corre - ction,

financing
remedies and was not askin
he vwrote to me that, even

which they were pursuing, his
@

- J_ : : L8
requirement of around &40

:over and above the ZFL.
Y o0 € facuox

s , . : Lo ) Bl ool cowlid noh canIy

cont/......‘..&




on trading and would have to recommend the liquidation‘of

the business.

) " Measures such as BSC have proposcd woulﬁ, of course, only
postpone the day.of recknoning. As for liquidation, the Iron
and Steel Act 1975 makes ro provision for this. The £400
million figﬁre is based on provisioral trading forecasts:

a firmer figure, which may well be larger, will have to awaiv
‘an up-to-date assessment of BSC's trading position.

- -

: "Over the past year, the market has fallen away both
at home and abroad with a depressive effect on prices.
Mcanwhile, BSC's costs have been rising sharply. The long

strike has, as I warned the House, made BSC's sales and Job

prospects and the cash problems worse.

- L]

T t

lJle are not satisfied that the Corporation have yetv
taken with sufficient speed and determination all the action

.open to them to reduce their cash requirement in 1980/81.
4 Mr MacGregor, who takes office as Cheirman next week,will

need time to produce new proposals . . i | -

Conit/eeeevscees
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" ."ﬁnfil Mr’MacGregor has pade his proposals and wekare satisfie
that the Corporation is taking the nécessary measures we are

not prepared to reconsider the level of the external financing
.limit.' ‘Should the Government decide to advance additional funds
any money required would involve a Winter Supplementary Est;m““
and 1f needed before'then would be provided by a repayable advan
ffdm the Contingencies Fund. I shall report to the House again

later in the year.

¢ ""Meanvhile, having considered the Corporation's concern about
taking on fresh financial commi ments, I have asked BSC to

continue trading as an on—goin“ business. I have told them that

ot

in the last resort EMG would have to ensure that creditors of thne

Corporation had their claims met in full.

% "“BSC have for yearé suffered from political interference and

insulation from market realities. The taxpayer has already

tf)

a

-
4

f!:

ycal's s
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contributed over £4,000 mlllloh to BSC over the pes
further a#EO willion 1s belng made availlable in the current year
now we are being asked to consider yet further calls dn the taxpa
BSC are still faced by excess capacity and lack of competitivenes

in what is an intensely competitive market. It is for the new

Chairman to use every practicable wmeans, including a further revi

OL}

of capacity and disposals, to brin

as close as macticadle 5o the EFL and to see if it 1s possible to
i ' : : . e .. e
restore the Corporation's financial and trading position.

- -

the Corporation's cash reguirer
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Qa 05127

To: MR LANKESTER
From: J R IBBS

British Steel Corporation Finances

1. The present position on BSC finances is well set out in the Secretary
of State for Industry's memorandum (E(80)102). In the view of the CPRS the

paper highlights two main issues:

(i) that the present absorption of cash by BSC in the present year

needs to be brought under firm control; and

(ii) that a clear statement of the options for the future of BSC must
be brought forward as a matter of urgency and a long-term strategy

agreed.

2 On the short-term issue Ministers are asked to consider whether to
adjust the EFL for 1980/81 by £600 million now, or to adjust it by an interim
£400 million to tide the Corporation over to January. The CPRS would suggest
that the cash haemorrhage is so serious that normal rules must be set aside
and short-term cash management introduced. It would therefore recommend only
an interim arrangement. In the view of the CPRS a provision to the end of
the financial year could lead BSC to under—estimate the Government's
determination to bring the overall cash requirements of the nationalised

industries under control.

9 There is the further question of whether the decision about the EFL
for 1981/82 should be delayed until January when the Corporate Plan has been
considered. The CPRS believes that it should. To produce a number now,
which almost inevitably will need revision when BSC's strategy is finally
decided, could serve only to discredit the EFL system. But if a decision

on the EFL is delayed, the Chairman should be left in no doubt that the
Government sees BSC's cash position as appalling and that any wage settle-

ment must take that view into account.

1
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L., Clearly decisions cannot be taken on a final strategy for BSC until
a Corporate Plan is available. However, the CPRS suggests that it would

sreatly facilitate the production of the Corporate Plan if Ministers could
help narrow the range of options at this stage. A steer could be given on

the following points:

(i) the financing requirements of the four options presented in
the Secretary of State's paper do not differ from each other a great
deal, particularly bearing in mind the uncertainties associated with
such forecasts. However, given that the "Lower Case" (7-8 million
tons capacity) would be the most costly in PSBR terms (higher
unemployment) and that Mr MacGregor considers it would not create a
viable business, we suggest that this option should not be pursued

further;

ii) Mr MacGregor might also be told that the Corporation need not
g g P
produce a Corporate Plan on the "Base Case" (15 million tons capacity)

if, in their judgement, this is not a viable solution;

(iii) this would allow the BSC to concentrate on Case I or Case II

and enable them, given the rejection of the Base Case, to sustain their
momentum on redundancies. The essential difference between Case I and
Case II is the location of redundancies and this is a matter on which
the BSC will reasonably expect some political guidance. The CPRS
therefore suggests that whilst the BSC evaluates in its Corporate Plan
the detailed operational and financial distinctions between the Cases,
officials in the Department of Industry consider in parallel the

social and political implications. This will facilitate rapid

decision-making when the Corporate Plan is brought forward;

(iv) the CPRS further suggests that the PSBR implications of Cases I
and IT and of liquidation be thoroughly worked through by Department

of Industry officials. This will ensure that the repercussions of
the fall-back position, should neither Case I nor Case II prove

acceptable, are fully evaluated.

e I am sending a copy of this minute to Sir Robert Armstrong.

16 September 1980

2
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16 September 1980
Policy Unit
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PRIME MINISTER
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BSC

Our last night's minute urged that the ligquidation option should not

be dismissed too readily.

When we were talking before lunch today, you stressed how important

it was for employers to set their house in order during the

recession, rather than waiting until the upturn when they would all
SR T e T Ao B Tk LA S

be scrambling for business and unions would be in a stronger
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negotiafing position. I fully agree with this.

Are we ever likely to have a better opportunity than this to put
the BSC problem to bed for good, instead of simply doing what
previous Governments have done - postponing the problem and letting

it come round with the begging bowl the following year?

In addition, at a time when it is clear to all that we are off track
as regards the economic strategy, grasping the nettle on BSC would
be a tremendously powerful symbolic statement. It would dispel

any suggestion of indecisiveness, loss of nerve, expediency, U-turns.
A furtherieoofl_o‘?i“the other hand, would look to many as if this

Government is, under the pressure of difficulties in following their

. chosen strategy, beginning to go the way of all its predecessors.

At the very least, the option should not be allowed to be dropped at

this afternoon's meeting or E tomorrow.

Y’

JOHN HOSKYNS
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LOSS-MAKING NATIONALISED INDUSTRIES

The increased demand -on the taxpayer by the nationalised industries
set out in papers by John Biffen and others is alarming (though not
surprising). Most alarming is the size of BSC's likely future

requirements.

During the steel strike, Ministers said many times that there would
be no increase in the £450m cash 11m1t for BSC in 1980/81. In June,
Keith told Parilament that it would be neceégz;§h%6mﬁgﬁgwéome increase
but he conveyed the impression that he was insisting that every effor
should be made to minimise the extra funds needed. It now seems
likely that an extra £600m will be required this year alone. Althougt
no proper forecasts are yet available from BSC, the rough estimate by
officials at Annex 2 of E(80)102 is of a further cash requirement
from 1981/82 to 1983/84 of £1,400m. In short, if a great many things

go right - and the long history of BSC is that forecasts have always

turned out to be much too optimistic - it will cost the taxpayer

another £2bn to keep the show on the road.

Against that background, we think that liquidation should be con—

f ¥

sidered more seriously than in paragraph 13 of the paper/ The last

sentence of paragraph 13: '". . . I think (McGregor) must be given
a proper opportunity to show . . ." 1s the all too  familiar
rationalisation for facing reality . . . but not yet, O Lord. I1f

liquidation could be achieved for £1bn, it would be much cheaper than
continued support. It is quite possible that many of the objectives

in McGregor's forward plans could be achieved through liquidation,

for example:

(a) rapid closure of uneconomic plant;

(b) effective decentralisation;

(e more rapid demanning, especially among the white collar
labours forece : SR

(d) a more rapid change in work force attitudes.
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If we can achieve our objectives more quickly, at less cost and

eliminate the threat of further calls on the taxpayer through

liquidation, it becomes a very attractive alternative.

Of course, the wider political impact of an event like liquidation
would be very significant. We believe it would be possible to turn
the event to our political advantage. It could be explained that
bringing BSC's unhappy life to an end would relieve the taxpayer of
a very heavy burden - helping to contain the PSBR, avoid tax

increases, and get on with reducing interest rates. By contrast,

» maintaining BSC is an integral part of the process by which the

f private sector is being squeezed for the benefit of the public

sector.

Obviously, there is some slight embarrassment after hiring McGregor

if he is himself strongly opposed to liquidation. It is not clear

from the paper whether this is the case. But it would be quite wrong

for this to be the decisive factor.

Although there would be a predictable chorus of opposition to such a
radical move, we could also count on its being widely welcomed by
private sector steel manufacturers and by some sections of the press.
In contrast to the position at BL, the press could draw the lesson
that last winter's steel strike was the straw that finally broke the
BSC's back. (In the case of BL, the situation is very different:
union behaviour really has improved since the last decision to extend
further state support.) Furthermore, the period of the steel strike
demonstrated to the press and public that it was possible to live

without a nationalised steel industry.

The liquidation of one major nationalised industry would help to make
it absolutely clear to managers and workers in the remaining
nationalised industries - and even in the private sector - that the
Government was determined to stop shielding large groups of employees
from the consequences of the market place and, in this case, their

own actions. Doing it 1is very much more effective than saying it.

We are not at this stage saying that the attractions of liguidation
outweigh all the drawbacks. But they are sufficient to merit a much
closer and more sympathetic look at the cost and consequences of

rily liguidation.

!
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CONFIDENTIAL
PRIME MINISTER

British Steel Corporation Finances
(E(80) 102)

BACKGROUND

This memorandum by the Secretary of State for Industry is little more
than a progress report. Mr, MacGregor will not be ready to present a full
2 PTORES8RaECP g b a5 ¥

fledged Corporate Plan until the end of the year, which points to substantive

PR e

decisions by Ministers on BSC next January.

2 In the meantime Mr. MacGregor is establishing cost savings goals and
reorganising the Corporation into product-based profit centres. Paragraph 7
of the paper summarises the maln;;htzgn;for capacity which he is coneidering,
The base case assumes continuation of the present strategy to provide for
capacity for 15 million tonnes of liquid steel. Cases I and II would each provide
for reduction to around 122 million tonnes; and a loss in each case of about
15, 000 jobs in addition to the 52,000 taking place this year. The main difference
between these cases is that Case I provides for major mothballing at
Scunthorpe and Case II at Llanwern., The 'lower case', which Mr, MacGregor
d.;e.s not appear to favour, :toreduce capacity to 7 or 8 million tonnes with

job losses of 42, 000.
1980-81

3. You will recall that the Secretary of State for Industry announced on
26th June that Sir Charles Villiers foresaw an additional cash requirement of
about £400 million over and above the present External Financing Limit for
1980-81 of £450 million (and the agreed carry-over of £121 million from
1979-80). The limit was not amended then pending the arrival of Mr. MacGrega
and his assessment of the situation. Mr. MacGregor believes that the additional
requirement could well approach £600 million and advises that the radical

A A T S AR S A B T e e e S R S R TR e LT ey

changes he has in mind will not bite in time to take effect in the present year.

<y,

The present cash limit will be reached next week. The Secretary of State for
Industry therefore poses a choice between:-

i
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(a) increasing the EFL by £600 million now;

- N e W R W S

- &hﬁ’ or

. W\LM/( ’ (b) increasing it by £400 million now and by a further amount

‘// ) L) T
" S‘W "‘JH in January in the light of decisions on the Corporate Plan.
1981-82 and the Later Years

4. The figures in Annex 2 show that if Case I or II were adopted, and
certain savings are assumed, the cash requirement for 1981-82 might be
£700 million. However the Secretary of State for Industry recommends that
it would be premature to set the EFL on the basis of present information and
that the decision should be deferred until January. (The EFLs for the other
nationalised industries will be set in November. )

Bl The figures for the later years would also have to be finalised in January
in the light of the Corporate Plan. But in the meantime, taking the figures in
Annex 2, converting them to 1980 Survey prices, and deducting present Survey
provision, gives the excess to which the Chief Secretary refers in the table in

paragraph 12 of E(80) 104, of:

£ million 1980 Prices

1981-82 1982-83 198384
325 275 175

HANDLING
6, After the Secretary of State for Industry has introduced his paper the

Chancellor and the Chief Secretary will wish to comment. The Secretaries of

State for Wales and for Employment and Mr. Fletcher, who is representing the

Secretary of State for Scotland, will wish to comment on the regional and
employment implications.
M In discussion you will wish to cover the following:-

(2) The EFL for 1980-81

Given the uncertainties and the further work which BSC have in hand
the Committee may well prefer to agree to an increase in the EFL

now of £400 million with the balance to be determined in January.

e

CONFIDENTIAL




CONFIDENTIAL

It will be necessary to announce this when the House reassembles,

In view of the difficulties over drafting the 26th June statement, the
Committee will no doubt wish the Secretary of State for Industry to
clear the draft with them in good time.

(b) The EFL for 1981-82

I understand that Treasury Ministers are likely to agree that it makes
little sense to set this EFL until firm policy decisions are taken in
January,.

(c) The Later Years and the Corporate Plan

Treasury and other Ministers are all likely to have a number of
points which they will want the Secretary of State for Industry to
urge Mr. MacGregor to take on board in his further work. If
these are detailed, it might be sensible to invite them to put them
in writing to the Secretary of State.

CONCLUSIONS
8. You will wish to record conclusions on:=
(i) The amount of the increase in the EFL for 1980-81 and

inviting the Secretary of State for Industry to clear his
draft statement with members of the Committee in good time.

(ii) Whether the setting of the 1981-82 EFL can be deferred until
January.

(iii)  Points which the Committee wish to be covered in the further

work on the Corporate Plan.

(Robert Armstrong)

15th September 1980
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