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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date
E(NI)(82) 7" Meeting, Minute 2 08.09.82
E (DL)(82) 8 18.10.82
E (DL)(82) 9 28.10.82
E (DL)(82) 4™ Meeting, Minutes 02.11.82
E (DL)(82) 10 11.11.82

C (82)41 10.12.82
CC (82) 53™ Conclusions, Minute 7 16.12.82

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

Signed @I/DW Date /S Masi Q—Olg

PREM Records Team




11 15l .I-y'
Parliament
London
SW1P 3AG

CONTRACTING OUT IN THE NATIONALISED INDUSTRIES

In your letter of 11 Apdust to Willie Whitelaw you asked for details of
nationalised industriés' progress with contracting out.

I have set out the details for the energy industries in an Amnex to this
letter. Contracting out is already practised on a substantial scale, but I
shall continue to encourage them to explore opportunities which they may
previously have overlooked.

i members of the Cabinet,

Copies of this letter go to the Prime Minister,

Michael Havers, James Mackay, Sir Robert Armstrong and John Sparrow.
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British Nuclear Fuels

In 1981/82 88% of BNFL's investment of £740 million was with outside contractors.
Work included the building of major chemical plant.

Electricity Supply Industry

In 1981/82 75% of the £830. m CEGB : expenditure on engineering projects was
with outside contractors. Work contracted out included power station and
transmission line construction; repair and maintenance of generating plant,
cables and property; cable-laying and overhead line erection; L]vdﬂlPE, catering

and security services; tree-felling and gardening; pole inspection; computer,
office machinery, television and audio appliance maintenance; cavity wall
insulation; and conversion of timeswitches.

National Coal Board

In 1981/82 83% of mining capital expenditure was with outside contractors,
£600 million out of £720 million. Work contracted out included all OﬁCFCJht
coal getting; civil, mechanical, electrical and mining engineering works

and the purchase of equipment and machinery.

4

UK Atomic Eror;v Aut1ur1uv

In 1981/82 15% of the ity's gross casl cx”‘rd*fu* was on extra-mural work.
This included the ;?”;J” velopme and manufacture of replacement tube bundles
for the prototyp

the Department of Energy with

kY

development of components for a commercial fast reactor power station.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
= LONDON SWI1E 6RB
FROM THE TELEPHONE DIRECT LINE 01-212
MINISTER OF STATE SWITCHBOARD 01-212 7676

FOR INDUSTRY AND
INFORMATION TECHNOLOGY

Kenneth Baker's Office

Tim Flesher Esq
Private Secretary to
The Prime Minister
10 Downing Street

/;7 January 1983
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CABLE AND WIRELESS PLC: INTERIM RESULTS

Eric Sharp, Chairman and Chief Executive of Cable & Wireless plc,
has asked us to send you the enclosed copy of his company's
interim results which show that profits are up 47%. These and
the accompanying statement are an example of successful
privatisation - indeed probably the most successful of our
privatisations and in a recent article in the FT C & W ranked 47
in the list of the 500 European companies which have the highest
market valuation. ThIT is good news and Mr Baker has
congratulated Eric Sharp on these achievements.
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CABLE & WIRELESS PLC

INTERIM REPORT

The wunaudited results for the six months ended 30th
September 1982 are:-

6 months to 6 months to Year to
30th Sept 30th Sept 31st March
1982 1981 1982

M &M &M

Historic Cost Results

Turnover

Trading Profit

Investment and Leasing

Profit before taxation

Tax

Minority interests

Profit attributablé to
Shareholders

Earnings per share




Changes which affect comparative figures are:-

a) Bahrain was a branch until 1st July 1981, when it became

an associated company;

b) Hong Kong was a branch until 30th September 1981, when

it became an 80%-owned subsidiary.

The estimated tax liability of £24m consists of UK tax - £16m
(£9m - 1981), overseas tax - £7m (£10m - 1981) and associated

companies — £1m (£1m - 1981).
Exchange differences arising from the translation of foreign
currency assets and liabilities into sterling at 30th September

have been excluded.

Trading profits include £8m (£4m - 1981) from profits of the

associated companies managed by the Group:

Earnings per share for each six-monthly period have been calculated

on the 270 million shares currently in issue. During the

six months to 30th September 1981 the share capital was
100 million £1 shares. It was subdivided and increased during

October 1981.




COMMENTS ON RESULTS

The pre-tax profit of £67m is an improvement of 47%
over the £45m for the comparable period of last year. Trading profits
and turnover increased by 27% and 17% respectively after adjustments

for Bahrain to an associated company from 1st July 1981.

Results - expressed 1in sterling for a Group which has
most of its activities overseas have been helped by current sterling
exchange rates. The trading profit has increased over the comparable

period of last year by some £5m currency gain.

The trading results have continued to show improvements,
particularly from continued progress in achieving improved margins.

The telecommunications business in the United States" is producing

improved profits significantly above the 1level of the comparative

period last year. The volume of business handled by the Group continues

to increase, but at a slower rate, reflecting current ecomomic conditions.

The increased attention given to the management of cash
is benefiting results and as investment is made in new business
opportunities, interest income will be replaced progressively by

trading profits.

Future investment income will reduce by some £3.5m annually,
following an exceptional tax payment on 1st January 1983 resulting
from the net extraordinary gain and balancing charges which appeared

in the accounts in March 1982 and 1981 respectively.

Interim Dividend

The board has declared an interim dividend of 3.2p per
ordinary share (1981 - 2.6p) payable on 1st April 1983 to shareholders
on the register on 1st March 1983. The cost of the interim dividend

is £8,640K (1981 - £7,020K).

Issued by: Corporate Affairs Department,
Cable & Wireless PLC,
Mercury House,
Theobalds Road,
Holborn,
London,
WC1X 8RX.

01 - 242 4433 Ext.4490

15th December, 1982




Ref: A082/0524

CONFIDENTIAL

PRIME MINISTER

Using Private Enterprise in Government
(C(82) 41)

BACKGROUND

On 10th August this year the Chancellor of the Exchequer

sent you a minute on contracting out public sector functions.

This suggested that more could and should be done to encourage

i
contracting out, and proposed that you should send a personal

minute to all Departmental Ministers asking them to review
progress and to identify new opportunities. The Secretaries of

State for SocTal Services and for the Environment would be
invited to conduct similar reviews of the National Health Service

(NHS) and local government respectively.

2. You decided that the exercise should be put in hand by the
Chancellor rather than yourself. He therefore wrote on 11th August
to all members of the Cabinet. He asked his colleagues to reply
by the end of October, setting out a detailed programme of the
further measures that might be taken during the remainder of the
Government's term of office and summarising the main prospects

in the longer term.

3. We understand that the Chancellor has been disappointed by
the replies he has received. His present memorandum (C(82)41)

contains no specific proposals for new measures of contracting

out. Instead, it proposes a 'major and co-ordinated drive to
;;;:re further contracting out in the public sector', and makes
procedural suggestions for the various parts of the public sector
(Civil Service; NHS; 1local government; nationalised_zgaustries).
Théfbhancellor, {;g;ther with the Ministers concerned with the

NHS, local authorities and nationalised industries, would report
progress to the Cabinet in May 1983, when the Chief Secretary,

Treasury, also proposes to report on Civil Service numbers.

CONFIDENTIAL




CONFIDENTIAL

4. The Chancellor of the Exchequer also refers to his intention

to correct an anomaly involving value added tax (which is thought

to inhibit contracting out), and to the work commissioned by the

Cabinet on 25th November in connection with the Civil Service
and Related Bodies (Redundancy Compensation) Bill
(CC(82)50th Conclusions, Minute 1, Conclusion 3).

MAIN ISSUES

5. There is unlikely to be dissent from the objective of
contracting out to the maximum possible extent or from the
procedural suggestions in the Chancellor's paper. The main
purpose of the discussion should threfore be to give the
contracting out exercise new impetug by putting the collective
political will of the Cabinet behind it..

==

6. It may be worth enquiring wh; the results of the exercise
launched in August are relatively slight. The Chancellor refers
—————

to some general inhibitions, for example industrial relations and
managerial obstruction. The solution in both these cases is
largely a matter of determination, and skill in presenting and
explaining the issues. There may, however, be other obstacles
which require closer analysis, if they are to be effectively
dealt with.

7. There may be areas in which Departments find it difficult to
act in isolation and need an initiative from the central
Departments. It is, for example, sometimes suggested that
Departmental accounts and internal audit could be contracted out;
but that individual Departments cannot take a decision in this
sense, partly because of likely problems with departmental staff
sides, partly because of the potential difficulty in justifying
to Parliament differences of standards between Departments. It
is therefore said that what is needed in such areas is a policy
for the whole Civil Service; or, at least, that it should be

accepted by a significant number of Departments as an available

option.

CONFIDENTIAL
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8. It is also possible that procedural changes might help.

For example, there might be merit in establishing a Ministerial
committee on contracting out to parallel the Ministerial Sub-
committee on the Disposal of Public Sector Assets (E(DL)). But
until there is a better idea of what the obstacles are to greater
contracting out, it will not be possible to decide how to make

progress.

HANDLING
9. I therefore suggest that you might first ask the Chancellor

of the Exchequer to introduce his memorandum; depending on the

= : L g " Z
time you wish to devote to this item you might then ask other

members of the Cabinet for constructive suggestions as to how

faster progress might be made.

CONCLUSIONS
10. You will wish the Cabinet to reach conclusions on the

proposals in paragraph 8 of C(82) 41. Depending on the course
of discussion you may wish to direct attention to particular

obstacles in the way of contracting out and how they might be

overcome. Should it appear from the discussion that new
Ministerial or official machinery might be useful, I will submit
further advice.

Robert Armstrong

14th December 1982

CONFIDENTIAL







CABINET OFFICE
Central Policy Review Staff

With the compliments of

John Sparrow

70 Whitehall, London SW1A 2AS
Telephone 01-233 7765




CABINET OFFICE
Central Policy Review Staff
70 Whitchall, London swia 2as  Telephone o1-239 7765

Qa 06189 From: John Sparrow
CONFIDENTIAL

14 December 1982

The Rt Hon Sir Geoffrey Howe QC MP
HM TREASURY
S W1

&.uu Qeoffesy,

Contracting Out: C(82)41u

I offer some thoughts on your 3“December minute to the Prime

Minister.

I agree that it will be useful to link the drive for more

contracting out with the next Civil Service Manpower Exercise. It

would be helpful to set manpower targets at levels which take account
of the need to make contracting out attractive to Departments; and
they should of course be allowed to score reductions in staff flowing

from contracting out towards their manpower targets.

In the nationalised industries, good management will already be
’ [=]
pursuing contracting out as one of its commercial objectives - wherever
it makes commercial sense, There are dangers in getting sponsor Depart-

ments too much involved in this as in other detailed areas of management.

You may recall that in our report on unemployment, we suggested
that contracting out might include a public sector equivalent of 'management
buy-outs', The idea was that there might be an open invitation to public
service employees engaged in self-contained areas of work, to volunteer
(individually or in groups) to become sub-contractors for their existing
work. This could be a way of helping overcome the 'chicken and egg'
problem that because a function is now carried out within the public

sector there is often no alternative private capacity. Moreover, it

1
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would create a core of business for new small enterprises; and
might throw up opportunities for contracting out which would not

occur in main line management.

I am sending a copy of this letter to the Prime Minister.

l'{c>-/’7 N . ’

HﬂM .

John Sparrow

CONFIDENTTAL







13 December 1982
PmmirMWEHm

PRIME MINISTER

Mes 5]

USING PRIVATE ENTERPRISE IN GOVERNMENT: CABINET

The recommendations for action in Geoffrey Howe's revised paper
are quite satisfactory, but the argument for contracting-out is
presented in a rather desultory way.

S ——
I understand that Norman Fowler and Michael Heseltine have
reservations about going too explicitly into what could be done,
on the grounds that unfavourable publicity might damage the far-

reaching plans which they have in mind.

But without recommending specific areas as suitable, I do think
that the paper ought to lay down some clear and systematic criteria

for contracting-out. We need to concentrate the minds of future

Ministers as well as present ones.

I suggest that to the Why Contract Out? section, we should add

something like:

"Contracting-out should be considered when:

(a) there is no compelling reason why the function should
not be carried out by the private sector without the

day-to-day involvement of governmental authority;

full privatisation is either impossible or

undesirable;

the function can be carried out at least as cheaply and
efficiently by the private sector, after due

1

apportionment of overheads.'

The Chancellor proposes to report progress in May. Isn't that

rather leisurely? E
Y \/“\_

e oAl AE SR R L B
W

FERDINAND MOUNT
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10 DOWNING STREET

From the Private Secretary 10 December, 1982

Using Private Enterprise in Government

Thank you for your letter of 9 December,
which which you enclose a further draft
of the Cabinet paper on contracting out.

The Prime Minister is content for this
paper to be circulated for discussion at
Cabinet next Thursday.

I am sending a copy of this letter to
Richard Hatfield (Cabinet Office).

Miss M. O'Mara,
H.M. Treasury

CONFIDENTIAL
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CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000

9 December 1982

Michael Scholar, Esqg.,
No.1lO0 Downing Street

Lrowr Nldanl
o

USING PRIVATE ENTERPRISE IN GOVERNMENT

As promised, I am enclosing a further draft of the
Cabinet paper on contracting-out, which the Chancellor
discussed with the Prime Minister yesterday evening.
This has been produced by officials and the Chancellor
has not yet had an opportunity to see the new text

but we shall be showing it to him on his return from
Germany tomorrow lunchtime.

)?Qﬁﬁ, d&«&éﬂ%

/ibéyrﬁfﬁlﬁy 0 o

MISS M. O'MARA
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USING PRIVATE ENTERPRISE IN GOVERNMENT

MEMORANDUM BY THE CHANCELLOR OF THE EXCHEQUER

We are committed to reducing the size of the public sector. One way of doing this is by
'privatising' public sector operations completely: we have made good progress in this, and
more is planned. Other tasks must remain in the public sector, but there is no reason why
they need be done by public servants. It is often more efficient to 'contract out' such tasks
to private enterprise. The time has come for another major push in this direction. I wrote
to Cabinet colleagues in the summer asking for their further suggestions. I have received

several interesting proposals, but the results are stilt patchy. I now want to make a further

search for suitable candidates and enlist the support of all my Cabinet colleagues.

Why Contract Out?

Experience both in this country and in the United States suggests that the private sector,
with the stimulus of the profit motive, can very often undertake operations on behalf of
Government more cheaply than the Government itself can perform them. This in turn
establishes private businesses with a potential for expansion including expansion overseas. It
is true at national and at local level, in the Health Service and probably also in nationalised
industries. There are serious obstacles. The present system was not designed to encourage
contracting-out, and it needs a major push to achieve this. I am not, however, urging
wholesale contracting-out at any price: only in those cases (a very large number, I should

judge) where it will show a clear economic advantage.

The Target Areas

The motive is the same throughout the public sector, but the circumstances are different.
We need a four-pronged approach, but in order to maintain momentum, I think Cabinet
should review progress by the middle of next year. There are a few general issues on which

some central co-ordination by the Treasury will be needed.

Central Government

Under the stimulus of tight manpower targets, several functions have already been
contracted out. There are a number of common services where the onus should be on

departments to show why they should not be contracted out. It is within our own power to




CONFIDENTIAL

deal with any problems which may arise. In a parallel paper C82 .., the Chief Secretary has
made proposals for the control of Civil Service numbers after 1984. He suggests a major
interdepartmental exercise in the New Year to identify the scope for further reductions. I
propose that in the course of that operation we identify the scope for further

contracting-out of central government functions, and decide how to follow it up. The results
are to be reported back to Cabinet in May 1983. This will also be a convenient opportunity

to take stock on contracting-out generally.

Local Authorities

There has already been legislation in this Parliament to ensure that Direct Labour
Organisations compete on equal terms with private sector contractors. There is scope for
extending this principle, but we must expect considerable opposition from local authorities,
with some refusing to co-operate. I have discussed this with the Secretary of State for the
Environment and we consider that for the immediate future we should confine ourselves to
urging all local authorities, wherever we have an opportunity, to follow the example of those
who are already finding that contracting-out pays handsomely. We need to ensure that the
successful examples are well publicised and that any apparent shortcomings are dealt with

properly.

National Health Service

The Secretary of State for Social Services has already started a contracting-out campaign,
beginning with a series of pilot experiments in each regional health authority, to

demonstrate the scope for contracting-out initially of catering and cleaning, but extending
further in due course. One obstacle until now has been the VAT paid on bought-in services

but not on in-house operations. I propose to remove this difficulty (see below).

Nationalised Industries

The industries already have every economic incentive to contract-out operations where this

is the most efficient solution. I recognise that there will sometimes be operational or

industrial relations objections. There may also be an element of empire building. These

issues should be pursued during 1983, industry by industry, probably in the course of the
annual corporate planning discussions. I propose that Treasury and departmental officials
collaborate in identifying the areas where the industries might be pressed to contract out
more of their operations, bearing in mind the industries' responsibility for day-to-day

management decisions.

General

a. The VAT anomaly applies only to the National Health service and central

government departments. Local authorities already have VAT refunded to them.

CONFIDENTIAL
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Nationalised industries recover it through their prices. I intend to legislate in
the next Finance Bill to allow the Treasury to make an order refunding VAT to
government departments and the National Health Services, where specific
operations or groups of operations are contracted out. This will remove the

present disincentive to such action.

Industrial relations. There is no doubt that the unions, particularly in the NHS

and the Civil Service, will resist any major extension of contracting-out. We
already expect trouble in one or two government departments. Obviously the
NHS exercise cannot be launched until the present pay dispute is resolved; but in

general, I think we must face up to these difficulties as they arise.

Managerial obstruction. There is understandable reluctance on the part of

managers to give up any part of their functions. We must take évery opportunity

to counter this by pointing to the efficiency'gains which have already been
secured in some areas by greater use of the private sector. Some of these issues
affect all four sectors, and the Departments concerned will need to remain in
close touch and exchange experience as the operation proceeds. The Treasury

can make suitable arrangements.

Civil Service and Related Bodies (Redundancy Compensation) Bill: Some of the

work Cabinet commissioned on 25 November raises issues of importance in this
context - particularly on the NHS and industrial relations. The Treasury will

co-ordinate the two exercises .

Conclusion
I invite the Cabinet to agree:

a. that there should be a major and co-ordinated drive to secure further

contracting-out in the public sector;

that the possibilities in the Civil Service should be pursued vigorously as part of

the review of Civil Service manpower after 1984;

that the Health Service Ministers should implement the proposed pilot studies in

regional health authorities;

that we should continue to urge local authorities to contract out operations

wherever possible,

that opportunities for contracting-out in the nationalised industries should be
pursued, either as part of the examination of the 1983 corporate plans for each

industry, or separately.

CONFIDENTIAL
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that I should, together with the Ministers concerned with the Health Service,

local authorities and nationalised industries, report progress to Cabinet in May,
at the same time that the Cabinet considers the outcome of the Civil Service

manpower exercise.

and to note:

=4

that I shall include a provision in the next Financial Bill to allow the Treasury to
make an order refunding VAT to government departments and the National

Health Service and

that the work on the issues concerning contracting out raised by the Civil

Service Etc Bill will be co-ordinated with this exercise by the Treasury.




Ph'n—t Mims ben Q\)

___'_________./

R h'.p\a. ("h g
I reasury Chambers, Parliament Street, SWIP 3AG (NU\)’“’I{}M”

‘aa S000 .
P—

waa e A g 8

AT P
A Cha oy,

e
My G| Iv

/e have on & :

the public
gector by from central and local
government ar in the summer,

gave

DIroSTTress

sgs8 informally last we with Norman Fowler and

dley were also present), and we

These are set out
draft paper to Cabinet.
necessary. S‘.}bi*’—.‘c‘:‘. to
your ag: on 16 December, when
I understand Service

manpower afte closely connected.

to Sir Robert Armstrong.

3 Decembexr 1982

CONFIDENTIAL







CONFIDENTIAL

DRAFT CABINET PAPER ON CONTRACTING OUT

We need to intensify our campaign to encourage the contracting-out of activities in the
public sector. I have an outstanding remit from MISC 14 (the Ministerial group on industrial
policy) ‘to consider this issue. I wrote to Cabinet colleagues in the summer asking for their
further suggestions. I have received several interesting proposals, but the results are still
patchy. I now want to make a further search for suitable candidates and enlist the support

of all my Cabinet colleagues.

Why Contract Out?

Experience both in this country and in the United States suggests that the private sector,

with the stimulus of the profit motive, can very often undertake operations on behalf of
Government more cheaply than the Government itself can perform them. This in turn
establishes private businesses with a potential for expansion including expansion overseas. It
is true at national and at local level, in the Health Service and probably also in nationalised
industries. There are serious obstacles. The present system was not designed to encourage
contracting-out, and it needs a major push to achieve this. I am not, however, urging
wholesale contracting-out at any price: only in those cases (a very large number, I should

judge) where it will show a clear economic advantage.

The Tarpet Areas

The motive is the same throughout the public sector, but the circumstances are different.
We need a four-pronged approach, but in order to maintain momentum, I think Cabinet
should review progress by the middle of next year. There are a few general issues on which

some central co-ordination by the Treasury will be needed.

Central Government

Under the stimulus of tight manpower targets, several functions have already been
contracted-out. There are a number of common services where the onus should be on
departments to show why they should not be contracted out. It is within our own power to
deal with any problems which may arise. In a parallel paper C82 .., the Chief Secretary has
made proposals for the control of Civil Service numbers after 1984. He suggests a major

interdepartmental exercise in the New Year to identify the scope for further reductions. I

propose that in the course of that operation we identify the scope for further

contracting-out of central government functions, and decide how to follow it up. The results
are to be reported back to Cabinet in May 1983. This will also be 2 convenient opportunity

to take stock on contracting-out generally.




Local Authorities

There has already been legislétion in this Parliament to ensure thait Direct Labour
Organisations compete on equal terms with private sector contractors. Trhere is scope for
extending this principle, but we must expect considerable oppositiom from: local authorities,
with some refusing to co-operate. I have discussed this with the Secretary of State for the
Environment and we consider that for the immediate future we should comfine ourselves to
urging all local authorities, wherever we have an opportunity, to follow the: example of those
who are already finding that contracting-out pays handsomely. We need %o ensure that the
successful examples are well publicised and that any apparent shortcomimgs are dealt with

- properly.

National Health Service

The Secretary of State for Social Services has already started a comtractiing-out campaign,

beginning with a series of pilot experiments in each regional heallth authority, to

demonstrate the scope for contracting-out initially of catering and clean@ing, but extending
further in due course. One obstacle until now has been the VAT paid on Bwought-in services

but not on in-house operations. I propose to remove this difficulty (see beliow).

Nationalised Industries

The industries already have every economic incentive to contract-omt opewations where this

is the most efficient solution. I recognise that there will sometimes tbe operational or
industrial relations objections. There may also be an element of empire building. These
issues should be pursued during 1983, industry by industry, probably in tthe course of the
annual corporate planning discussions. I propose that Treasury and deparrtmental officials
collaborate in identifying the areas where the industries might be pressed to contract—out
more of their operations, bearing in mind the industries' respomsibility for day-to-day

management decisions.

General

a. The VAT anomaly applies only to the National Health sewrvice and central

government departments. Local authorities already have VAT refunded to them.

Nationalised industries recover it through their prices. I intiend to legislate in
the next Finance Bill to allow the Treasury to make an order refunding VAT to
government departments and the National Health Service: , where specific
operations or groups of operations are contracted-out. Thits will remove the

present disincentive tc such action.

Industrial relations. There is no doubt that the unions, particularly in the WNHS

and the Civil Service, will resist any major extension of comtracting-out. We




Conclusion
I invite the

d.
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already expect trouble in one or two government departments. Obviously the
NHS exercise cannot be launched until the present pay dispute is resolved; but in

general, I think we must face up to these difficulties as they arise.

Managerial obstruction. There is understandable reluctance on the part of
managers to give up any part of their functions. We must take every opportunity
to counter this by pointing to the efficiency gains which have already been
secured in some areas by greater use of the private sector. Some of these issues
affect all four sectors, and the Departments concerned will need to remain in
close touck and exchange experience as the operation proceeds. The Treasury

can make suitable arrangements.

Civil Service and Related Bodies (Redundancy Compensation) Bill: Some of the

work Cabinet commissioned on 25 November raises issunes of importance in this

context - particularly on the NHS and industrial relations. The Treasury will

co-ordinate the two exercises .

Cabinet to agree:

that there should be a major and co-ordinated drive to secure f{urther

contracting-out in the public sector;

that the possibilities in the Civil Service should be pursued as part of the review

of Civil Service manpower after 1984;

that the Health Service Ministers should carry out the proposed pilot studies in

regional health authorities;

that we should continue to encourage contracting-out wherever possible in the

local authority area,

that opportunities for contracting-out in the nationalised industries should be
pursued, either as part of the examination of the 1983 corporate plans for each

industry, or separately.

that I should, together with the Ministers concerned with the Health Service,

local authorities and nationalised industries, report progress to Cabinet in May,

at the same time that the Cabinet considers the outcome of the Civil Service

manpower exercise.

and to note:

g

that I shall include a provision in the next Financial Bill to allow the Treasury to

make an order refunding VAT to government departments and the National
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Health Service and

h. that the work on the issues concerning contracting out raised by the Civil

Service Etc Bill will be co~ordinated with this exercise by the Treasury.
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

01-212 3434

Pl/\‘m—& M'll‘u WA
—

The Rt Hon Sir Geoffrey Howe, QC, MOs 17 ]H
Chancellor of the Exchequer

HM Treasury

Treasury Chambers

Parliament Street

SW1P 3AG November 4982

PUBLICITY FOR MONOPOLIES AND MERGERS COMMISSION "REPORTS

Trank you for copying to me your letter of 1 October to
Arthur Cockfield on this subject. {

I firmly believe that we must gain as much favourable
pugiisity for the action we are taking to implement MMC
reports on nationalised industries., Like Arthur, I am
therefore attracted to your idea of publishing progress
reports, and would be happy for my officials to take in an
exercise to work up the proposition. I would suggest
however that we ask officials, in doing so, to consider

carefully how best to tie in these arrangements with the
existing procedures for reporting progress on individual
M¥C reports to Parliament,

I am copying this letter to members of E(NI) and to

Sir Robert Armstrong.

s
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From the Secretary of State
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Sir Geoffrey Howe QC MP

Chancellor of the Exchequer
Treasury Chambers
Parliament Street

London SWIP
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CONTRACTING OUT PUBLIC SECTOR FUNCTIONS

In your letter of 11 Anghst to Willie Whitelaw, you asked for a fresh survey of

potential candidates for contracting out. You also asked, through your Private

Secretary's letter of 26 August, that this exercise should extend to the nationalised

industries.

We are currently actively pursuing two modest contracting out measures:-

(a)

several private sector bodies have expressed interest

in running the proposed new registry for yachts

and other small vessels.

discussions are in train with a view to a private
sector body taking over the British Overseas Trade
Board's Market Entry Guarantee Scheme (although the
government may have to retain responsibility for

the "guarantee" element).

I have identified seven other areas which seem to offer some possibility of

similarly modest moves towards contracting out, and which merit exploring futher:-

(a)

some of the work of the Civil Aviation Authority's

'in-house' research facility, the Directorate of

Operational Research and Analysis;

Some expert advice and research on consumer

safety martters;




From the Secretary of State

(c) a drive to identify alternative private sector
sources where work is currently contracted out to public

sector bodies;

some of the technical services connected with the

British Overseas Trade Board's Joint Venture scheme;

some aspects of the dissemination of overseas

tariff information;

some aspects of the dissemination of export

intelligence;

the Export Credit Guarantee Department's legal
services. (Patrick Jenkin's letter of 11 NM]ber
reported on the scope for contracting out some of the
common services of the Departments of Trade and

Industry).

Progress in these areas will not lead to substantial savings in staff or expenditure,
but, with my proposals on privatisation, would represent a useful slimming down of

the scope of my Department's activities.

Turning to the nationalised industries, my primary objective is, of course, to
privatise British Airways as a whole as soon as practicable, rather than engage in
piecemeal contracting out. The British Airports Authority's philosophy is to
contract out as many functions and services as possible - they directly employ less

than 3,500 of the nearly 50,000 people who work at Heathrow, which leaves little

scope for further action. And again my primary objective is privatisation, albeit on

a slightly longer timescale.




From the Secretaryof State

1 am sending a copy of this letter to the Prime Minister, 1o other Members of the

Cabinet, to the Attorney General and the Lord Advocate, and to Sir Robert

Armstrong and John Sparrow.

LORD COCKFIELD -
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In your letter of 11th August to Willie Whitelaw, you asked -
for a report on progress in contracting out public sector functions.
I have already given you a progress report on the closely related
subject of privatisation. I attach at Annex summaries of our
contracting-out activities as requested by your Private Secretary

in her letter of 18th October to the Private Secretary to the
Secretary of State for the Home Office.

The largest contracting-out exercise under way in my
Department is accommodation cleaning. This has been outstandingly
successful. When it began, we ideﬁngied about 7,300 (full-time
equivalent) complemented cleaning posts, although this number was
subsequently reduced by closures and complement reductions. So
far, about 4,800 posts have been saved through bringing in private
sector cleaning contractors. On the basis of our standard cost
comparison, the estimated financial savings are about £72 million
a year, or around one-third of the total. The exercise concentrated
initially on the larger defence establishments, almost all of which
have now changed to contract cleaning. The very small establish-
ments now being considered are expected to yield up to 1,000 further
posts. Only 2-300 posts were exempted from the exercise on non-
financial grounds (some for security reasons or because the
establishment is due to close). Provided that contract cleaning
continues to prove cheaper, there should be very few directly-
employed cleaners on our books by April 1984.

1
The Rt Hon Sir Geoffrey Howe QC MP
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Contract catering has also been examined, mainly at Service

bases, but here the cost comparisons have been less favourable to
contract. The Army Department is nevertheless running a pilot
study of contract catering at three locations, and we hope to be
successful in identifying a few further possibilities including
RNC Greenwich.

As part of a general study of the Services! training
organisation under the leadership of Jerry Wiggin consideration is
being given to the scope for contracting out more training to the
private sector. Possibilities being looked at.are Service basic
MT driver training, ADP training and language training. No
decisions have been reached on the extent of any contracting-out;
much will depend upon whether potential savings can be reliably
identified.

The repalr of defence accommodation stores (DAS) - furniture

for example - formerly carried out at a number of Navy and Army
Department depots has ceased with a view to contracting out in due
course. No cost comparison between in-house and contract repair
can be provided since very little of the work undertaken by the

66 posts involved has yet been put to contract. In my report on
privatisation I mentioned the extended use of contractors in this
area at the RAF Maintenance Unit at Quedgeley, which has now been
agreed in principle, and where there is a potential saving of some
400 civilian posts.

We are actively exploring a number of other areas where we
may be able to make use of the private sector. It is expected
that invitations to tender will be issued in November which will
enable the Air Force Department to assess the cost effectiveness
of contracting out compressed gas production and cylinder servicing.
There is a potential saving of about 180 civilian posts if this can
be done.

2
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Initial studies have established the feasibility of
contracting out some of the tasks currently undertaken at the
Air Publications and Forms Store, Woolwich. If the work is
eventually placed with contractors, up to 150 civilian posts
would be saved.

At a very minor level, we have contracted out the production
of our daily press cuttings service, and we intend also to use a
private firm to produce cuttings from Hansard.

In the Procurement Executive, there has been a steady
devolution fo.dndusizy of work undertakep bv the Sea, Land and Air
éystems Controllerates, including the Quality Assurance establish-
ments under their control. So far as quality assurance is
concerned, greater responsibility for monitoring has been steadily
transferred to approved firms over the past few years. Some of
the functions hitherto undertaken by Project Management teams

. within the department are being devolved to contractors. These
include project planning, cost control and production of develop-
ment cost plans for military equipment such as armoured fighting
vehicles and air defence systems, and also the monitoring of the
reliability of in-service equipment. In the three Controllerates,
contracts to the value of around £4.5 million are expected to be
placed in 1982/83, rising to around £6.3 million by 1985/86. It
should be noted however, that it has sometimes been necessary to
contract out such work simply in order to manage the rising
equipment programme; necessary tasks can no longer be undertaken
by MOD staff because of reducing manpower provision. In some cases,
in-house staff with the required expertise are not available.
There are other cases where the requirement for staff is temporary
or variable. Experience to date suggests that contracting out
such work can prove 1% times as expensive as employing in-house
staff. Treasury approval for all contracts in this area of work
in excess of £100K is required.

3
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In the Procurement Executive the major proposals for
contracting out concern research and development work currently
undertaken in the R & D Establishments. Following the Strathcona
Report more responsibility for the provision of Post Design
Services (i.e. the continuing support for in-service equipment)
has been placed on industry. Much of this contracting-out has
already been implemented, including work undertaken by the Royal
Signals and Radar Establishment and the Royal Aircraft
Establishment (RAE).

The contractorisation of support services at the RAE Range at
West Freugh has been implemented, with the“saving in July 1982 of
30 non-industrial and 116 industrial civil servants and a financial
saving of around £250K a year. Proposals to contract out support
services at MVEE Kirkcudbright, where the potential saving is
67 civilian (5 non-industrial and 62 industrial) and 18 Service
posts have been approved and will be implemented next May at a
saving of £146K per annum. Tenders have been issued for the
provision of technical support services at A & AEE Boscombe Down,
where 55 posts could be affected.

From what I have listed above you will see that the drive to
use private contractors for public sector functions has been
pursued at all levels and in all parts of the MOD. All concerned
are fully seized of the need to keep up the pressure and to
convert potential savings of cash and staff into reality.

Copies of this letter go to the Prime Minister, other members
of the Cabinet, the Attorney General, the Lord Advocate, Sir Robert

Armstrong and John Sparrow. \1;?E1*m3

John Nott

A
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Services

Accommodation Cleaning

Catering

*

250k

£11m
(total)

1982

being
introduced
progressively
1982-82




Services
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£812k

£400, 000

to ocuantify

7 1980/81

+ 1982 prices
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10 DOWNING STREET

From the Private Secretary

15 November 1982
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PRIVATISATION

The Prime Minister was grateful for the Chancellor's
minute of 9 November, in which he reported on the proposals
put forward by Departments as regards potential candidates

for privatisation in this and the next Parliament.

Mrg. Thatcher notes the conclusion of E(DL) that these
proposals constitute a useful first step towards keeping up the
momentum of the Government's privatisation efforts; she endorses
the Chancellor's determination to avoid a situation, after the
election, in which no further progress on privatisation can be
achieved because insufficient work has been done at an early
stage; and she has commented that she does not consider the
list put forward as necessarily excluding possible further

candidates.

I am copying this letter to the Private Secretaries
all members of the Cabinet, the Financial Secretary (H.M.
Treasury) and Richard Hatfield (Cabinet Office).

Yirus }{hUNtbj}

}thbtuail JbL)L&A.

Miss Margaret O'Mara,

H.M. Treasury. e
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The Chancellor's note to the Prime Minister of 9 November

reports the conclusions of E(DL), and summarises in the

annex the current proposals for privatisation, in both this

Parliament and the next.

We are as you know constantly reviewing the privatisation
programme, and indeed Chris Monckton is making it a particular
concern of his. We may be able to reach our own judgements
shortly about possible further candidates for privatisation,
other than those already identified by departments. As I have

mentioned to you, one possibility is the Civil Service College.

For the moment I think the right course is, if the Prime Minister

agrees, for you to reply to the Chancellor's office making two

points: AT A G i -
H

i ) We strongly endorse the Chancellor's determination
to avoid finding ourselves in a situation where we cannot
make further progress, because insufficient work has been

done at an earlier stage; and

i) While noting the present plans of departments, as
summarised in the annex to the Chancellor's minute, we do

not regard these plans as necessarily excluding possible further

—y

candidates, because the search for functions or organisations

whiéﬁ_could be better carried out in the private sector
e e

is a never ending one.
_-#

’
-

12 November 1982

CONFIDENTIAL
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Secretary of State for Industry

|| November 1982

Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer ; % <len v
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CONTRACTING OUT OF PUBLIC SECTOR FUNCTIONS: PROGRESS REPORT

Your letter of 11 August to Willie Whitelaw asked for progress
reports on contractfng out. Mine is attached.

2 It does not cover the nationalised industries which this
Department sponsors. I shall write separately to you on these.

3 Since the Department exists to help industry and to ensure
that industry's voice is heard within Government most of our
expenditure is in the form of financial assistance to industry.
Such executive functions as we have tend to be run on our behalf
by those closer to the coal face or in partnership with them
where this is possible. It follows that there is no scope for
large scale contracting out. Nevertheless as my report shows
there are opportunities and these are being pursued. In
addition we are examining ways in which we can increase the use
of private organisations such as banks, Chambers of Commerce and
Regional branches of the CBI to publicise and help with our
schemes of assistance. Whilst this will not have a direct
impact on public expenditure as such, it is in line with our
philosophy of using the private sector wherever possible.

- It has not proved possible to provide in any coherent way
information on staff savings and the impact on public expenditure
which was requésted im Your Private Secretary's letter of 18
October. However, we have provided what we can.

5 I am sending copies to the recipients of yours.
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CONTRACTING OUT: PROGRESS AND PROSPECTS
REPORT BY SECRETARY OF STATE FOR INDUSTRY

OFFICE SERVICES PROVIDED TO THE DEPARTMENTS OF INDUSTRY AND TRADE

As a contribution to meeting the manpower targets of the
Department of Industry, officials are carrying out a programme of
studies on the feasibility and costs of contracting out some of
the common services of the Departments of Industry and Trade.

The studies should be largely completed early in 1983.

The options being considered are as follows:

i) The replacement of directly employed security officers
by employees of private security organisations. This might

save up to 33 posts.

ii) Putting out to private contract major elements of

reprographics work. This might save up to 40 posts.

iii) 1In the longer term and less certain, the privatisation
of the typing pool at Eastcote. If successful it would

save up tio {2 posts:

iv) ion of the Department's photographic unit
and drawing ¢ ice, with commissioning of work from private

organisations. This would save 13 posts.

V) On computer services, employing contractors to prepare
data, to do system analysis and programming, and to operate
the Eastcote Computer Centre. External use is already made
of consultants for specialised tasks and some old style data
capture (ie on to paper tape) is already contracted out.

It is not possible to estimate likely staff savings.




3 Virtually all general office cleaning is already contracted
out . The small element still undertaken by direct labour is
kept under review and progress continues to be made in its
reduction.

4 The printing, physical distribution and advertisement selling

operations on 'British Business', a magazine of the Departments
of Industry and Trade, are already in the hands of private sector
contractors, as are the printing and where applicable
advertisement selling of the staff newspapers 'Ti-Line' and
'Coastguard’. I have just agreed in principle to the
contracting out of the business section of "British Business"
which will save 2 posts. Officials are looking at further
options: I am hopeful of saving up to 3 further posts on

'Ti-Line' and 'Coastguard’'.

COLLECTION OF LEVIES

5 The number of levies operated under the Industrial
Organisation and Development Act 1947 has greatly diminished in
recent years. Of these, textile levies are already collected on
a contract basis by an outside company and this has proved cost
effective. The estimated cost of the contract in its first year
(1981/82) was £7,000 and in 1982/83 is £4,000 plus £150 a year
for the printing of forms. It is not possible to compute the
extent of any net savings in public expenditure. One post has
been cut, partly because of the contracting out, and there has
been a reduction in the clerical workload which might conceivably

lead to the loss of a second post.

6 When the furniture levy is abolished at the end of the year
the large amount of chasing up of defaulters that will probably
be necessary will be undertaken by the solicitors of the industry
research association and not by ourselves. This will not save
any public expenditure since the winding up expenses are to be

paid out of the proceeds of the levy. There may, however, be

Some small saving in official time.




T The collection of the small cutlery levy and the iron casting
industry research levywill remain with the Department. In both
cases collection forms an integral part of a larger block of

work, and no staff would be saved by contracting it out.

8 No other levies of any significance are now collected by the

Department.
MONITORING OF DEPARTMENT'S ASSISTANCE TO INDUSTRY
g We are considering a suggestion of Jeffrey Sterling on

whether it is feasible to involve the banks in the monitoring of

companies which have received financial assistance from us.
RESEARCH ESTABLISHMENTS
10 The National Maritime Institute was privatised on 1 October

1982 and plans are well ahead to privatise the Computer Aided

Design Centre in April 1983. Our policy 1is wherever possible to

transfer work from the Department's research establishments to
'

the private sector and the Chief Engineer and Scientist is to
report to me by the end of the year on the scope for further

movement in this direction.

11 As recommended by the recent Rayner Review of Support
Services at R&D and Allied Scientific Establishments, estimates
are being sought from private sector contractors for cleaning and
security services where these are presently done in-house.
Maximum potential savings are 54 and 38 posts respectively. But
the extent of these, and cost savings if any, cannot be
determined before the conclusion of negotiations, expected around

the turn of the year.

12 The work done by the Department's Technology Reports Centre

was transferred in December 1981 to the British Library. This




saved £400,000 per year (at 1981 prices) and will have saved 37

posts when the closure is completed this month.

STAFF NUMBERS AND PUBLIC EXPENDITURE
13 I cannot give any sensible estimate of the impact on public
expenditure of the possible measures described in this paper, nor

of the timing of any changes. A maximum of almost 300 posts

might be saved if everything is able to be carried through.

Department of Industry

November 1982
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PRIME MINISTER

In your minute of 28/1.11y you asked colleagues to put in hand surveys of potential
candidates for privatisation in this and the next Parliament; and invited me, as
Chairman of the Sub-Committee on the Disposal of Public Sector Assets (E(DL))

to report on the proposals put forward.

2. The Annex to this minute lists those organisations and activities which, in

response to your minute, colleagues have suggested might be disposed of before

the General Election or in the new Parliament. E(DL) discussed these proposals

———
on 2 November.

3. The Sub-Committee concluded that the proposals constituted a useful first

-———-—h
step towards keeping up the momentum of our privatisation efforts, but that

further action was necessary in two areas. First, our past experience has shown
that developing privatisation proposals into a workable form is a time-consuming
and painstaking business. It is therefore of the utmost importance that all

Ministers concerned should now put in hand work to permit their proposals for

privatisation to be put into effect at the earliest possible date. We must avoid

finding ourselves, after the Election, in a situation where we are unable to make
rapid progress with privatisation because insufficient work has been done
meanwhile on the many policy and technical issues that arise in any particular
case, especially for privatisation proposals affecting major nationalised

industries.

4. Secondly, the Sub-Committee agreed that there was a continuing need for

Ministers to take as wide-ranging and imaginative an approach as possible in

trying to identify candidates for privatisation. Otherwise, there is a risk that
the programme will run out of steam. Overall, special sales of assets should
raise about £570 million in 1982-83 and, on present prospects, about £750 million
in 1983~-84 and £1500 million in 1984-85. Thereafter however the picture is much
less satisfactory. At the moment, possible proceeds of less than £100 million in

1985-86 have been identified.
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5. The Sub-Committee also agreed that where a monopoly is privatised,

efforts should be made, whenever appropriate, to reduce ifg power either by

introducing competition into the market concerned or by splitting the monopoly

into regional companies; although in some cases such action may not be practical

or may cause unacceptable delay in privatisation.

6. Every six months E(DL) will reconsider progress on and prospects for

privatisation, on the basis of reports which the Financial Secretary will prepare.

T I am copying this minute to all members of the Cabinet, the Financial

Secretary, Treasury and Sir Robert Armstrong.

(G.H.)
9 November 1982




MINISTRY OF AGRICULTURE
FISHERIES AND FQOD

Covent Garden Market
Authority

Land Settlement
Association

Livestock

Forestry
(see SCOTLAND Annex)

Privatisation in thié Parliament'

, Firm

Privatisation
of § of
artificial
insemination
service March
1983

Possible

Report on prospects for
sale of Market Towers
office block being
considered

Set up co-operative
marketing structure, and
dispose of surplus land
and property

—

Quality control may be
privatised by end of
1982 as a result of
advisory body report

Privatisation in the

SECRET

next Parliament

| Comments

Has been on the
market since
Autumn 1980 (value
+£20m). Lower pricg
being considered.
Intention is to
end MAFF
responsibility for
financing

tenants




CHANCELLOR OF THE
EXCHEQUER'S DEPARTMENTS

Inland Revenue

Civil Service Catering
Organisation

Treasury

Privatisation in this Parliament

Firm Possible

Reprographic
services

Bindaries

Printing presse
(except London)

Privatisation in
the next Parliament

Non-rating work of
the valuation office.

Comments

Committee due to report in
early 1983 on possibility

of work being done in the

private sector.

Ministerial discussion of
possibilities for
contracting out/privat-
isation by end 1982,
following recently completed
Rayner Report on CISCO.

450 posts already saved:
further reduction of 150
in next 18 months.

400 posts saved.
150 posts saved.

Possibility for selling
further BP shares to be
kept under review.




MINISTRY OF DEFENCE

Royal Ordnance Factories

Rocket Motor Organisation

Military Vehicles and
Engineering
Establishment

Defence Accommodation
Stores

Miscellaneous

Staff hostels

Procurement of medical
stores

Military schools

Privatisation in this Parliament

Privatisation in the

Firm Possible

April 1984

next Parliament

Negotiations pro-
ceeding with -IMI Ltd

Negotiations
proceeding for part
sale to Fairey

K

Comments

Privatisation
expected

subsequent to

’1986.

Place in legislation
programme awaited
for legislation
to convert ROFs

to Companies Act
Company.

400 posts

Considering
privatisation




Privatisation in this Parliament Privatisation in . .
] The next Parliament Comments

Firm Possible
DEPARTMENT OF HEALTH AND L Arlr T

'SOCTAL SECURITY @

National Health Service Cooperation
between NHS and

public health
care sector
being reveiwed

Review of
possibilities
for disposing -
of surplus NHS
land and
properties well
advanced

Health Authorities
being advised that
products should
only be
manufactured in
certain defined
circumstances
Possible use of

private sector
in storing and
distributing
NHS supplies
being reveiwed

Miscellaneous DHSS in-house
NHS supplies
testing and
evaluation work
being reviewed

SECRET




DEPARTMENT OF EMPLOYMENT
MSC

Professional and Executive

Skillcentres

Miscellaneous

Health and Safety Executive
unit for approving electrical
equipment for use in flammable
atmospheres

Privatisation in this Parliament

Privatisation in the next

Firm

Wholly commercial
basis by April 1983

Trading Fund status
by April 1983

Pogsible

Parliament

Full privatisation
possible

Full privatisation
possible

Privatisation
possibilities to be
reviewed in 1985

i
|
;
|

In all three
cases decisior
are subject td
review in the
light of
re-organisatia




DEPARTMENT OF ENERGY

Nationalised Industries

National Coal Board

Electricity Council and

Boards

British Gas Corporation

Britoil

Other industries

British Nuclear Fuels
Limited

Miscellaneous

¢

Privatisation in this Parliament

Firm

Legislation
in1983-84 gession
allowing private
supply of
electricity as
main business -
open up to
competition

Selling off of
BGC offshore
0il asset
subsidiaries
(1983-84

£420 million)

Disposal of 54%
of the shares
November 1982

Sales from oil
stockpile (£35
million in
1982-8%)

Pogsgible

Sale of non-mining
subsidiaries and
Overseas interests

(i) Sale of BGC 50%
interest _in Wytch
Farm January 1983.
(iiGas showrooms -
enlarging private
sector stake in

Privatisation in the next

sale of appliances.

Pariiament

Opencast and other
mainstream agtivities

to be reviewed mid 1983
in the light of political
feasibility

(i)Electricity showrooms -

ensuring competition
on a fairer basis.

ii)Paper on future of

electricity supply
industry to E(NI) by end
year dealing with privat-
isation.

Undeveloped acreage

Prospects for disposing
of BGC's mainstream
activities to be reveiwed

.Further share sales may

" be possible

Introduction of private
capital

Oil pipeline and storage
system

Comments. _

In midst of an
assessment of
undeveloped
acreages, with a
view to disposal

Edimated revenue
£600 million (?)

Advice on prepar
ations required
for partial
privatisation

to be received
from Schroder Wa
November 1982

Consultants to

report by spring
1983 on possibil
ity for privatis
ation of oilpipa




Privatisation in this Parliament N e e

DEPARTMENT OF THE ENVIRONMENT )
Firm ' Pogsible

Local Government

Council house sales. (i) Increase rate
of sale of vacant

local authority
houses.:

(ii) Maintain sales
programme to:ten .ants

Some authorities
(eg Birmingham)
considering scope
for privatisation.

Professional building services.

Possible scope for

Countryside functions and
privatisation.

allotments.

-

Non-departmental public bodies

Water Authorities. Explore scope
for privatisaty

with Water
Authorities and
private firms
initial assess
ment of viabil
by April 1983.

(i) Disposal of BWB
freight interests
and non-operational
estates.

British Waterways Board

(ii) Increase
private investment
in amenty develop-
ments.

SECRET




New Towns

Nature Conservancy Council

Miscellaneous

Ordnance Survey

Building Research Establishment

Privatisation in this Parliament

=
-

Firm
Continuation of substans

tial disposals of indus+

trial and commercial
assets and housing.

Trading Fund to be
set up from April
1083,

Possible

ne

Full privatisation.

Comme% )
@

Rayner Review
due by April
1983 to
indicate scops
for privatis-—
ation.

Dependent on
performance ag
a Trading Fund

Board of
Management to
be appointed
which will
examine
potential for
establishirg
private compan
or operating a
trading fund.

Subjects of
Rayner Scrutiy
due to report
November 1982.
Decision by

April 1983,




Z0OME OFFICE
Telecommunications for police,

fire, prison and civil defence
services

Radio regulation

Privatisation in this Parliament

Privatisation in the

Firm s Posgssgible

next Parliament

Full privatisation
possible

Privatisation of parts

Cannot guarante
privatisation
since local
police/fire
authorities
could choose to
do it for
themselves. No
feasible to
change until
completion of
conversion
programme in

1989.




JSPARTMENT OF INDUSTRY

ationalised Industries

British Telecom

ritish Steel Corporation

British Shipbuilders

Post Office and National
Girobank

ther industries

ritish Technology Group

Privatisation in this Parliament

Firm

Complete sale of -’
shareholdings in

private companies
(eg United Medical
Enterprises, 1983)

Pogsgible

(i) Further joint
ventures with
private sector

(ii) Peripheral
activities, land
and property

next Parliament

Sale of 51% of company
to private sector with
first tranche offered
after the election

Tubes Division and other
major operating divisions
as they can be brought to
continuing viability

Vickers, Yarrow and Vosper
warship builders

Vosper & Tyne ship repair
activities

Comments

Lack of profitab-
ility prevents salsg
of major operations
but possibilities
will be kept under
review

Dependent on cutti
down capacity in
line with likely
demand from MOD
and from exports

Currently loss
makers. Present
action on demanning
may assist salealbl

Special problems eg
social obligations
need careful gtudy
before privatisatio
proposals are put
forward

Further hiving off
being considered in
a separate review
by Secretary of
State. Possibility
of self-financing.




DEPARTMENT OF INDUSTRY (cont)

British Leyland

Rolls Royce

Further Share Disposals

British Aerospace

Cable and Wireless

¥iscellaneous

Privatisation in this Parliament

Definite

Possible

Minority share in
rofitable subsidies
Unipart, Land Rover).

Increase collaborative

efforts in the private

sector.

Hiving off of non-aero
engine elements

First possibility
February 1983
(maximum 23%)

-

First possibility
mid 1983

National Maritime

Indstitute
(October 1982)

English Industrial
Estates Corporation

(sale of leases)

Computer aided
desi ntre
Aprifn19§

S

Privatisation in

the next Farliament

Sale to private sector
by 1990

Al

Privatisation by
1990

Comment"-
&

Corporate plan
becomes availab
in Autumn, when
more precise
timetable can
be formulated

BAe prospects
dependent on
other Governmen
decisions Revie
possibility of
further share
sales in
February.
Prospects not
good at present

Present under-
taking and viewg
of foreign
governments need
to be taken int(
account

Review of
possibility of
privatising dhex
research
establishments
and functions tao
be completed by
end of 1982




SECRET

Privatisztion in this Parliament Privatisation in the Comments
next Parliament

Firm Possible

LCED CHANCELLOR'S DEPARTMENT | Management of . Review to be carried
. Investment Funds ,out: timinz uncertain

Part of Official Review to be carried
Solicitor's work _ out




NORTHERN IRELAND OFFICE

Shorts Brothers

Housing

Transport and Roads

Privatisation in this Parliament

Firm Possible

Provision of loans
to farmers,
assistance with
farm accounts,
certification of
animals for export,
and some timber
harvesting all now
privatised.

Provision of
mortgages

Sale of publicly
owned houses.

Setting up of
€o-ownership Housing
Association to enable
increased private
sector building

50% of NI Carriers Ltd
taken over by
National Freight
Company

Privatisation in
the next Parliament

Possible

Maintaining contact
with Great Britain
studies of private
finance for railways,
airports and roads

Comments . :

Discussion with
various interests
with a view to full
privatisation

Various minor fields
being examined (eg
poultry testing, milk
recording. meat
classification)




SCOTTISH OFFICE

Scottish Transport Group

Scottish Electricity Boards

Privatisation in this Parliament

Privatisation in the

Firm

Legislation enabling
private stake in
generation of
electricity

Possible

next Parliament

Increased -private
involvement in
electricity
generation

Further increase in
annual sales
programme under
discussion

Comment. -_

o

Assessment of
prospects for
privatisation to
be completed by
merchant bank
for report to
E(DL) in Novemben

Part of Forestry
Commission falls
to Welsh Office

and Ministry of

Agriculture




DEPARTMENT OF TRADE

3ritish Airways

British Airport Authority

Civil Aviation Authority

Tourist Authorities and
Boards

Merchant Navy Welfare bard

)
)
)

Privatisation in this Parliament

Firm Pogsible

Sale of 51% of
shares in late

1983

Part disposal of
aerodromes in
Highlands and
Islands of
Scotland

SFCRET

Privatisation in
the next
Parliament

Introduce part private
finance, with
possibility of full
privatisation

Review of ECGD's
organisation an(
functions to be
undertaken

including scope
for privatisatio

Possibilities t(
be considered




ARTMENT OF TRANSPORT
ationalised Industries

ritish Transport Docks Board

itish Rail

htional Bus Company

scellaneous

bavy Goods Vehicle testing

ivate finance for road
building

btorway service areas

Privatisation in this Parliament

Firm

Flotation January
1983

(i) Complete sale
of remaining hotels
in %1982-83

(ii) Increase pace
of property disposals

(iii) Private
tenders for supply
of rolling stock
encouraged

Separate accounts
established for
National Express
and National
Holidays by Jan
1983 for later
privatisation

Transfer of

responsibility to

Lloyds register
>

Sale to be comple-
ted 1 g

Possible

(i) Sale of Sealink

(ii) Privatisation
of train catering

Invite tenders for
an experimental
scheme in 1983

| SECRET

1T ETIVAT188TI0N 1N the

next Parliament

(i) Victoria Gatwick
line and other private
capital schemes -
preliminary exploration
of possibilities

Comments. J

-

British Rail
Engineering Ltd.
Possibility of
privatisation
could be considem
further in the
light of Serpell
Review due Autumn
1982

Possibility of
opening up stage
carriage opera-
tions to private
capital being
considered




. :

Privatisation in

Privatisation in this Parliament
‘ the next Parliament Comments

Firm ) Possible .

DEPARTMENT OF EDUCATION AND SCIENCE
FOREIGN AND COMMONWEALTH OFFICE | .

; - Nil return o
MPO | privatisatio

PAYMASTER GENERAL

WELSH OFFICE'

1 Proposals dealt with in other Departmental annexes.
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HOUSE OF LORDS,
SWI1A OPW

S November 1962

THE CONTRACTING-OUT OF PUBLIC

In your letter of 18 Octbber, you asked depariments for more
detailed information abo ut’fﬁltr“ﬁ ing-out public sector functions.

The Lord Chancellor's letter of 11 Cctober to the Chancellor of
the Exchequer explained that although it was not appropriate to consider
his principal function as being suitable for privetisation (nor,
presunably, for contracting-out), there were three areas vhich would be
investigated. At this stage it is simply not possible to give more
than a very broad indication of the likely timing of any action which
would result from these studies or of the savings which might be expected

Investment activity ;
There is to be a review, probably in the form of a Rayner Scrutiny,

of the arrangements governing the investment of privately owned funds
by the various courts and offices under the Lord Chancellor's conirol.
The STYUTIMYWITI also consider the possibility of transferring to a
private sector agency the mamgement of some or all of the investment
portfolios currently managed by the Department. The scrutlny will take
place during 1983; implementation of any recommendations 1s expected
during 1984/85. Savings in cost terms cannot be anticipated because
much of the present operation is self-financing. Nevertheless, staff
savings of the order of 15 posts are indicated in the Public Trustee
Office. There could also be consequential savings elsewhere, for
example in the Court Funds Office.

pro
th

.../2
lliss O'llara
Private Secretary to the
Chancellor of the Exchequer




®
Official Solicitor's Department
The receivership work of the Official Solicitor's JC“STT
ﬁ““ﬂft, ity
?Lrtlg*
epltn ntt paetients, could

currently being reorgani
whether some of the
conveyancing on sales
be carried out more effectively by locel solicitors. Solicitors would

r basis which might produc

be invited to compete for con
public expenditure savings. T:; cument cost of conveyancing is £115,00

per annum) It is hoped to conduct the review early in the New Year and
thereafter,

to implement any reccmmendations soon as practicat "
probably during 1983/84.

Suitors' funds in county courts
At present, suitors' funds in county courts are handled by the

If the clearing banks were able to provide a more
icient service, *“'s Dﬁtart:ent would undoubtedly

Paymaster Ge cral.

economical an
benefit by way of lower ban :harres and better administrative ax

T an rv-::,

ments. The main

Office. However, £ h velg

power benef 1ts; he 01 igl 2lance 1s uurrentls estimated

£20m. nd Purchasinz Division of the
Treasury 1nton inc] he banking cf suitors' funds in their
service-wide review banking arrangements. I am therefore not in
position to provide details of the timing and possible savings.

Enforcement of debtis
Your letter a2lso asked for details zbout those functions which
We have none

have been contracted cut since the Covernment took office.
to report. But steps have been taken to enable the enforcement of
certain judgments to be contracted-out during the course of 1983/84.
The Administration of Justice Bill provides for county court judgment
debts of between £2,000 and £5,000 to be enforced, if the creditor so
r-Sheriff's Office (private sector) instead of the
fs (public sector) as the law presently requires.

chooses, by the Un
county court baili

5
10e
.
iz

OGO re
\J

After the Bill has completed its passa further work on sub-.
ordinate legislation and ar*“nlctrative arran;ements will be necessary
will depend upon the extent to

£

to give effect to this change. Savings

vhich judgment creditors avail themselves of

These cannot be predicted, but are unlikly to be significant. However,

the new arra nre”cntu.
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CONFIDENTIAL

DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

01-212 3434

)
pMNA.FUN%‘hﬁ Gz

Secretg;y of State for Industry

Department of Industry

Ashdown House

123 Victoria Street -

LONDON SWA S November 1982

D@,flaﬁ, wsrﬂ

DISPUTE BETWEEN THE BRITISH STEEL CORPORATION
AND THE BRITISH TRANSPORT DOCKS BOARD :

et

The Rt Hon Patrick Jenkin MP e
mwsﬁ

As we agreed when we discussed this matter on 1 November
I have again been over the issues with the Chairman of BTDB
to see whether there was any further ground which might be given
by BTDB as a2 basis for a quick settlement out of court. But
there clearly is not - at least as far as the Docks Board and
their City advisers are concerned, And the City advisers,
Kleinwort Benson and Cazenove, are unequivocal in their view
thét there can be no successful flotation until the issue is
settled. Py T

The Board are also quite clear that, in their present offer,
they have already gone as far.as they responsibly can, It
has meant offering concessions on a long-standing contract
(based on Treasury requirements for capital investment at the
time) which will significantly reduce the value of the Board's
business and hence its sale price, They defend having moved
this far on the grounds that the changes involve a re-scheduling
rather than a re-negotiation of the contract., But they feel,
quite rightly in my view, that they have now stretched to the
limit the bounds of both financial propriety and business
prudence; and they have gone this far only to assist the
Government in achieving its political objective of an early
privatisation, not in response to the special pleading of BSC.
To give way to BSC on this contract would have serious "knock-on"

consequences for the Board's many other similar long-term contract
Our independent advice is that these would cast a shadow of
uncertainty over future revenues from contract-based operations

which would effectively prevent a successful flotation,




CONFIDENTIAL

Of course I fully recognise that BSC's single-minded aim
in all this is to reduce their costs. That is wholly
commendable, It is their approach that is worrying. To
withhold substantial payments under a long- standing contract
as a means of bringing pressure to bear on the much smaller
BTDB to re-negotiate the contract is not the right way to do
business, To condone that approach would be to undermine
business confidence in contractual relationships with the
nationalised industries which are in difficulties.

" From the Government's point of view the question is one
of political priorities. If we agree, as surely we must, that
the privatisation of BTDB is the immediate political priority
in this case, then Ian MacGregor must be persuaded to accept
the existing contract as a business reality, however
unpalatable, and settle on the basis of BTDB's concessionary
offer., If he is not - and, as you know, the Government has no
powers to intervene - then BTDB will withdraw their present
offer, which has been put forward explicitly "without
prejudice", and the matter will go before the court at the
earliest on 12 January. The Board are confident of the
strength of their case, and BSC will have to face the prospect
of an adverse decision on the basis of the contract without
the concessions at present on the table. It is difficult to
see how the game can be worth the candle from their point of
view other than as a convenient delaying device,

It goes without saying that it should be quite unnecessary
for two state Corporations to go to such lengths over an issue
of this kind. But it would be really intolerable if what
must be a relatively small matter for BSC were to be allowed to
frustrate our privatisation policy in this case by recourse to
tactical delaying devices of this kind, I hope ySu can now
persuade Ian MacGregor to accept the concessions BSC have
already obtained and settle this business quiekly so that
this sale can go ahead in January as we want, A settlement on
these terms would be an improvement from BSC's point of view

CONFIDENTIAL




CONFIDENTIAL

and of course there will be nothing to prevent BSC from
pursuing their cost-reducing objectives with a privatised
BTDB in the normal course of business.

Unless you can get Ian MacGregor's agreement to settle
within the next few days I see no alternative but to tell
our merchant bank that a January sale is off, We cannot
have them stimulating interest in the City only to cancel
the sale at the last moment. Before taking this step I
would of course want to discuss the situation with our
colleagues,

I am copying this to the Prime Minister, Geoffrey Howe,
Nicholas Edwards, Nicholas Ridley, Norman Lamont and to
Sir Robert Armstrong,

B
&JJ/)CLLA~\

DAVID HOWELL

CONFIDENT!AL







MANAGEMENT IN CONFIDENCE /

Management and Personne! Office
Whitehall London SWI1A 2AZ

Telephone 01-273

GTN 273 { 4400

L4 November 1982

The Rt Hon Sir Geoffrey Howe, QC, MP (2)
Chancellor of the Exchequer Z“%{ Mim sk
HM Treasury

Parliament Street

LONDON SW1P 3AG

e Ftpn,

PRIVATISATION AND CONTRACTING OUT
= R

I have considered the scope for privatisation and contracting
out in MPO. m——— “e—

The nature of MPO's functions provides very little scope for
contracting out to the private sector. Recruitment, Civil
Service training and MPO central policy responsibilities do
need to be led, managed and primarily staffed by civil servants.
However we have for many years made use of outside people for
training and recruitment purposes and I am anxious that we
should extend this practice when it makes sense to do so.

The Civil Service College uses many outside lecturers and is
likely to do so more widely as College stalf numbers are cut to
meet the 1 April 1984 target. The College is also alert to the
possibility of "farming out" courses to other bodies when good
courses are available at acceptable cost. More generally, the
department is in touch with other departments about the scope

for contracting out their training work when the key considerations
of quality, relevance and cost point that way. Some 20% of all
Civil Service training was bought outside last year and this !
does not include the considerable outside input to departmentally
run courses.

The Civil Service Commission has also for many years used
outsiders on its selection boards as the most economical way of
providing Chairmen and because the use of outside "experts" as
members of bdards ensures that successful candidates measure up
to outside standards in the professional field. The Commission
also uses outside people in examination work.

MANAGEMENT IN CONFIDENCE




MANAGEMENT IN CONFIDENCE

The Medical Advisory Service uses doctors on a fee paid basis

to help in its responsibility for monitoring and maintaining

the health standards of civil servants. It is in the process

of establishing a network of Assistant Divisional Medical Officers
paid on a sessional basis as a more efficient and effective way

of coping with this task.

We also have a number of consultancy assignments to supplement

the work of staff in the central policy area of the department -
for example in connection with the Financial Management Initiative
(2 full-time and 2 part-time consultants in the joint MPO/Treasury
Financial Management Unit) and the forms review ?a 3 year contract
with Reading University and a 2 year contract with the Plain

English Campaign).

Total expenditure on the use of outside people and consultancy
assignments is currently about 72% of the MPO's total budget.
This expenditure will rise to nearly 8%% on a comparable basis by
1985-86.

On the domestic front the major expense of cleaning was contracted
out in the early days of CSD. Earlier this year we stopped using
PSA's car service for official visits by our senior staff (except,
for practical reasons, for myself and the Second Permanent
Secretary) and contracted out the work to a private hire service.
The outlay and therefore savings are small but the arrangement

has met MPO's needs more effectively.

For the future, next‘year after MPO's move to GOGGS has been
completed, we shall review our departmental van services (provided
in fact by PSA) on need and cost grounds following the move to
repayment from 1 April 1983. There may be scope for contracting
out but it is too early to say one way or the other.

After the move to GOGGS the need for security guards will reduce;
but it is intended to review the patrol arrangements at the Civil
Service College, Sunningdale. The catering arrangements there
will also be looked at in the light of a current comparative study
of outside practice.

In summary you will have gathered that MPO's contribution to

future privatisation or contracting out must of necessity be fairly
small - partly because so much work is already handled on a
contract basis. Our domestic plans are still tentative and
therefore expenditure and savings in 1982/83 and 1983/84 cannot

be firmly stated. In any event however the amounts involved would
be small.

I am copying this letter to the Prime Minister, Cabinet colleagues
and Sir Robert Armstrong.

Az |

BARONESS YOUNG
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The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer

'y g R Xt b=y
L= L

<% November 1982

4 .._:._?

CONTRACTING OUT
//-_

o

I am writing in response to your letter of 11/August to Willie Whitelaw
as the second part of the exercise initiated by the Prime Minister in

U . .
July. I wrote to you on 23 September about Privatisation.

My Departments have now reported to me on progress made and possible

- o
... _new initiatives for contracting out. As the Report enclosed with this

letter indicates, progress is continuing and further likely candidates

have emerged.

We regard progress in this area as being particularly important in
Northern Ireland where the public sector occupies an even more dominant
position than in the rest of the UK. There are some distinctive factors
constraining contracting out in Northern Ireland, including some lack of
capacity, expertise and competition in the local private sector and
security considerations, but our different arrangements for many
traditional local authority functions can to a limited extent increase
the opportunities where these functions are directly carried out by

Northern Ireland Departments.

As the Report shows we will be continuing to seek to promote the
involvement of the private sector whenever it is helpful to do so
including in such areas as the Health Service and Departments will

continue to monitor all the initiatives in Great Britain for possible




application here.

I am copying this letter and the Report to the Prime Minister, members

of E Committee and to Sir Robert Armstrong.




REPORT O CONTRACTTNG OUT TN NORTHERN TRELAND

AGRICULTURE

0810101

Three targets have been achieved:

- Over 90% of routine tuberculosis testing is now underiaken by private

practitioners;

- . - . o
- 80% of minor watercourse maintenance is contracted out;

-~ Virtually all urban main drainage is done by contractors.
Additionally, appropriate work on other arterial drainage scheues is

out from time to time.

Further Development

Certain functions which hzd previously been considered for privatisation, eg
milk recording, pig classification, artificial insemination and quarantine
may provide suitable candidates for contracting cut if privatisation is noci

successful.

INDUSTRY AND EMPLOYMENT

sponsored direct

labour organisation) have been tran red i centractors

estimated savings of £75,000

oy
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A review of the Nomth

potential for contracting




is already contracted cut bul changes ol policy have been introduced which
‘!

now present further opportunities. Tencer documenis have been prepared for

contracting out canteen services at Cover

Further Development

Contracting out and privatisation are of considerable interest to the new
P

Tndustrial Development Board establiched in September this year. The IDB

already uses private agencies in certain fields such as direct mailing, advertising

and promotional activities, but wishes to consider the matter further as it

develops its work.

ROADS, WATER AND TRANSPCRT

Present Position

T

The Department of the Environment (NI) is the Roads and YWater Authority for NI,
and the scope for contracting out design and construction work has been examined.
Consultants are employed for certain categories of work. At present some 60-T705

of water and sewage design work is done outside and operational work is shared

between water service staff and contractors. In the Roads Service all major

new works are contract ut but on maintenance and minor works the private
has been shown tc be no sarily more efficient than in-house operaticn.
The Department will continue to monitor the balance between in-house and contract

work and adjust accordingly. A major review of the arrangemenis

==t

of the plant and vehicle fleet, principally used by the Roads

is in progress with the possible outcome that at least some of the work could be

contracted out.




The DOE(NI) is the rezipient of a large number of public liability claims,

Arrangements are in haznd to review the handling of these claims and to

consider the possibility of using insurance brokers for their processing.
(=)

All vehicle testing ir

had previously been
as & candidate for contracting cut but rejeciec
on security grounds. At the request of Ministers, the position is being

reviewed agein and a report is expected from the RUC/NIO shortly.

HOUSING

Present Position

Considerable privatisation has takea place — sale of houses, provision of
nortgages by building societies and development of the Co-ownership
Housing Association. Extensive use has been made of private solicitors

in the implementation of the Housing Executive house sales programme and

in certain cases private estate agents have also been employed.

Further Development

~

The prime candidate is T na s nd grounds maintenance funciion of

the NI Housing Executive.

ENVIRONMENTAL SERVICES

Present Position




and the Department is keeping in touch with action in GB. As this service,
2 :

is one of the major functions of NI District Councils they are rather more

reluctant to trauns i han some of their GB counterparts.

- Development

U0n(XI) Lands Service vhich has been mentioned in a previous report on

rivatisation has been the subject of a recently completed Rayner Study.

Futuﬁe action in this area awaits the outcome of that exercise.

DOE(NI) are presently examining means of comparing the cost of in-house

Graphic Services with the cost of obtaining a similar service from a private

firme.

EDUCATION

Present Position

Most school buildin sport and recreation capitzl work is already contracted
&y SP p : J

out. In addition to the actual construction work, a considerable proportion

of the planning work involved is also contracted ocut by Education and Librery
Boards, voluntary authorities and District Councils. The Depariment and the
Boards employ some professional staff to ensure that correct building standards

are maintained.

Roughly one-third of school iransport is provided by the Education and Library

Boards where the public trans] authorities are unable to make satisfactory
arrangements, There is a 1 f suitable private sector operators. However,

before putting buses on new routes Beards advertise school itransport contracts




Future Development

The contracting out of schcol meals was considered by a working party in

1979. It concluded that caterers were only interested in large schools

where substantial profiis might be made and would be unwilling to provide a
general service which would incorporate small rural schools. However, one
of the five Education and Library Boards has agreed to institute more
detailed studies to determine the precise costings of contracting out and

consequent effects on public expenditure.

The Department is also examining the possibility of contracting out the

running of leisure centres or individual services within existing sports

complexes such as cleaning, cafeteria, caretaking etc., These facilities

are managed by the District Councils.

HEALTH SERVICES

Present Postion

Previous investigations on contracting out had indicated that clezning,

laundry and catering services could be considered as suitable canditates

ot =

but the apparent lack of capaciiy in the private sector in Northern Ireland
was a major drawback. The Department

in contracting out these services in the NHS in England where

Authorities have been reguested t the ccmmercial market

way during 1983. This approach may not prove very productive

market is smaller and few, if y, outsi irms may be interested.

DHSS(XI) have




response the Department proposes io suggest
that the NI H nd ok Services Boards should test the market in

the rest of the UK as wel
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is being contemplated, DHES III) has asked one its HPSS Boards to consicder
contracting out laundry services rather than to proceed with substanti

sents. A full investment appraisal will be‘required before ziy;

nvestment will be approved.

DHSS(NI) currently undertake in the region of 10-15 4 of architectural and builiiz=

-

design services in-nouse and this is considered to be the ninimum nece

retain professional staff and specialist knowledg

Further Development

A discussion document prepared by DHSS(L) relating to potential areas fo

use of outside contractors in the context of building maintenance is awaited.

A re fo ccal review ugcested more extenced us f outside
A report llow review) suggested xt ! e o e

contractors on estate managemen This report is presently the subject

consideration by the Health Boards in consultation with Departments.

DHSS(KI) also propose to draw the new Industrial Developuent Board intc the

debate about what can be done to stimulate commercial interest in the delivery

f health support services,




AW, OHDER AND POLICE SERVICES

A11 cztering in the Police Authority to the value of £2.25m in the current

ial year is now contracted out as is virtually all building and

o

»intenance work to a value of around £10m in this financial year. Some

307 |of design and planning work is undertaken by consultants while an
|

estimated £1.2m will be spent in this financial year on maintenance work

undertaken by private garages on police vehicles as against £2.1m in the

Police Authority's own workshops. The cleaning of the Visitors Centre at

HIIP llaze formerly undertaken n Officer Staff, has now been coatractec

o

out and a contract has been let to a private security firm to carry cash 1o
two of our prison establishments. We are currently examining the exteansion

of the service to other prisons.

Some work on the telecommunications side, eg CCTV and Public Address/Bonb

Alarms Installations has been contracted out but experience here has not

been satisfactory. The systems require excessive maintenance and the NIO

has concluded that the scope i ontracting out is limited.

Further Developments

Subject to the overriding security constraints the NIO ie considering

contracting out cleaning services for the Police Authority. This work

S

costs around £4im per annum and there should be a possibility of using

outside staff in at least some areas




OTHER PUBLIC SERVICES

Present Position

Northern Ireland Departmentis, in general, still use in-house cleaning services
I . ’

but where possible do employ contract cleaners A major exercise to ilaprove

the efficiency and effectiveness of ihe aning services is well under
and when this is completed we propose to further examine the cost and

1

effectiveness of our cleaning services against those of outside contractors.
We estimate potential savings of s m in in-house services by means of this
exercise. NI Departmentis are alert to the possibility of using private securiiy

firms where appropriate and do so in many instances. Considerable savings

are being effected by the installation of intruder deteclion systems

alternative to security guards

TMurther Development

An increase.in contracting out compuier services is envisaged. A balance

will need to be struck between essential Government requirements, probable
increase in cost and the need toc develop the use of the new and advan-ed
technologies so as to improve the performance and efficiency cf the Gove:

service, The most profitable areas are likel; be accounting, engineerin

and agriculture.
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THE CONTRACTING OUT OF PUBLIC SECTOR FUNCTIONS

I have now completed my review of all my Department's activities on
convracting out. I attach a report dealing with the specific issues
raised in your letter of 11 August to Willie Whitelaw and in the more
recent letter of 18 October.

As to the scope for contracting out, my responsibilities broadly fall
into two catvegories: those activities directly carried out by the
Welsh Office and more indirectly areas such as local government, the
Welsh Development Agency (which has already contracted out its
construction and maintenance work) Iistrict Health Authorities and
the Welsh Water Authority where I can influence but not directly
control future planning. I have encouraged the extension of

. contracting out in these areas and this has already btorne sowme fruit -
parvicularly, as my report shows, with the District Health Authorities -
and I believe there will be further progress including assessments
of financial consequences to report.

On the more direct Departmental activities contracting out has been
used wherever possible for a number of years. ZFor example my Transport
and Highways Group has never employed a Road Construction Unit and

tiie bulk of design work on trunk roads and motorway schemes in Wales
has been, and continues to be, undertaken by private consultants.

I am sending copies of this letter to all members of the Cabinet,
the Attorney General, the Lord Advocate, Sir Robert Armstrong and

to John Sparrow.
7 /\f o

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer

HM Treasury

Parliament Street

LONDON
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WELSH OFFICE PROGRESS REPORT ON THE CONTRACTING OUT OF
PUBLIC SECTOR FUNCTIONS :

PART I - DEPARTMENTAL FUNCTIONS

(Numbering of functions and categorisation as in
CPRS report of July 1981)

!

Contract Cleaning: Category A (Departments generally); A(w.0.)

1. All main Welsh Office domestic office cleening and window cleaning is
contracted out. (See Item 1.xiv. on page C6 of CPRS report.) This is the ca
also in WOAD as far as window cleaning is concerned but there are some 21%
icleaners directly employed in various offices, a number of which are in small ou
stations unlikely to attract a contractor. But further contracting out needs to
be considered. 3 : .

2., Caernhilly Castle, Castell Coch and Tintemn Abbey are already cleaned by
contractors. Caerarfon Castle is a possibility, which might reduce the direct
-labour force by one. The remaining ancient monuments will be looked at but score
for further contracting out is not anticipated.

3. (Contract cleaning conld produce savings in the Health Service. The industry
is ready to meet the specialised needs of the DHSS and has sought a meeting with
the Department. AHA Chaimrmen are to be invited to congider the potential
advantages. . | 1

1

i

Management Consultants: Category B (Departments generally); A? (v.0.)

|
4. The Welsh Office has little direct experience of the vae of management
consultants. The possibiliily is being explored of contracting out the management
»0f, the oil depot at Llanreath, Pembroke Dock, which the Department holds for use
in the event of a major oil tanker disaster off thewest coast of Wales.

5« The scope for the use of management consultants by the NHS in Wales is regerc
as limited, because AHAs have their own management services teams with the kindé ¢
specialised knowledge of the Health Service which outsiders lack. Moreover, sinc:
consultants of repute are expensive to employ, the Department would advige AHZs
to consiaer each case carefully before committing funds for this purpose.

Agency Staff: Category B (Dcpartmenis generally); - C (w.0.)

6. The Welsh Office shares the generally held view (See item 3.9 on page C8 of
the CPRS report) that agency staff would be employed only if absolutely necessary,
since it is very expensive to do so. : :

|
Computing Services and Staff: Category B (Departments generally); B/A (W.0.)

T« The Welsh Office is congidering the introduction of mini and micro computers
in order to save money spent on bureaux services (of the order of £100,000 per
year) and improve departmental control. This is the approach also of the
Department of Energy, which has decided to reduce the amount of contracting out tc
computer bureaux for the same reason (Para. 21(11) on page 7 of Part I of the
" CPRS report.) i e {
8. 1In England, RHA Chairmen have agreed proposals by the DHSS which is now
preparing specific advice on the use of commercial computing services where
computing package development would otherwise have to be undertaken by the NHS.
Against this background, the Welsh Office is looking into policy on NHS computing:

|:I:l : “al es gl
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' Traiming: Category B (Departments generally); C (W.0.) 1

9. The Welsh Office relies in the main on internal training facilities, the

Civil Service College and other specialist facilities within Government Departments,
The Department is alert to the possibility of using outside contractors if a need
were perceived in specific areas and subject to considerations of quality,
relevance and cost (Para. 18 on page C13 of Part I of the CPRS report.) An example
of such usage is for aerial prhotography (see para. 23 below.).

6. Security Staff: Category B (Departments generally); B/C (w.0.)

10. The CSD's continuing view is that the present extent of contracting out is
about right and that the use of contract staff is generally more expensive.

(Para. 20 on page C13 of Part I of CPRS report). The Present posgition in the
Weilsh Office is that private contractors provide security cover in both Cathays
Park buildings throughout the day and night. This is the cheaper arrangement but,
following the industrial action in 1980, recruitment of Welsh Office staff to -
provide daytime cover has been agreed by the Secretary of State.

7(a) .Catering (CISCO): Category C (Dcpartments generally); ¢ (W.0.)

CSD contend that substantial contracting out could only be achieved at
additional cost but that individval cases should be decided on their merits since,
at the margin, some contracting ocut may be feasible. The Welsh Office is watching
the progress of a comparative study of CISCO and private catering for the snack

, bar in the Treasury, with a view, possibly, to 'read across' of the results.,

7(b) .Catering (NHS): Category A (DHSS(NI)); C (IHSS); ¢ (W.0.)

12. The Welsh Office agrees with DHS3 that contracting out is inhibitea by

private caterers' lack of expertise in the specialised field of hosptial catering,
lower cost and higher efficiency of direclly provided services, and union and staff
opposition. 3ut there may be'some limited scope in future for using contractors
for specific local problems wnich cannot be solved within the NHS.

9(a) .Architectural and Building Design Work (Arcient Monuments):
Catzgory A (PSA generally); B (W.0.)

13. Preservation work on monuments requires staff experienced in the needs of
this kind of work and the Welsh Office Ancient Monuments Branch will, therefore,
alvays need to employ its own arcnitects. There is scope for the employment of
outside architects in the design of such structures as ticket offices, toilets and
display centres where the work, although archaeologically and aesthetically
sensitive, is not critical, and also in the design of ancillaries such as heating
or lighting installations. Use has already been made of consultants for these
purposes and will continue to be made in the future, but work of this kind does
not form a large part of the archicects' workload and is unlikely, on its own, to
give scope for a staff reduction. Engineering consultants are being used this
year at a cost of £10,000.

9(c) .Architectural and Building Design Work (NHS): Category ? (Departments generally);
B (W.O-)

14, The principle of using outside coniractors is already accepted. Around T0%
of the work is already contracted out by WHTSO and AHAs in Wales, No further
scope is foreseen but the situation will continue to be monitored.




Research angd Development: Category ? (Departments'generallyf; (t (W.O.)

15« The greater part of the R&D sponsored by the Welsh 0ffice is carried out

by public sector institutions. There would gseem to be little scope for further
privatisation. An inter-departmental comnittee ig looking at the Possibilities
in the industrial field. :

16. If the recent (and still Confidential) dec
Building Agency ig confirmed, there will be an

kind of work done by it in Walesg by coitracting ganisa-
tions. The current cost of housing res i Vales through the
Agency is about £70,000 in 1981/82,

c
2.51(12(d)Building Maintenance and New Works (Ancient Monuments) :

Category A (Departments generally); B (W.0.)

17+ Special skills, e.g. in consolidation of o014 stonework to match the style
of the original, have been built up by the Department's direet labour force

OVer many years and are not to Ge found in the general building trade. 4
further complication is the frequent need to fit Preservation work in with
archaeological work which would lead to difficulty in timing if contractors were
used. Specialist contracto oration of his*oric Paintings and
painted woodwork and for sp ion (£7,000 in 1981/82).

18. There is scope for use of outside contractors for construction and main-
tenance of ancillary structures. /82 it is estimated that out or a total
expenditure of £38, 382 for ancillary new works (excluding the direct lapour coet)
£37,854 will be expended through contractors., Comparable figures for ancillary
maintenance are £52,615 and £44, 115,

3(e) .Traasport Services (WHS): Category C (Departments generally): B/? (.0.)
14(c).Vehicle Maintenanos (NHS) : Categury B \Departments generally); B/? (V.0.)

15.

19. The results of the DHSS Central Management Services Study on the relative
merits of different maintenance arrangements for NHS vehicles will he made
available to the Welsh Office and action in Wales then considered, Already,

over 40% of the maintenance undertaken on cmbulance transport in Waleg ig
contracted out, compared with 65% for non-ambul ance transport. AHa Chairmen will
be invited again to Consider the potential advantages of contracting out,

Cartographic Services: Category A (Departments generally); B (w.0.)

20. al1 printing work is contracted out “hirough HMSO, which determines which
agency (including HMSQ itself) should do the work. The Welsh Office ig charged
by HMSO for handling the work. Were the Department able to negotiate directly
with the printer, the procedure would often be more efficient and the handling
charge {up to 15% of the total) would be saved.

21. Less than half of photographic Processing ig contracted out, but the
proportion is falling now that there are improved facilities for i
in the new building. The major constraint now is the sigze that ¢
graphed with the camera available. Work in-hous
example, production of proof maps from
essential for accurate checking Pruposes, would
private sector compared with £14,000 in-house.
m the drawing board to the darkroom ang back,




- -~
22, Artwork is all done in-house. Work is taken on only if it is specifically
related to the functions of Welsh Office Divisions and considered by them to be
essential; extraneous work and work not relevant to a cartographic function has
now beea dropped.

23, Outside consultants (the National College of Agricultural Engineering) wers
used for a training course in aerial photography.

24. All the Ancient Monuments Branch's photography is already done by contract
Estimated expenditure for 1381/82 is £25,000.

25. Cost, security and convenience are the factors inhioiting contiracting out.
Even where work could be ccntracted out at a competitive rate, difficulties
would arise since much of the work requires access to Departmental records and
since there are no firms in Wales which could offer work of the necessary
guality. Using firms in South East England would increase communicaticns cosis
There are also specific reasons for raintaining an in-house capability: the
need for recording work sucn as the Land Use Records and River Variation Orders
and the need for a secure and priority service.

26. It is considered that the Welsh Office contracts out «ll that it is
possible or effective to put out. External costs are monitored regularly as a
check. It would be possible to contract out more Drawing Office work but only
at a substantially greater cost than in-house work. 'Read across' of DOE
experience is not applicable since the Welsh Office's cartographic services
reflect those of many of the major functional Departments in Whitehall.

Legal Services: Category C (Departments generally); A (W.0.)

" 27. The Welsh Office has considered carefully the arguuents for and against
contracting out NHS litigation and conveyancing work currently done by the
Legal Division. The Secretary of State endorsed recentl; a recommendation to
retain litigation work, the privatisation of which was considered contrary to
the public interest since there could be no confidence in the maintenance of th
quality, promptness and consistency of advice to the NHS.

28. The advantage of having one central source of professional expertise
applied in the case of conveyancing also, but the increasing backlog of case-
work was a complicating factor. The Secretary of State therefore decided in
favour of keeping the backlog under control by limiting the number of cases on
hand to those which can be dealt with by the existing staff and putting the
significant number of remaining cases out to private solicitors. There will be
a review after 12 months to judge how the private solicitors are coping with a
view to considering further moves in the same direction. :

29. The possibility of 'reading across' from the Department of Trade's Rayner
Scrutiny, which includes the option of utilising outside lawyers for prosecutio
work, will be examined. It has been hinted that there might be recommendation
for setting up of a network of solicitors to act for Departments and for a
greater use of agent solicitors, subject to certain provisions (Para 60 on
C29 of the CPRS report.).
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19. Design and Supervision of Major Road Schemes: Category A (Drp); B (W.0.)

30. The communications and signalling system for the M4 Motorway in South
Wales, which has been substartially completed since the early 70's,and for
many other of the Welsh Office's trunk road improvement schemes, has been
designed by Consulting Engineers rather than by Welsh Office staff. During
this period the number of the Department's Electrical -Engineers has been
reduced from 4 to 2. It will be the policy to employ Consultants to the
maximum extent possible in the design of the communications and signalling
systems needed for the planned trunk road improvement schemes,although no
further reduction in the number of Welsh Office Electrical Zngineers can now

be expected.

31. Reference is made in the CPRS report (para.-63ii on page C31) to the fact
that the RCU Organisation has never applied in Wales and that Consul ting
Engineers (rather than local authorities acting as Agents) ave responsible for
preparation and design work on most of Welsh trunk road improvement schemeg.
This applies riot only to the major schemes (OVe: £1m) but to the smaller
improvement schemes as well. For example, the Department has used Consulting
Engineers to design and supervise a number of trunk road bridge reconstruction
schemes of under £1m value and also culvert replacement schemes. In a1l the
Department is using some 21 firms of Consulting Eng:neers for its road
improvement schemes and also 8 firms of architects.

2% a) .NHS Functions: Use of Outside Health Contractors: Category A (Departments
generally); A (W.0.)

32. A circular similar to that issued n England (para. 65i on page 033 of

the CPRS report) has been issued in Waleg, encouraging the extension of
co-operation between the NHS and the independent medical sector.

21(b) .NHS Funciions: Laundry Services: Category A (Departments generally); A (w.0.)

33. As in England, experience in Wales has shown that commerciai lawidries
cannot offer as comprehensive = service at a comparable cost. There is also
resistance to tzking foul wash so that the NHS would still be involved in part
of the laundering tunction by having to cervice foul wash before passing it on.
However, AHAs will be asked to consider the use of private contractors when new
capital schemes are designed.

21(c) JNHS Functions: Manufacture of Blood Products: Category G (mHss): ¢ (w.0.)

34. Wales does not have a Blood Products Laboratory. Blood Products are
prepared for England and Wales, mainly at a central laboratory, from raw
materials supplied by Regional Transfussion Centres. DHSS Ministers have
decided that there is no satisfactory basis for commercial involvement without
serious risk to the voluntary blood donor programme (para. 67 on page C34 of
CPRS report.

24. Publishing: Category ? (Departmenté generally); B (W.O.)

A major recommendation of the Rayner report on the Statistical Services
as that use of HMSO services for publications should cease.
It was agreed subsequently to implement the recommendation by purchasing word
processors and going to private printers for the statistical publications with
which the word processors could not cope. Use of word processors retaing the
work in-house and going to a private printer with one or two publications will

result only in contracting out by the WO rather than by HMSO,




Restoration of Opencast Sites

Brucellous Testing

Tuberculin Production Category 7 (MAFF)
Laboratory Work for the Intervention

Board for Agricul tural Produce

36, Functions 28-30 primarily relate to ADAS, which is still operating on an
England and Wales vasis, and the Welsh Office will be 'kept informed of progress.
Function 31 is the responsibility of MAFF alone.

Land and Estate Management : Category ? (MAFF); ¢/B (W.O.)

37. The Welsh Office is seeking to dispose of its land holdings. It would
therefore be impracticable to consider contracting out at this stage.

38. In-house estate surveyors carry out letting of property and assessment of
rents. They use the Inland Revenue valuation service as agents for purchases
of monuments and claims for ceompensation (some 5 cases per annum). The
possibility of contracting out any of this work has not beei. considered but any
saving in staff would be marginal.

39. Land surveys are an essential part of the restoration and recording work
of the Ancient Monuments Branch. Large land surveys are ccniracted out (at an
estimated cost of £13,600 in 1981/82) whereas small surveys are carried out
in-house by a staff of 2 who fit them in with other work. Further contracting
out is unlikely to lead to staff savings.

40, Custodians and sales staff man 24 monum2nts. The possibility of coniracting
out is being considered by the IDOE and ihe Welsh Office will exyvlore the
feasibility of 'reading across' to Wales.

41. The bulk of archaeological work is carried out by agents (4 archaeological
Trusts, the University of Wales and the National Museum) or by casual appointment
of specizlists.

Ground Maintenance: Category ? (MoD); B (W.0.)

42, The iargest item, grass cutting, is; done by contractor at the 24 monuments
in Anglesey and at Caexrleon, Caerphilly Castle, Monmouth Great House and
Tintern Abbey at an estimated cost of £31,000 in 1981/82). Custodians, key
keepers or directly employed labour do the work at 80 other monuments. There
would be no staff reduction of custodians or key keepers if the work were
contracted out tut there could theoretically be a saving of 2 or 2% on directly
employed labour. But there are practical disadvantages, since the employees do
other work, such as checks and small repairs, and the use of contractors, even
if they were atiracted to working at the sites, would involve visits by
supervisors. A grounds maintenance consultant is already employed at £6,000
per annum.

Pharmaceutical Manufacturing: Category ? (IHSS); ? (W.0.)

43. Comparisons between what it costs to manufacture pharmaceuticals in-house
as opposed to obtaining them from commercial companies are being-made in
England. The Welsh Office intends to ask AHA Treasurers to co-operate in
devising a standard method of costing NHS pharmaceutical operations on the lines
of the English exercise (page B2 of CPRS report.).




H8using: Insulation Grants Appeal: Category A (wo0.)

44. As reported in the CPRS report (page B3) some pProgress has been made in
contracting out the work on appeals into Departmental decisions on insulation
grants in respect of properties affected by road schemes. The value of work
undertaken in 1980/81 was £53,000 and £30,000 worth of contracts are expected -
to be let this year. The use of firms of architects to supervise the
installation of noise insulation is likely to increase at the expense of the
National Building Agency, if it closes, and the local authorities.

Functions not listed in the CPRS report

Family Practitioner Services: Category C (W.0.)

45« These services have been considered anew. The vast majority of such’
dervices are, of course already fully contracted out in that medical and dental
general practitioners, chemist contractors and opticians have the status of
independent contractors, thei: contract with the Department being a contract to
provide services, not a contract of service. There is obviously no scope for
further contracting out in such circumstances.

46. The exception is the Welsh Pricing Bureau, a service provided by WHTSO,
which is responsible for analysing and costing prescriptions. There is a
proposal that the work of the Bureau should be computerised and it could be said
that the computerisation process is a candidate for contracting ~ut: against
this however is the fact that the corresponding Prescription Pricing Authority
in England is already in procezs of being .computerised and that it would be
absurd for the corresponding fenction in Wales to be carriea out differently.
“ne only logical answer is for tne Welsh Pricing Bureau to tuke advantage of

vhe development work which has already been done and to adupt a similav, and
fully compatible system. The zervice should not be contracted out.

Aerial Surveillance of Inshore Waters: Category A (MAFF, DANI, W.0.)

47. Following the disbandmeni of the RAF Squadron which, until earlier this
year, covered UK inshore waters for Purposes of azerial surveillance, Fisheries
Departments (other than DAFS, who operate independently) have considered the
employment of civilian aircraft. Initial estimates of the cost were less than
half the £570,000 per annum cost of an MoD Sea Heron Servire. A trial with a
civilian aircraft is in progress with a view to proceeding to a long-term
contract. Inter-Departmental financial arrangements are under consideration.

PART 2. LOCAL AUTHORITY FUNCTIONS '

48. 1In the fields of activity within the jurisdiction of LG Division action
awaits publication of the outcome of DOE'g research project aimed at identifying
useful examples of current contracting out practice in local environmental
services. Limited scope is anticipated but the mounting of a propaganda
exercise with Welsh local authorities is supported,

49. It is thought possible that private sector planning consultants might be
used for the structure and loeal plans work of local planning authorities.
VWhether this possibility will be broached by DOE is not known.

50. No reference to DHSS is made in thig Part of the CPRS report, which must
reflect the inherent difficulties in the way of hiving off any significant parts «
of the functions of the social services authorities. One cannot envisage, for




example, the private sector being entrusted with the child care functions of
such an authority. Minor segments of the social sexrvices function might be a
different matter. Some services are already partly privatised eg boarding
houses etc for mentally handicapped and other groups in care. In addition local
authorities might be encouraged to entrust home help responsibilities to
contractors, and the same could conceivably apply to cooking and cleaning
functions in residential homes. However, repercussions on the part of the
relevant trades unions could be expected and it would be unrealig'ic tc believe
that the Welsh Office could make any significant progress on these lines in the

absence of a IHSS lead.

PSD
50 September 1981

12(c) Building Maintenance (NHS): Cetegory A (DHSS(NI);? (Departments

generally); B (W.0.)

51. AHAs in VWales do make use of outside contractors, especially for
maintenance of specialist equipment and work which by its intermittent nature
does not justify the employment of full-time staff. Routine building
mcintenance is carried out by direct labour, which has the advantage of
giving emergency cover and flexibility. But AHA Chairmen will be invited
again to consider the potential advantages of contracting out.
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From the Secretary of State for Social Services

The Rt Hon Sir Geoffrey Howe QC MP

Chancellor of the Exchequer
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PRIVATISATION

In her minute of 28 July, the Prime Minister asked Departmental
Ministers to report to you on their plans for further measures of
privatisation.

Health Services

The private health sector i nixture of voluntary, charitable and
commercial enterprises, canc Z" ‘rom small nursing homes to modern
hospitals, capable of under ng major surgery. A numb of the
hospitals and nursing homes are run by religious foundations. Health
Authorities vse some of the facilities on a contractual basis. Many
beds in longstay private nursing homes are for example occupied by
patients paid for by the National Health Service. Substantial numbers
of doctors work in both the National Health Service and private
hospitals.

The size of the independent sector is comparatively small, but the
benefits to the National usalth Service of there being a partnership
between the State and the private sector are out of all proportion.

The development of private facilities draws on other sources of finance
and increases total health care provision in the country and, therefore,
helps to bridge the gap between the supply of health care and demand.
The private sector can relieve pressure on hard-pressed NHS services
either directly or by allowing the NHS to direct resources to other
areas.

Our strategy therefore is to build a proper partnership between the
public sector and private and voluntary services. I am aiming to
break down artificial barriers to co-operation between different
agencies and to use the contribution of private health care to best

effect.
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To this end I have asked Arnold Elton to chair a small Party working
group to look at co-operation between the NHS and the private health
care sector.

Contracting Out

I shall be sending you very shortly a fuller account of progress and
prospects for contracting out in response to your letter of 11 August
to Willie Whitelaw.

I shall shortly require authorities to seek tenders for all maintenance
contracts in excess of £15,000 (which should lead to an increase in
private work - already substantial) and the amount of in-house building
and engineering design is now on average less than 40 per cent.

Another area is the use of independent accountants to audit the accounts
of health authorities; I have decided on a trial to test their value.

Land

A review of possibilities for disposing of surplus NHS land and
property is well advanced. .

Manufacture of products by the NHS

Many health authorities make products for use in hospitals. I shall
shortly be advising authorities that they should manufacture products
only when it is clearly more economical to do so than to buy them, or
when no suitable product is otherwise available. The new policy will
in general apply to medical equipment and supplies for diagnostic,
therapeutic and rehabilitation purposes and to most pharmaceutical
products for medical use.

NHS Supplies

Following a Rayner scrutiny last year, we have already transferred most
of the health care industry export promction work previously undextaken
by the Department to the independent British Health Care Export Council
and are discussing with industry how far the rest of the work can be
transferred to the private sector.

Responsibility for NHS supplies is vested in the Supplies Council, a
statutorily independent health authority. The Council is reviewing,
with the help of consultants, the possibility of making more use of the
private sector in storing and distributing NHS supplies. My officials
are in touch with this work, though results are not expected until next
year.

The Department undertakes important and necessary work in evaluating
NHS equipment and testing prostheses. We shall be considering whether
some of this work can be undertaken by independent test houses such as
that run by the British Standards Institute. We shall also review the
possibility of manufacturers being assessed against our guide to good
manufacturing practice by an independent body. Those aspects will,
however, need to be discussed with industry (who may well resist), the
Supply Council and other bodies concerned. I would not expect results
before next year.

2
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Personal Social Services

Most of the services provided by local authority social services
departments are aimed at needs which in the bulk of cases are already
met privately - by families, by friends and neighbours, and by

formally organised voluntary effort. The social services exist as a
safety net for those with no other source of care and I do not think

it would be possible to redefine local authorities' responsibilities

by leaving some of them entirely to private agencies. Local

authorities can, however, be encouraged to discharge their responsibi-
lities by purchasing private and voluntary services on behalf of clients.

I am copying this letter to other Cabinet colleagues and to Sir
Robert Armstrong.
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THE CONTRACTING OUT OF PUBLIC SECTOR FUNCTIONS

You asked in your letter of 11 AuguSt for a report by the
end of October on progress to date with contracting out and the
further measures that might be taken. The information that
follows was assembled on the basis of your original request and
does not, therefore, cover all the ground suggested in your
Private Secreta“v s letter of 18 Oc¢tober. I have asked for such
additional material as is readily available to be assembled
quickly and I shall send that to you as soon as I can. In the
meantime I hope you will find the following helpful.

As you know, our principal efforts in this area have been
directed towards the privatisation of domestic services at the
thirteen residential training establishments for which the Home
Office is responsible. The exercise is being conducted in three
phases and is planned to be completed by September 1983. It has
to date been found feasible and profitable, to contract out
catering, housekeeping and security services, but the privatisation
of other services such as transport and gardening has so far proved
to be impracticable on either financial or management grounds.

In the first phase contracts were awarded for the provision of
services at three establishments - the Police Training Centres at
Bruche and Chantmarle and the Prison Service College, Wakefield
(Love Lane). The contracts, each for three years have been in
operation since 1 April 1682, and performance so far has been
satisfactory. The three contracts should cost about £986,000 in
1982/83. This represents an estimated financial saving of over
£300,000 and a staff saving of over 160.

In the second phase contracts have been awarded for catering,
housekeeping and security services at four establishments -
Ryton Police Training Centre, the Police Staff College, Bramshill,
the Central Planning Unit, Pannal Ash, and the Prison Officers
Training School at Leyhill. In addition contracts have been let
for catering and housekeeping services at Ashford Police Training
Centre where the company to which the contract was originally
given withdrew. The contracts will operate from January 1983
and discussions with successful contractors are in progress about
arrangements for handover and recruitment of staff. The annual
cost of the contracts at the five establishments is estimated at
£1,590,000 and financial savings at about £650,000. There is a
probably saving of about 250 staff.

The Rt. Hon. Sir Geoffrey Howe, QC., MP. feent taes




We are now embarked upon the third phase. . Privatisation
studies are already in progress at the Fire Service College,
Moreton; the Police Training Centres at Dishforth and Cwmbran,
the Prison Service College, Wakefield (Aberford Road) and the
Home Defence College, Easingwold. The aim is to invite
tenders in November and to take decisions in February/March 1983
for the introduction of the contracts in September 1983. We would
hope to achieve annual financial savings on these contracts in
excess of £650,000 and there are potential staff savings of about
290.

Contracts have been awarded to Grandmet Catering Services Ltd.
for services at Bruche, Chantmarle and Ryton Police Training
Centres, the Prison Service College (Love Lane) and the Prison
Officers Training School, Leyhill. The Sutcliffe Catering
Company (North) has obtained the contract for Pannal Ash and
ARA Food Services Ltd., from Bramshill. At Ashford the contracts
are being let to Pennine Catering Services for catering and
County Cleaning Contractors for housekeeping. '

The cost of redundancy compensation (and payments in lieu of
notice) is estimated as:

First phase (actual) £300, 000

Second phase (estimated) £450,000 .

Third phase (estimated) £500, 000

£1,250,000

The cost of redundancy payments in the first phase at each estab-
lishment has been more than covered by savings in the first year.

The trade unions - industrial and non-industrial - have been
consulted and kept informed at all stages. They have stated
their objection to the principle of privatisation but have so far
taken no action to impede progress. All other interested parties
have been kept fully informed. Most now seem reluctantly to accept
the financial case for privatisation, but there is still strong
opposition from the Association of Metropolitan Authorities and
particularly from some AMA-dominated local authorities' committees
for the Police Training Centres.

The staff savings achieved and in prospect are, of course,
essential to offset demand-led growth in Home Office central and
administrative services, particularly in the immigration, police
support and radio regulatory areas.

Aside from the residential training establishments, there is
extensive contracting out of work on prison design, construction
and maintenance. Over 90% of the new design work is undertaken by
professional nominated firms and expenditure on professional fees
in 1981-82 amounted to some £7 million. Prison building is mainly
undertaken by contractors, although to a limited extent direct
labour (prison works staff supervising inmates) is employed. An
increasing proportion of work on the maintenance of staff quarters
is also being done by outside term contracts and 100 prison
establishments have planned maintenance schemes for mechanical and

}
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engineering jnstallations, the documentation for which is
provided by private firms. Sales of property are also handled
by appointed agents. '

In the field of transfer services we are at present
operating 228 contracts for the conveyance of prisoners and
escorts by taxi, mini-bus and coach and the number of contracts
placed is likely to remain around this figure in future years.
The annual value is around £3.5 million. Freight transport is
also widely contracted out to a value of around £1.2 milllion a
year; the bulk of this relates to the activities of prison
industries and farms and gardens. We are currently engaged on
a detailed examination of the transport arrangements for the
main distribution networks for prison farm produce with a view
to contracting out all the delivery work if there 1is 2 cost
advantage.

As for fleet maintenance, the 1,040 vehicles in the Home
Office fleet are operated from 200 different locations spread
around England and Wales. Almost all local units already use
commercial garages for the maintenance and repair of their
vehicles. The exceptions are those major repairs, usually to
heavy vehicles, for which there is a cost advantage in putting
the work to our vehicle repair depot at Swindon, having regard to
such considerations as urgency and the distance involved. The
role and effectiveness of the Swindon Depot are, however, under
review.

Our Directorate of Telecommunications has for some time
used contractors for the installation of large control systems
and radio link assemblies. We expect to spend about £0.3 million
on contract labour this year and about £1 million in 1983/84.
This increased use of private contractors stems from decisions
at the World Administrative Radio Conference 1979, which require
all police and fire VHF systems To be converted to new frequencies.
On present plans we shall be using contractors for radio surveys;
the technical evaluation of some new equipment; the provision of
foundations for temporary masts; and the erection, dismantling
and transportation of temporary equipment cabins and masts at
hill-top sites.

Contract cleaning now operates in all our London headquarters
buildings with the exception of the Ministerial suite on the 6th
and 7th floors at Queen Anne's Gate which, for security reasons,
must continue to be serviced by directly employed cleaners. 68
contracts, three apportioned costs and sixteen agreements covering
office and window cleaning plus an additional agreement for pest
control have been negotiated.

I hope this information goes some way to meeting your propose.
I shall, as I say, let you have the additional factual information
requested by your Private Secretary ai‘soon as I can.
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DEPARTMENT OF EDUCATION AND SCIENCE
ELIZABETH HOUSE, YORK ROAD, LONDON SEI1 7PH

TELEPHONE 01-928 9222

FROM THE SECRETARY OF STATE

The Rt Hon Sir Geoffrey Howe QC MP rvﬁf&:'w

Chancellor of the Excheguer
Treasury

Parliament Street

London

SW1P 3AG 27 October 1982

A%W'
THE CONTRACTING OUT OF PUBLIC SECTOR FUNCTIONS

Thank you for sending me a copy of your letter of }{fAugust to
Willie Whitelaw on the scope for further contracting out of public
sector functions.

I do not think that we can realistically expect to see contracting
out on a major scale or at an early date for the provision of school
education. Our aiM is to look towards greater opportunities for
paréhts and students alike to opt, if they wish, for the independent
sector. We have already introduced the assisted places scheme to
enable pupils who might otherwise not be able to do so to be educated
at independent schools. Even with the present limited intake, the
cost will eventually build up to £30m a year, with little by way of
identifiable offsetting savings to local authorities. As you know
from my speech to the Party Conference, I am alsc considering the
role of vouchers and "open enrolment" in increasing the choice to
parents _between the maintained and independent sectorsaerdk Wdlia fi:
n ey .q_,f\_l‘d. ICJJ‘Y“.
This is not to say that I rule out the contracting out of particular
functions in schools. But experience so far suggests that this is
unlikely to lead to a more effective use of resources in many areas.
A number of local education authorities have looked at the scope for
contracting out the school meals service; but this is not an attrac-
tive commercial proposition because there is an upper limit to demand
confined to a small part of the day on only about half the days in the
year. The unattractiveness to commercial operators is underlined by
the one experiment that has gone ahead so far: an experimental one
year contract has been awarded in Essex to a Colchester firm to
operate the catering at Clacton County High School from this September.
The tender was slightly above the Authority's estimate for their own
service at the time and, in the case of a similar tender for catering
at a primary school (which is not to go ahead), the lowest tender
received was double the costs of the Authority's schocl meals service.
Neville Bosworth's experience in Birmingham is similar.

CONFIDENTIAL
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We have no evidence either of local -education authorities being able
to gain significantly from contracting out their cleaning for schools.
Croydon experimented with this but had to terminate the initial con-
tract involving two schools because of problems with the unions.
However, the experience of the experiment and a review of the possi-
bility of contracting out all its school cleaning has enabled Croydon
to bring about savings of about one-sixth (£0.3m) in its direct
labour cleaning budget. This demonstrates the greater willingness

of unions to change previous conditions of service and practices when
faced with the alternative of contracting out. I believe that there
is some scope for cutting costs and manpower and improving the
quality of the school cleaning service.

I shall consider what more I can do to encourage contracting out in
the local authority education service in the light of Michael
Heseltine's response of 19 October to your specific request for a
report on local government generally. In the process I will pay
particular attention to school cleaning: the decision must be for
individual authorities, but they need to be aware of the scope for
savings. _ .

The universities are already private institutions. As you know,

my aim is to see these become less dependent upon the tax-payer.

My officials are in touch with yours about the part which the tax
system might play in this and I also await some further views from
those I have approached within the universities.. I hope also to put
some firm proposals to you soon about loans for student maintenance -
again, I fear, with associated extra short-term costs as a condition
of much larger long term savings. Again, I think it is right that we
should expect higher education institutions to exploit their resources
to the full and to undertake consultancies for the private sector so
as to increase their income. Cranfield Institute of Technology

is the pace-setter here; but it is a specialised institution and does
not face what is a major barrier for polytechnics and other maintained
colleges, namely the legislation which restricts the trading activities
of local authorities. I am looking further into this.

Finally, there are my Department's own activities. The executive
tasks (such as pensions administration, preparation of statistics

and the administration of postgraduate awards) have been the subject
of recent Rayner scrutinies and there is little scope for contracting
out except perhaps in the case of the administration of some post-
graduate awards, which I am pursuing. Otherwise the Department makes
use of private contractors for particular services (including office
cleaning) and research and that will continue.

To sum up - and here I refer specifically to your Private Secretary's
letter of 18 October - there has been no contracting out of education
services since we took office and there are no plans for this year or
next. Looking ahead over a much longer period, I believe that there
is scope, by the different routes to which I have referred, for a sub-
stantial reduction in the extent to which the cost of education is

met from public funds. The price will be some smaller short term
additions. I cannot be more precise at this stage.

Gl N F I PN ToIL-A L
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I am copying this letter to the Prime Minister, other members
of the Cabinet, the Attorney General, the Lord Advocate, Sir
Robert Armstrong and John Sparrow.

CONFIDENDTIAL
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DISPUTE BETWEEN THE BRITISH STEEL CORPORATION AND THE
BRITISH TRANSPORT DOCKS BOARD

>

I wrote to you about this on\yﬁ June, and there have since

been discussions between our officials, BTDB have been.

attempting to resolve the deadlock with the BSC, but sc far with
——_‘
8 total lack of success., In addition, as your people know, the

BTDB commissioned a report from Price Waterhouse, jointly ‘1th

my Department, to examine the figures and assess their

ET———
implications for the successful flotation of BTDB, and your
g
people have had a summary of the conclusions of that report.
This has also gone to M™reasury officials.

I recognise that BSC have many more difficult and apparently

pressing issues to deal with, and that this is making great

demands on your time, But it has now become extremely urgent

to settle the dispute ion is to be practicable in January
next as we, plan. The purp of this letter 1s to suggest that,
despite all the other d iculties, we really must have an

early talk, and then quickly see Izn MacGregor thereafter.

(“OT\F{DEF‘*?“;AL
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they are entitled to rely. But in an attempt to get a solution

BTDB are convinced that they have right on their side.

They take the view that there is a legal agreemert on which

o

they have already made an offer of substantial concessions to
BSC which would, as I am advised uce the likely value of the
BTDB business, overall, by least £5 Price Waterhouse

have confirmed that the concessions which BTDB have offered

are substantial. However, BSC are pressing for a radically
different agreement which would, in the view of the merchant
bank advising me on the flotation, reduce the t5t81 value of the
business to an extent that would put the possibility of any 3

flotation at all at risk,

Put simply, Kleinworts advise me that we cannot hope to
proceed with a successful flotation until this dispute has been
resolved, Furthermore, flotatiorn will be endangered if BTDB
are forced to make concessions going beyond the offer they have
already made. The amount at issue for the BSC may seem small
in their terms, but the results are crucial if'we are to float
half the shares in BTDB, which is of course a very much smaller
commercial undertaking,

In my view, and despite all the other graver issues facing
the BSC, it has now become a political priority that Ian
MacGregor should be persuaded to settle this matter, more or
less on the basis already offered by B™DB. If the matter goes
to the Courts, B™DB are confident that they will win. But
the delay involved will make flotation impossible in January, and
it is far from clear that flotation will be practicable this

Parlisment. That seems to me an intolerable prospect.
_ P

I am sending copies of this letter to the Prime Minister,
i

Geoffrey Howe, Nicholas Edwards, Nicholas Ridley and Norman -

Lamont.
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My ref:

Your ref:

iC(October 1982

o4

The Prime Minister's minute of 29:Jaly asked us to report to you on
further opportunities for privatisation. 1In your minute of 11 August
you then asked for a further report on contracting out, making specific
reference to local government and to the NHS.

Lt ]
I had already put in hand work covering the whole range of gpportunities
from full privatlSation O CONELTacring out following receipt of the
Prime Minister's original request and our discussions and MISC 14 on
29 July (MISC 14(82)3rd). On receiving your request I decided that,
rather than draw too rigid a distinction between privatisation and
contracting out, it would be preferable to allow the work to continue
and present a full report on both as soon as possible. This means
that we have advanced slightly the appraisal of local government services
ahead of your October deadline.

PRIVATISATION AND CONTRACTING OUT

I am therefore enlosing 2 papers. The first deals with the DOE,
Ordnance Survey and related public bodies (exduding local authorities).
The second deals with local government.

I should appreciate an early discussion with you on how best to take
forward the discussion with colleagues.
\——-——-—-\

I am copying this to the Prime Minister, to members of E and to Sir
Robert Armstrong.
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MICHAEL HESELTINE

Rt Hon Sir Ccoffrey Howe QC MP
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* " BRIVATISATION AND CONTRACTING OUT IN LOCAL GOVERNMENT
'E BY THE SECRETARY JF STATE FOR THE ENVIRONMENT

1. This paper reports the progress we have made since we took office
in both privatisation and contracting-out in local government. In
the services for which I have Departmental responsibility we have

so far:

X% dramatically increased the sale of council houses. By April
1984 up to two-thirds of a million houses (out, of perhaps 1.5m
potentially in the market in Great Britain) will have been sold to

sitting tenants under Right to Buy:

ii. forced local authority direct labour organisations (DLOs)

to compete with the private sector for construction and maintenance
work; and

iii. seen the beginnings of a transier of refuse collection and
street cleaning services to private firms (Southend and Wandsworth

are the leading examples).

2. In each of these areas there is more do do. & housing I want to
achieve a still higher rate of sales of vacant locecl authority dwellings
by changes in the subsidy rules and by some legislative changes. The

contracting-out of housing management is a major new area of local

government activity for privatisation in which I intend to exert what
influence I can on authorities to set an example. I also want to see
more ouilding professional services being provided for local authorities
by the private sector rather than be carriea out by local authorities
in-house staff. An important step forward in this area will be the

introduction of the option of private sector building control certification

in next Session's Housing Bill,

3. For DLOs I want to see further reductions in the amount of new
work and maintenance work that can be done without competition below

1
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"J‘ne £50,000 and £10,000 thresholds respectively as from 1 April 1983,

and to allow tenants to do more minor repairs themselves,

4, 1In refuse collection and street cleaning my colleagues and I will

increase, over the coming months, the work of persuasion to which we

have already devoted much effort and which is now beginning to show

the first results. I have accepted an invitation to address a confere

in November organised jointly by the CBI and the Local Government Chronicle
at which representatives of local authorities and of contractors will
discuss the lessons not only of recent experience in such places as

Southend and Wandsworth but also of contracting-out other services,

5. There are varying degrees of scope for increasing contracting-out
in the other DOE local government services - lang use planning, sport

and recreation, countryside functions and minor environmental services,

6. Further details for all these services are set out in the annex.

7. For all the services for which I am responsible I have asked my
officials to examine in detail the scope for further development in

the involvement of the private sector and the means by which is can be
secured. 1In particular I have in miid the production, for each service,
of a short handbook which would help local authorities to deal with

the practical problems involved in the contracting-out of services,

8. I believe that a similar approach would yield valuable results in

local government services for which otner Deparmtnets are responsible,

MH
19 October 1982
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HOUSING

Ownership _
By April 1984 up to two thirds of a million council houses in

GB (out of perhaps 1.5m potentially in the market) will have
been sold to sitting tenants under Right to Buy. In addition,
there is government encouragement for the improvement for sale,
homesteading and the sale of vacant properties. Legislation
is being prepared for the next Session to extend RTB.

Manazement and Maintenance

Repairs and maintenance work is subject to the compulsory
competitive tendering provisions of the Local Government and
Plenning Act 1980. Ministers are considering-the scope for
increasing the amount of work to be subject to the provisions.
Day-to-day repairs are contracted out wholly or partially by
some authorities but not others. Guidance will shortly be
issued to all local authorities on the substantial scope which
exists under present legislation for more small housing
maintenance work to be carried out by the tenants themselves.
Some 150 a2uthorities use Giro for rent collection. On housing
management generally we propose to explore with selected
authorities the scope for contractiﬁg out the entire management
of council estates, subject to appropriate reservations cor
.safeguards for the exercise of IA democratic functions (eg rent
fixing, clearance and improvement), statutory duties (eg homelessness
letting policies, tenants' rights and social welfare matters.
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1% Part III of the Iocal Government Planning and Land Act 1980
introduced legislative cont*ols over all construcivion ,ng “ﬁ;nue“m‘c
work undertaken by directly employed local authority staff (DLCs)

Ze In essence the controls oblige DIOs to operate on
fund basis and to compete with private sector construct
for a substantizal proportion of their work. The main f
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£19) All income and expenditure must be vroperly accounted
for in separate DIO accounts

(ii) DIOs must overate so as to cover all their
in addition make a positive rate of returm
5% in CCA terms) on capital employed.

(iii) DIOs must compete with contractors for
(a) Highways and Sewerage work:

- 2all jobs of new construction or maintenance

individually valued at over £50,000.
(b) A1l other building work:

- all jobs of new work individually valued at
over £50,000, and one third (by total value)
of jobs below this threshold;

2ll jobs of maintenance individually valued

at over £10,000, and 30% (by total value) of

jobs below this threshold.

DIOs must prepare prior written estimates for all jobs

undertaken, and may not credit more than these amounts
asther income.

DICs must publlsh balance sheets, revenue accounts, and
statements of rate of return acaieved giving 2 true and
fair view of their activities; and, in adéivion, an
anmual report on their DIO activities.
The Secretary of State has powers to call for specizal
revorts from individual DIOs which fail to perform
satisfactorily, and may thereafter impose special
conditions on them or close them do'm.

3, Consideration is being given to further reductions as from
1 April 1983, of the amount of new work and maintenance work
that can be done without competition below the £50,000 and
£10,000 thresholds ((iii) above). (The thresholds are set s
by Order).
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CONFIDENTIAL

CAL GOVERNMENT BUILDING PROFESSIONAL SERVICES
ARCHITECTURAL, SURVEYING AND ENGINEERING)

Contracting Cut
Most local authorities already contract out varying amounts of their

building professional mainstream services. Private practice is ‘
extensively used to supplement an authority's own in-house capacity

or to obtain a particularly specialised professional expertise, We

are discussing with local authorities the implementation of the
Monopolies and Merger Commission ruling on competition on professional
fees. This should lead local authorities to compare the costs of their

in-house service with competitive bids from private consultants,

Privatisation

One London borough has privatised its architectugal services using

a private practice set up by professional staff p}eviously employed

by the authority. A number of authorities, particularly the small
district councils which have no consistent demand for quantity surveying
and (to a lesser extent) architectural services, maintain no in-

house capacity and use private practice as the need arises. A few
others, (eg Birmingham) are now exploring the possibility of

privatising professional building services as part of their wider
consideration of the scope for privatising or contracting out a range

of services.

The responsibility of professional staff in :this area may in include
financial appraisal of local authority capital investments, the

supervision of commissions and preparation of design briefs.




(4) REFUSE COLLECTIOE, CLEANSING AND WASTE DISPOSAL

Activity Present Position

Paiuce Coilbctinn

Power to collect household
waste without charige

and trade and other refuse
2t a reasonable charge
(Sections 72 and T3

Public Health Act 1936).

Majority of household waste

collected by District

Councils, with some

collected under contract

e.g. Southend, Wandsworth

ete -

Collection of industrial
—waste almost entirely

in private sector hands.

Street Cleansing

— -—- Majority District Councils
with recent examples of
contracting out e,g.
Wandsworth, Southend etc

aty (-1ocal
authkorities to cleanse
highways fcr purposes
of tuodlic he2lth/road
tandard 6%t
discretion of local
authority/ courts
Section 22, Control of
Pollution Act 1974)

'S
cafety.

Wzste Disronzal

Power to enzble local
guthority to provide places
for deposit of refuse and
plent or apraratus for
t:eating/dis;osing of
vaste.
(S2ction 76 Putlic Fealth
Let 1S%24, Duty to make
adequzte arrangements
under Section 1 Control
1974 rot

Disvosal of industrial waste
already in private sector
hands.’ County Councils
provide majority of disposal
outlets for household waste
although & provortion of
transport routes and disposal
sites in private sector
hands (e.g. London)

Scope for Further
Develovment

Extension of Contracting out
could be achieved by ceveloping
performance controls akin to
those sipplied to DLOs by L.G.F.l
Act 1980. Details would need

_further study but might include

enforcing acceptance of lowest
tender and mandatory code of
practice on tendering procedures

&hcrease private sectoxr pro-
vision of disposzl facilities,
by contracting out, througn
extension of performance
controls on local anthority
overations. Ieasibility nce
further study. Also possibl
scope for contracting out
technical element of local
authority monitoring functicn

s
e




PLANNING

Activity Present Position Scope for Further

Development
Preparation of structure Function of county Possible further

and other plans under and district councils. gcope for contract-

Tovn and Country Some use already ing-out plan

Planning Acts and made of consultants studies, but au

carrying out of related to carry out studies. ties should not be

studies. : encouraged to comn-
ission elabo

expensive surveys.




SPORT AND RECREATION SERVICES

Activity

Provision and management

of facilities (swimming

pools, sports centres,
golf courses etc)

Present Position

Some contracting-out
of management

Scope for TFurther

Development

Increased contracting
out of management of
facilities, including
involvement of

voluntary sector.




(7)
COUNTRYSILE ANL RURAL AFFATKS

ACTIVITY

PRESENT POSITTON

SCOPE FOR FURTHER
DEVELOPMENT

'Countryside' functions

Allotments

Puths, Bridleways
tree prescrvation

Local authorities
provide vurious
facilitics, eg
country parks,
picnic sites,
Caravan sites,
Car parks and
study centres,
Some existing
private sector
provisior.,

807 of ullotments
provided by local
authorities; less

than 20% by private

associations,

Probably some
contracting out of
maintenance,

Possible scope for more
privotisastion, and
contracting of uncillfury
services and maintendnce.
But some facilitics (eg
country porks) hare to
make scll=supporting and
charges would detract frowm
role in diverting denund
from srcas subject to
heavy reccreational
pressurcs.

May be some s cope for
increezsed private
(including voluntary)
activity.

Likely to be highly
controversial,

e 1

Could Dbe scope for furtha
contracting out of,
mainly, méintenance
functions and possibly

of some administr:tive
tasks.




(8) - MISCELLANEOUS ENVIRONMENTAL SERVICES

ACTIVITY PRESENT POSITION SCOPE FOR FURTHER
DEVELOPMENT

Public Conveniences A small number of authorities Considerable for con
are mown to have contracted tracting out. But
out maintenance and staffing with prevalent levelg
of ceonveniences., of vandalism, a new

regime would be
likely tc involve a
new approach to the
level of charges for
use.

Public Laundries and The public provision of these ILittle further scope:
non-swimming baths services is in decline with privatisation alread;
the ayailability of very substantial.
laundrettes and private
facilities.

Markets Some authorities have Considerable in
already handed over the principle, but would
operation of their marikets be controversial.
to private firms. These
are presumned to be markets
operated under chiarter or
presumed charter., The
position of markets
acquired or established
under public gcneral Act
powers or acquired or
established under local
Acts is less certain,
larkets established under
public general Act powers
cannot at present be leased.
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NOTE BY THE SECRETARY OF STATE FOR THE ENVIRONMENT

PRIVATISATION AND CONTRACTING OUT OF SERVICES IN
DOE(C), PSA, CRDNANCE SURVEY AND RELATED FUBLIC BODIES
(EXCLUDING LOCAL GOVERNMENT )

Introduction

Much has already been done to reduce the involvement of the
Government in particular, and the public sector in general, in

the services for which my Department is directly or indirectly
responsible, This has been achieved mainly through the contracting
out of services but also by the hiving off of functions to
independent bodies or to private companies., A summary of the
present position is given in the attached schedule,

Definitions

For the purposes of this paper the definition of 'privatisation’

has been drawn widely to include not only the transfer of
responsibility for particular services +to the private sector, but
also transfers from the Department to new independent bodies.
!Contracting out' indicates the transfer of service delivery to
private agencies and also covers new joint ventures involving public
and private finance. These terms have been employed in the

attached schedule, which also distinguishes between achievements to
date (at 1.9.82) and proposals in hand or under investigatinn, noting
in particular what will have been achieved by the end of this
financial year,

The functions listed are those of DOE(C)(including common services
also provided to DTp), the Property Services Agency, the Ordnance
Survey ‘and related public bodies = but exclude the work of local
government (which is the subject of a separate paper).




Privatisation

The main privatisation initiative, in the first sense, has been

the setting up of a private company to take over the activities

of the Hydraulics Research Station (at present 250 staff are still on
secondaent from the Department). The Countryside Commission bebame
an independent body on 1 April and the decision to set up a new
public sector agency to bring together a number of existing bodies
dealing with ancient monuments and historic buildings, which I
announced on 16 June, will, subject to the successful passage of
legislation, lead to a reduction in Civil Service posts of 1,000

or more. It will also provide a great opportunity tc improve the
standard of care of the Nation's heritage and incidentally to
reduce by at least one the number of public sector bodies in this
field.

Officials have been instructed to tazke a further hard look at the
scope for privatisation in ths water industry. We are holding open the
possibility of a major privatisation project in the Mersey arca.

We have also had initial contacts with Thames WA about possibilities
in their area and shall shortly be approaching other authorities,

We have compiled a list of private firms with the known expertise

to construct and run major installations and are starting to explore
with them in general terms the problems that are likely to arise

with privatisation. The water authority objectives recently agreed
by colleagues have now been sent to Chairmen and the opportunity of

a recent meeting with Chief Executives was used to draw their
attention to the importance which Ministers attach to ths extension
of suitable opportunities for private sector participation. We
intend to study French practice, where private companies play a
major part in the provision of water services, to see what lessons it
holds for us.

Contracting out

PSA's work is already very substantially contracted-out, including
all new construction work, 80% of maintenance, 40% of design work,
and all property margeting. In all £1,950m of 1982/3 forecast

spend of £2,150M (ie 90%) will go to private contractors, consultants




and suppliers. This reflecfs policies we have implemented since
1979, Further progress including out-house design work rising to
60% is planned, as summarised in Section II of the table,

I expect water authorities to contract out as much as possible of
their functions: 90% of capital works and 30% of design 2nd
supervision work are already contracted out. Possibilities for

the future include leasing recreational facilities and fishing
rights, and contracting out operations such as sludge disposal,

plant maintenance, emergency repairs and the design, construction and
operation of major new works, The water authorities are already
doing some of these things but I am setting in hand further work on
the extent to which contracting out already takes place in the

water industry and to ensure through the exchange of information that
all water authorities do so where the benefits are clearly established -
I have specifically asked for DLO work to be included in this review.

Other examples are the development work of the Ordnance Survey
(section III of the table) and, in a somewhat different context,
the arrangements that I have put in hand for the greater use of
private consultants in the planning inspectorate, There is scope
for further developments of this kind, especially in the PSA.

The involvement of privaté finance in joint ventures has been

achieved by the Ordnance Survey and is a feature of our inner

city initiatives., Elsewhere I have backed an experimental
environmental improvement scheme mounted by the Countryside Commission
to involve private interests in the rehabilitation of derelict land

on the fringe of towns.

MINIS

I have been able to use MINIS as a means of prompting and monitoring
progress‘in these fields but in the next round, which is about to
begin, there will be a specific instruction for each directorate to
consider the scope for further privatisation and contracting ou%.




Next Steps

Meanwhile there is much further work to be done on the development

of initiatives already identified, and if colleagues are content

with the proposals illustrated in this paper and its annex officials
will continue as indicated.

MH
Department of the Environment

October 1982




* PRIVATISATION AND CONTRACTING OUT: DOE(C), PSA, ORDNAN

CONFIDENTIAL

(EXTUDING LOCAL AUTHORITIES)

(‘“‘_
I DOE(C).

CE_SURVEY AND RELATED PUBLIC BODIES

FUNCTIONS

2

ACTION TO DATE (1.9.82)

3 POSSIBILITIES FOR FURTHER ACTION

1. Establishments*

a) Cleaning
Services

1) oRTvATISATION

fi)
GONTRACTING OUT

%

(and Progress expected by April 83) A

L )

RIVATISATION

13
=

CONTRACTING QUT

U ment and the |

‘{Union and private

Cleaning services
have been put out

to contract in all
major- buildings

for which DOE(C)DTp
are responsible, ,
except the northern

‘|Regional Office, 1

the Metropolitan

and Northern Traffic
Area Offices (DTp),
the Building 4
Research Establish-

Residential
Training Centre at
Cardington.
Negotiations with
the Civil Service

contractors are in
train to switch to
contract cleaning

at these five
remaining locations.

Complete the
negotiations to
switch to contract
cleaning at the
five locations
mentioned, saving
49 full-time and
157 part-time posts
by April 83, -




«

I DOE(C) = Continued

1
[

FUNCTIONS

ACTION TO DATE (1.9.82)

3

POSSIBILITIES FOR FURTHER ACTION
(and Progress exvected by April 83)

b) Training

i) e
PRIVATISATION

11)
CONTRACTING OUT

1)
PRIVATISATION

A
CORTRACTING OUT

Establishments is a
Departments.

Whenever training
requirements arise,!
we consider whether
they can be met by
outside bodies.
Even where the

at our own Training
Centre, a fair
proportion of the
lecturing is
contracted out to
consultants.

common service to DOE

training takes place

A study is beiﬁg
| conducted of the

scope for further
contracting out of
the training
provision to the
private sector.

- It will be completed
: ¥ by the erd of 1982,

(C) and DTp: the returns cover both




I DOE(C) - Continued

-

FENCTIONS

LCTION TO D2

TE (1,9.82)

=

POSSIBILITIE

o

S FOR FURTEHER

LORVTOY T
FU B O

(and Progress expected by April 83)

2. Historic
1ldings and
Ancient NMonue-
ments.

BATVATTSATION

CORTRACTING OUT

1)
PRIVATIS

ATION

Ll
CONTRACTING OUT

Legislation is being
prepared for the
1982/83 Session to
set up a non-
Government public
sector agency to
carry out certain
of the Secretary of
State's functions in
the ancient monu-
ments and historic
buildings field.
The proposal will
result in a
reduction in Civil
Servica manpower of
about 1,000,

b) .It is hoped

in the same
legislation to
converk the
Armouries at HM
Tower of London to
Trustee status. 66
staff involved,

. b. 40 private

1. and 40 employed by
- County. Councils are

monuments, and
‘carrying out more
‘work at the monu-
1 ments by private
| contractors.,

8, Action in hand
to contract out
certain non-
horticultural
activities in the
Royal Parks (toilet
attendants, some
litter collection)
with a potential
saving of.some 45
Civil Service josts.

contract Inspectors

being used for the
acclerated resurvey
of histaric buildings.

c. Proposals are
being considered
for rationalising
the direct labour
force which main-
tains ancient

d. Golf Courses at
Richmond Park (10

Civil service posts|

Examination in hand
'0of the scope for
contracting out

| further activities

in the Royal Parks,
It will be well -
advanced by April

and could be complete
by July 83.




I DOE(C) - Continued

-

PUNCTIONS

ACTION TO DATE (1.9.82)

POSSIBILITIES FOR FURTHER ACTION

(and Progress expected by April 83)

i) ) ;
PRIVATISATION

1)

PRIVATISATION

1Y )
e
TTre m

CORTRACTING OUT

3. Planning
a) Cartographers

L

b) Planning
Inspectorate

| consultants.

e, Some 50% of
design work for
projects at ancient
moruments is now
put out to private
Sector-

.The Inspectorate's
present part-time

1 forece of about

.50 includes 12
consultants in
private practice,
On the Secretary

of State's instruc-
tions the total
part-time reserve
is being increased
to 100 by taking on
more private

Presed
recruitment of the

|'extra consultants
‘ls now under way

The Department's Canr
is the subject of a
which is due to repo
and decisions on thi
April 83.

tographic Service
Rayner Scrutiny

rt in November, -

s will be taken by




I DOE(C) - Continued

1
FUNCTIONS

L

ACTION TO DATE (1.9.82)

3

POSSIBILITIES FOR FURTHER ACTION
(and Progress expected by April 83)

g8

4. Research
a) HRS

-1
P%IVATISATION

A
CONTRACTING OUT

1)
PRIVATISATION

132.:)
CONTRACTING OUT

-Secretary of State.

HRS Limited began
trading on the 1
April 82 under a
Poard of Directors
appointed by the

245 staff were
seconded to work fonm
the company from
that date. The
Board have obtained
a number of organissg
tions as guarantors
of the company and
plan to hold their

first AGM in October.l

The Government have
already announced
that a Board of
Management is to be
appointed, one task
of which will be to
examine ways of
increasing cost
recovery either by
operating a trading
fund or establishing
a private company.

‘Isite security for whicl

The recent Rayner
Review of Support
Services has identified
scope for contracting
out in workshops and

arrangements will be i3
hand by April 83. The
further follow up
work may identify
other opportunities.




FUNCTIONS

ACTION TO DATE (1.9.82)

-

<
= POSSIBILITIES FOR TFURTHER ACTION

' ¢) Departmental

.
€

Research

.;
*)PRIVATISATIOH

1)
CONTRACTING CUT

¥

1
PRIVATISATION

(end Progress expected by April 83)

o B
CONTRACTING CUT

The policy of
increasing the
proportion of extra-
mural research
commissioned in the
private sector has
been temporarily
reversed in

1981/82 by virtue
of the large
expenditure on
radioactive waste
research, At the
present time only
public sector
contractors have
the necessary
facilities and
expertise to execut
this programme,

The Department will
continue to aim for
the target of 50%
of our extra-mural
research being
contracted to the
private sector by
1983/84., Effort will
be concentrated on
finding suitable
contractors in the
environmental
protection and
radioactive waste
areas which in 82/83
employ public sector
bodies for the
majority of their
research work,




II  PROPERTY SERVICES AGENCY (PSA)

CONFIDENTIAL

\
\ “

FUNCTION

ACTION TO DATE (1.5.82)

(and Progress exnectnd by April 83)

4

RTHER A YT
'L L ridsiy AL L LN

a) Property

Maintenance

b)Design of major
(£100k+) projects

c) Estate Work

1)

PRIVATISATION CONTRACTING OUT

B

1)

~1)

kxOu ;;L;)C:}I¢:[I \JUT

Directly employed
labour force (DEL)
cut from 18,200 in
April 1979, to
13,000,

80% of work now
contracted out.

| In-house staff cut
from 2500 in 1979
to 2000. Private
consultants' share
of design work
raised from 26%

to 40%.

Increased use of
private agencgsfor:
-~ Rent reviews

|- Property Marketing]
- Property Search

- Building Measure-

ment.

Total fees 1982/83
(forecast) £2.5m.
(1979/80, £238 000).

.commissions in these
., and other estate
L fields to test costs

Policy decision alread
¥%an to confine DEL

to work which cannot
be contracted out

(eg running of high-
security defence in-
stallations). This
process is in hand and
will continue as
appropriate.

Action in hand to

cut in-house staff to
1600 by April 1984.
This will raise
consultants' share to
60%+, on current
forecast of workload.

Further experimental

and performance.




IT  Psa | ' .i»«)

1

FUNCTIONS ACTION TO DATE (1.9.82) POSSIBILITIES FOR FURTHER ACTION

: (end Progress expected by April 83)
i ' 1i) 5 11
P%IVATISATION CONTRACTING CUT PRIVATISATION CONTRACTINC OUT

d) Technical "Construction”
Services hagazine, PSA,>
technical journal,

sold as going
concern to private
| publisher,

e) Custody Guard e PSA reviewing user
Service for : : Departments' require-
Government - ments in consultation
Departments. - with MPO Security

Branch. Review will

cover scope for

greater use of
private contractors.

Completion end

October 1982,

f) PSA Supplies Delivery of goods,
' packing for overseasg
freighting, and
furniture repair*
entirely contracted
out. Increased use
of private vehicle
repair firms.

|, *Except for a small
worksho p serving
‘Palace of West-
lminster




IITI ORDNANCE SURVEY

CONFIDENTIAL

ACT

POSSIBILITIES FOR

(and Progress exp

ACVMUTOYNT
Ln \

H FURDTE 'Q CPT

ected by April 83)

General

Establishments -

i
ﬁ%IVﬂ¢ISnTTON

e
PRIVATISATION

L)
CONTRACTING OUT

A Trading Fund is
proposed to be set
up from 1 April
1983, subject to
an Order requiring

Affirmative

Resolution (This
will permit a more
commercial approach
but not true
privatisation)

:Goods vehicle

deliveries to field

:offices £49%k.,

Office cleaning
£149k,

General ledger
Accounting system
£41k.,

Experience with
Trading Fund may
reveal scope for
some true privatisa-
tion, but not in
this Parliament's
lifetime.




IITI ORDNANCE SURVEY - Qpntinugd'

Cr‘} 2
FUNCTIONS - ACTION TO DATE (1.9.82) ; POSSIBILITIES FOR FURTHER ACTIOXZ

AT

4y ~.{and Prozress expected by April 83)

1 ® 250} 1 e
e i= - S ” S TN TIT A P T O A | AT R VT T ~vm
:ALMATISATION F CONTRACTING OUT PRIVATISATICKN | CONTRACTING OUT

Aerial Photography

Joint Ventures with
. Private Sector in
Printing and
Cartography

Building Maintemace

‘contracted (£124k,
_1982).__

Digital Mapping
Software Develop-
ment £29k.

1:1250 mapping
(pilot contract)
52k,

1:2500 map revision
(pilot contract)
£38k,

100% normally sub-

placed since 1 April

£371k. placed
since 1 April 1982

See PSA Sheet

| Dependent on resulus

of pilot contracts
and on resources
which can be devoted
to revision of survey
(but not before
April 83).

Seven new ventures
under examination, if
[commercially viable
some will have been
implemented by April




"IV_NON-DEPARTMENT PUBLIC BODIES (Other than Iocal Government)

o

@-

M

FUNCTIONS

s

ACTION TO DATE (1.9.82)

P
-~

POSSIBILITIES FOR FURTHER ACTIOH
(and Progress expected by Avril 83)

1. Water
Authorities

%xIVATISATION

L2}
CONTRACTING OUT

1)
PRIVATISATION

11)
CONTRACTING OUT

Private finance
route for llersey
Scheme explored;
preliminary excharges
with Thames WA on
possible schemes;

.1list of private

firms with known
expertise prepared;
further discussions
to be arranged.

' 90% of capital

works already
contracted out;
30% of design and
supervision work
contracted out;
other functions
contracted out to
a lesser extent.

.jing disposal of

\|BY¥B will also be
‘lencouraged to increage
" |private investment

Continue to explore
scope for privatisa-,
tion with TWA, NWWA
other WAs and
private firms and
complete initial
assessment of
viability by April
833 study French
practice.

Proposals will be
prepared before the
end of 82 for further
consultation with
B¥B and interested
Departments regard-

diverse BWB freight
interests and non-
operational estates,

in amentiy develop-
ments wherever
possible on lines
identified in a
recent consultants
report.

' major project will
. have
" by April 83.

Establish by énd of
82/83 present extent
of contracting out
(including DILO work);
ensure all RWAs do

so0 where benefits
have been clearly
established. TWA
pilot scheme for

been formulated




IV NON-DEPARTMENTAL PUBLIC BODIES (Other than Iocal Government) — Continued

FUNCTIONS ACTION TO DATE (1.9.82) POSSIBILITIES FOR FURTHER ACTION
(end Progress exvected by April 83)
i 30 1) )
PRIVATISATION CONTRACTING OUT PRIVATISATION CONTRACTINC OUT

New Towns The disposals A saqueeze on Continuation of Continued use of

- programme is manpower numbers in| substantial 1 consultants for new
gradually transferr- the new town disposals programme] work and to replace
ing the new towns' Corporations has where necessary staff
property been applied: the | who leave voluntarily!
management function | total of staff Continued pressure
‘to the private employed has fallen to reduce staff
sector. Since by nearly 20% since numbers.
1979 £280M worth of | 1979, The contract '
commercial and ing out of
industrial property | maintenance work,
end 17p of the 2lready w1desnread
housing stock have has been extended.
been sold. Their New professional
development function work, especially
how relies | legal matters
substantially on ‘resulting from the
partnerships with disposals programme,
the private sector. | has also been put
: out to contract.




* IV NON-DEPARTHENTAL

PUBLIC BODIES (Other then Iocal Government ) - Continued

-

FUNCTIONS

2

ACTION TO DATE (1.9.82)

3

POSSIBILITIES FOR FURTHER ACTION
(end Progress expected by April 83)

-~
- J}
v-‘._, <

i)
PRIVATISATION

o e
CONTRACTING OUT

1)
PRIVATISATION

3 X
—-——

CONTRACTING OUT

4 ™ Countfyside
Commission

On 1.4.82 became
non-Departmental
body no longer
agent of the Crown.
101 Civil Service
posts will be
saved., (Commission
have now sought
public comments on

‘a Prospectus for

their style of
working under new
status which aims

‘at giving greater

support to the
voluntary bodies
and private sector.

Operation Ground-
work in St Helens
is major initial
example of
conservation in
conjunction with
private sector).

Y

Would need further d
Commission following

_i
5

scussion with
their public

consultation on Prospectus (which is

now complete). Coul]
scope for contractin
(£500,000 pa) and in
expenditure (£220,00

L 3

of

Gy

i
0O

possible examine
our some research
ormation services
pa).

—




Iv NON-DEPARTHENTAL PUBLIC BODIES (Other than Iocal Government) - Continued

FUNCTIONS

ACTION TO DATE (1.9.82)

POSSIBILITIES FO

R FURTHER ACTIOW

(end Progress exvected by April 83)

5. Nature
Conservancy
Council

6. Audit
Commission

i) .
PRIVATISATION

LT
CONTRACTING OUT

1)
PRIVATISATION

)
.JI

CO

mI \ M T 15
TRACTING Ul

- purchase sites

Legislation :

Land purchase as
nature reserves
NCC encourages
voluntary
organisations
(and industry) to

requiring
protection, NCC
will grent aid
such purchases as
an aliternative to
purchasing the
land themselives.

g

enacted to establishi
Commission (to be
fully operational .
by April 83)

NCC seeks cheavest

solutions eg last
annual report
printed privately
rather than by
HMSO.

1

NCC is non-Departme
non=civil servants.
Review (due for comi
April 83) should in
material scope for
examine scope for c
research,

privatisation.

ptal body staffed by
Forthcoming Rayner
letion before
licate whether
Could
pnntracting out

This will increase
scope for auditing
to be done by

private sector (but
not before April 83).
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C J Walters Esq
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THE CONTRACTING OUT OF PUEBLIC SECTOR FUNCTIONS

The Chancellor wrote to the me Secretary (copied to all
members of the Cabinet) on August asking colleagues to review
progress on contracting out and to identify where new oppor=—
tunities existed. Replies were sought by the end of October,

The first replies have now been _recejved. We are concerned that,

judging by these, not enough hard information is being provided

about the scale of Teasures takepn or planned and about the
pPropos uroner action., We appreciate that it may be

difficult to be precise, particularly about future plans. But,
so far as possible, the replies should identify the specific
services which have been contracted out in each year since the
Government took office; the amount of public expenditure spent

on provision prior to contracting out; and = perhaps most difficult
but most interesting = the net savings in expenditure achieved
or expected. As to future plans, the replies should describe any
contracting out measures firmly planned in each of the financial
years 1982=83 and 1983-84, again noting the amount of public
expenditure involved and if possible any savings expected.
Separately, possible future candidates, no matter how preliminary
the plans, should be identified; some broad indication of both
timing and the amount of expenditure involved would be useful.

Ve realise that getting this information may involved considerable
work for some departments. But it is necessary if we are to
prepare & paper which sets out a detailed programme of action
during the remainder of the Govermment's term of office and
summarises the main prospects in the longer term.




replies should reach the Treasury 0j

(SR EH

I am copying thi i to the Private Offices of all members
of the Cabine G General, the Lord Advocate,

Sparrow.
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MISS M O'MARA
Private Secretary
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PRIVATISATION: SUS TA [NING THE MOMENTUM

ember to Julian West asked for a report
s or privatisation. We have looked at
the banking function of the Paymaster General's Office, and a
copy of“ a note prepared by the Treasury was sent to you in
' mﬁe note doubted whether privatisation was worth-
because of the loss of very large amounts of
overnight money which would result.

Your letter of ”5 S pL
1 te

on potential candide f
4
w

The other major function of the office is the payment of public
service pensions. It seems unlikely that the cost of an in-depth
investigation of this area would be repaid, but we hope that
recent RdVﬂDr studies (w11cq included an examlndtjon of the
present arrangements under which PGO pays teachers' and service
pensions) will throw some light on this.

One area of PGO activities which has recently been privatised
is the provision of night security for the office at Crawley.
Since 1 February 1982 this function has been contracted to
Security Guards Limited.

I am copying this letter to Private Secretaries of Cabinet
Ministers and to Richard Hatfield (Cabinet Office).

.

71HJ7 Eﬂuuuagﬁtj
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A K GALLOWAY
rivate Secretary

M O T‘Ldf‘d
Prlvate Secretary to the
Chancellor of the Exchequer
Treasury Chambers
Parliament Street
London SW1P 3AG
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TELEPHONE DIRECT LINE o1.212 3301

SWITCHBOARD 01-212 7676
Secretary of State for Industry

3O September 1982

The Rt Hon Geoffrey Howe QC MP
Chancellor of the Exchequer

HM Treasury

Parliament Street

London SW1

T
PRIVATISATION: DEPARTMENTAL RESEARCH LABORATORIES

Today I attended the launch of the National Maritime Laboratory
Ltd (NMI) as a private company. We have therefore successfully
completed the firSt or ‘the privatisations of our laboratcries
which I mentioned in the Report I sent vou on Jé/éeptcmberc We
remain committed to the privatisation of the Computer Aided
Design Centre (CADC) with 1 April 1983 as the target date.

2 In sending over my Report I undertook to let you have my
further conclusicns on the Department's Research Laboratories
Apart from the privatisation of NMI and CADC we have already
up.through the National Physical Laboratory (NPL).the British
Calibration Service (BCS) and the National Testing Laboratory
Accreditation Scheme (NATLAS). I regard the way in which these
involve the private sector as wholly successful: NPL has been
enabled by their existence to make its services more effeciive
and to play an expanding role in supporting industry, without
increasing Civil Service staff numbers.

-
[N

(=

Sl

3 I said in my Report that discussions are g held with the
customer Departments of the Laboratory of the rernment Chemist
(LGC) to determine what, if any, of the work they contract to the
Laboratory could be done by the private sector instead. if
believe that there is scope for some of this work to be
transferred, and we will continue in the interim to move towairds

i
chiiss I must, hcowever, continue to be assured that the

Government Chemist himself remains fully able to discharge
properly analytical responsibilities (some laid upon him by Acts
of Parliament) which it is difficult to see being performed
outside the public sector.




Y Our other laboratories (NPL, National Engineering Laboratory
(NEL), and Warren Spring Laboratory (WSL)) like LGC all carry out
a wide variety of work which underpins the activities of
Government and industry. Wherever possible (as with BCS and
NATLAS) our policy is to transfer work to the private sector and
programmes oI work are reviewed wilh this in mind. However, in
view of the Prime Minister's minute, I have asked my Chief
Engineer and Scientist to carry out a special review and to
report back to me by the end of the year. In particular I
understand that he will be looking at procedures in other
countries, particularly in the USA and the Federal Republic of

Germany.

5 I am sending copies of this letter to the Prime Minister and
to the other member of E(DL).
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Mr Burgner
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J D West Esq. Mr Morgan

Private Secretary
Department of Energy

PRIVATISATION: SUSTAINING THE MOMENTUM

The Prime Minister wrote to the Chancellor of the Exchequer on 28 July
(personal minute M6/82) asking all members of E(DL) to initiate fresh surveys
of potential candidates for privatisation. This minute was subsequently

circulated to all Cabinet Ministers not on E(DL), asking them to carry
out similar surveys.

The Prime Minister asked Departmental Ministers to report to the Chancellor
by mid September in order that a comprehensive report could be completed
by the end of the recess. The Chancellor is concerned that this timetable
should not slip and would be grateful if Departmental Ministers who have
not yet responded could do so as soon as possible.

I am copying this letter to Private Secretaries of all Departmental Ministers
who have not yet provided a full response.

4’La orer O oo
0

MISS M. O'MARA
Private Secretary
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CONFIDENTIAL Fromthe Secretary of State

John Kerr Esq

Private Secretary to the

Chancellor of the Exchequer

H M Treasury

Treasury Chambers

Parliament Street .

London SWI 22 September 1982

PRIVATISATION

e '
The Prime Minister's Personal Minute of 28 July asked that progress reports on
privatisation measures already set in hand should be sent to the Chancellor by
mid-September.

Thus far, as with other Departments, our privatisation measures have focused largely
on the public trading sector, which offers the most obvious scope for such initiatives.
On this occasion, however, we decided that we would take a particularly close look at
what might be possible in the less obvious areas of our Departmental responsibilities -
such as some of our regulatory activities and some services to exporters. As you will
know, my Secretary of State is abroad at the moment, but we hope he will be in a
position to write to the Chancellor with some new possibilities in the early part of
next month.

In the meantime, it may be useful for me to set out the present position on the two
public sector trading bodies for which this Department is responsible.

British Airways

The enabling legislation has already been enacted (the Civil Aviation Act 1980), but
progress depends on improving BA's very bad trading results. We are currently
working to a target of a flotation in late 1983.

British Airports Authority

E(DL) has agreed that the possibilities of privatising BAA in the short term are ruled
out by the uncertainties arising from current litigation by the airlines and, to a lesser
extent, the public enquiries into the expansion of the South East airports. Nevertheless,




CONFIDENTIAL From the Secretaryof State

it seems a possible candidate for privatisation in the next Parliament, and work on
this has already been set in hand. Ministers have also agreed to pursue the
possibility of introducing private sector finance into BAA's investment programme
during the interim period while it remains in the public sector, with a view to
reducing its call on the PSBR, and work on this too has started.

I am sending a copy of this letter to' Michael Scholar (No 10), the Private Secretaries
to all members of E(DL), and to Richard Hatfield (Cabinet Office).

Vs s-wwo"y

J o Wt

JOHN WHITLOCK
Private Secretary
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PRIVATISATION

3

The Prime Minister minuted you on July on the need to
sustain the momentum of the privatisatilOn programme and Ministers
were asked to report to you by mid-September on the action being
taken within their Departments.

The scope for trans?erring Home Office functions entirely to
the private sector is inevi db;f limited. Over 90% of Home Office
staff are employrd in the Prison, Police and Immigration and
Nationality Departments, mhere most of the tasks are by their nature
appropriate to central government and the scope for privatisation is
very limited. One function that might be considered for privatis-
ation in the longer term is the provision by the Home Office
Directorate of Telecommunications of telecommunications for the
police, fire, prison and civil defence services. But we could not
guarantee that work given up by the Directorate would go to the
private sector: it might be taken up in large part by local pollcc
and fire authorities whose outy it 15 by statute to see that their
forces and brigades are properly equ pped. And it would be vital
to ensure that the communications of tnege emergency services wvere
not put in jeopardy. This would rule out any early change. As a
result of international agreements, the Directorate are now engaged
on a nationwide programme of conversion of police and fire mobile
VHF systems. It would not be feasible, save at very great risk, to
contemplate any radical ch 1ange in Dreuent responsibilities until
completion of that programme in 1989.

In recent months officials have looked with yours at whether the
work carried out by the Natignal TV Licence Records Office could be
privatised; the conclusion was That 1t could not. Ve are also
examining some further possibilities for privatisation in the area of
radio regulation.

It is perhaps more realistic to think in terms of considering
what further scope exists for contracting out. Our principal effo:
here have been directed at the contracting out of domestic services
at our residential training establishments. We plan to complcfﬁ
this exercise in September 19383. There are also other areas
we already do a significant amount of contracting out,
architectural design for prisons. We are looking again at t
p0551b11111es and I shall report separately on this in October in
response to your letter of 11 August,

as
the

I am coDth this to the Prime Minister, to members of E(DL)

and to Sir Robert Armstrong. {)
1A
) &A P

[{.-‘\ ;'LLL\:

The Rt. Hon. Sir Geoffrey Howe, QC., MP.
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Secretary of State for Industry

/6 September 1982
Sir Geoffrey Howe QC MP

Chancellor of the Exchequer <i)
HM Treasury pmM¢ Mians oy

Parliament Street
London SW1

bm Gedfer,

PRIVATISATION

In her personal minute to you of 28/July the Prime Minister asked
Departmental Ministers to report to you on the prospects for
privatisation: I attach my report. —
|

2 Two of the main enterprises sponsored by this Department,

namely British Aerospace and Cable and Wireless, have been
privatised and British Telecommunications, whl we have

announced we intend to float after the next Election, will be the
third. For the less profitable industries - the British Steel
.Corporation, British Shipbuilders, BL and Rolls Royce - progress
is inevitably slower but, as you will see from the report, the
framework is being laid for the next Parliament and, where
possible, disposals are being made on the way. The Post Office
presents special difficulties but in view of the Prime Minister's
request I am looking afresh at the possibilities.

X One question which might be covered in your eventual report
to the Prime Minister is how far we should urge Chairmen to
dispose of loss making activities at a very low, or negative.
brice PRI e TTER T T T Iy TEI e T e Tt v e oo IT® assets
c8WTened, or ourselves be prepared to provide a substantial
'dowry' in order to secure the advantages of privatisation. A
disposal on su~h terms may still »e a good deal for the taxpayer
if it avoids any future call on public finance by the activity
concerned. The answer can greatly influence the extent and
speed of progress; the point is relevant, for example to parts
of the British Steel Corporation.

4 ° I am not yet able to give you my final conclusions on this
Department's research establishments; I shall write to you
shortly on this. I shall also bear in mind the-Qquestion of

CONFIDENTIAL
MANAGEMENT IN CONFIDENCE
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privatisation and disposals in my current review of the role of
the British Technology Group.

5 I am sending copies of this minute and of the attachment to
the Prime Minister and to the other members of E(DL).

1

\_//w_@,«_rc___

{Fansss
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PRIVATISATION PRESENT SITUATION AND PROSPECTS

REPORT BY THE SECRETARY OF STATE FOR INDUSTRY

British Telecommunications

1. I announced in June the intention to
establish British Telecommunications as a public limited com-
pany, and to float 51% of the shares after the Election. While

an earlier sale of shares might be possible it would mean changing
the recently announced decision and would set a very tight time-

table which could seriously prejudice a successful flotation. How-

ever, it may be worth exploring the feasibility of selling shares

to users and employees earlier than we have planned. Any such
work would ensure that we are in a position to make a flotation,
possibly in one tranche, as soon as possible in 1984 after the

Election.

2. Selling more than 51% of the shares in the first instance
might jeopardise the launch, as the stock market will find it
difficult to digest the 51% ; and any flotation would probably
have to be accompanied by a pledge not to sell further shares
for the foreseeable -future (which in practice means 18 months
of'two years). However the position could be reviewed after

such a period.

CONFIDENTIAL
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It makes little sense in the meantime to sell off parts of
BT. In the first place any profitable parts sold would diminish
the overall value of the company. Secondly, any closure of
loss-making parts, which are unlikely to find a private

purchaser, would be disruptive to BT in the interim period.

British Steel Corporation

4 The major integrated steel making plants of BSC can only be
privatised after there is a real prospect of profitability and
viability. This remains our aim. In the meantime, parts of
BSC's business, peripheral and central, are being privatised or

closed donn)in.addition to sales of surplus land, property_and

. other assets.- Two major joint © ;;}companies,'free—Standing“

A

from BSC, have been formed with private interests- Allied Steel

‘,‘___H._ e
,‘-,_.. —"" “-msa'r--‘r --'vd-—.v '-—-_"-- e -
< et A il

"~ and Wire (with GKN), turnover £314 million- and Sheffieldrt

Forgemasters, (with JFB), turnover £140 million.. Both these;

_Jr it __'_

companies are now in the private sector. Further, though-“

smaller, ventures of this type may emerge.

5 The next major planned privatisation during thec:ming year— is
of BSC's profitable Tubes Division which represents one fifth of
'BSC's business and had sales of over £500 million in 1981/82
Detailed negotiations have been. in progress with Tube Investments
about merging BSC Tubes Division with TI's steel tube business,

and floating‘l -- 7 _the resulting joint company. I expect to

receive a report on this by the end of October.




CONFIDENTIAL
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6 Because prospects for steel generally are poor in the short
term, quicker progress on BSC disposals would be made if we were
to tell Mr MacGregor that it was less important to obtain the
"best price for a business than to proceed with disposals as soon
as possible. The BSC Chairman feels himself under an obligation
to get a good price for BSC assets (having regard to book value),
and this has caused difficulties with some potential sales.

Other proposed joint ventures could also be helped by Government
offers of assistance, (eg under the Private Sector Steel Scheme),

as in the recent case of Sheffield Feorgemasters.

British Shipbuilders

7 49 it -t & unrealistic to consider disposing of the whole of BS

or its loss-making merchant: shipbuilding and marine engine:;z“-

1hfacilities while future. prospects are poor. As regards BS'

'.profitable warshipbuilding activities, Rothschild‘s advice is%hcﬁ-éf.m

i that Yarrow and Vosper (the Bs specialist surface

'warshipbuilders) cannot be floated at present while their joint.
‘capacity appears in excess of MOD's long term requirements for
surface warships and export performance is disappointing. Orders
‘to replace Falkland losses coupled with a breakthrough on exports
could alter the picture or it may be possible to interest again
the previous owners, who are . to be approached shortly - on this ..
matter. As regards- Vickers, Rothschilds had advised that, |
subject to certain conditions, and in particular that the capital
needed to finance their substantial modernisation programméﬂ

(costing about £200 million) can be assured, a flotatlon after
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the election might be possible. In addition, Mr Plastow of

‘Vickers Ltd (the private sector company) has expressed some

interest in buying the Vickers subsidiary of BS and this is being

explored further.

8 BS can be expected to oppose strongly the sale of
warshipbuilders since this will leave them only with loss-makers.
However, a Bill will be introduced in the next session to take
powers to direct BS to sell assets.l'Tnese powers, which do not
exist at present, would enable prepafatcry work to be done for

the sale of at least Vickers and possibly the other

warshipbuilders after the election.

) BS have however been willing to sell off- their small

.

engineering activities such as Sundecland.Forge and
.,_L S.me J‘--e .:..4.,;,_._

_-:.. 3 s et . "‘--" s s e 7

'”peripheral

WOlsingham presents particular difficulties because of the

general over-capacity in steel.

10 On shiprepair, BS are in response to Ministerial pressure
taking action to eliminate losses at Vosper Shiprepairers and
Tyne Shiprepair. Up to-1,400 jobs will be lost 1ln the

reorganisation which could bring these companies to a state where

- Y

they might possibly be sold There may also be other candidates

for privatisation in shiprepair.




Post Office

11. When this was last looked at I saw considerable difficulties
in privatisating the Post Office as a whole angz;;placing a public
monopoly by a private one. However in the light of the Prime

Minister's minute the Department is considering afresh the possi-

bility of privatisation of either all or part of the Post Office,

or of Jjoint ventures with the private sector.

British Technology Group

L e e et ok T i el s TS

i 73;3‘I;amihlgiéizaiii;;;?ﬁ_currently reviewing the role of
the BTG. However, whatever arises from this review it seems

' clear that there is a requirement for some public body dealing

with some or all of the areas covered at present by the Group,

which include technology transfer, support for new technologies

and small firms.

13. The BTG ischarged under the NEB's guidelines with disposing of

the assets it already holds or assumes as soon as commercially

practicable. The major shareholdings have all but gone (BL in

which the Department now holds the shares is discussed below), and
tkose that remain with the BTG, including Inmos, are unlikely to
be saleable until the companies have established a good track

record. The BTG is determined to maintain the momentum.

CONFIDENTIAL
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14. Our main objective, and that of the BL Board, remains the return
of the whole of BL, probably by instalments, to the private sector
as soon as practicable, and certainly by the late 1980s; and to
show early and visible progress to this end. The BL Board are
preparing, for presentation in their 1983 Corporate Plan, a
strategy for privatisation that will involve, in the next two
years, the sale of minority stakes in BL's more profitable busi-
nesses (ie Unipart and Land Rover), the continuation of existing
collaborative links, and the search for new ones.- This is the
outcome of prolonged discussion with BL, and has been agreed fol-
lowing correspondence between Ministersf _We shal%_have the oppor-

tunity to discuss the detailed programme wheh we éoﬁéider BL's

Corporate Plan in the Autumn. BL continués to dispose of its non-

mainstream assets whenever buyers can be found.

Rolls Royce

15. It reﬁains the Government's aim to return Rolls-Royce to the
private sector as soon as practicéble and the appointment of a new
Chairman this autumn should provide a fresh impetus. Objectives
for the company apprﬁved by Ministers and accepted by the chairman-
designate require that the company should be managed in such a way
that it can be returned to the private sector during the cdurse of
the next Parliament and no later than 1988. As an incentive the
chairman-designate has been offered an option to purchase shares in

the company as part of a performance-related remuneration package.
CONFIDENTIAL
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1988 is the earliest target date which Chairman-Designate would
accept before he has got his feet under table and is able to

properly assess the Company's problems.

16. In the meanwhile, the Department will explore with the new
chairman the possibility of hiving off the non-aero elements

of Rolls Royce although they do not account for a very significant
part of the company's business. It remains to be seen whether he
will argue, as did the present chairman, that Rolls should retain
its industrial engine side on the grounds that it is inextricably
tied in with the aero-engine business. However there would un-
doubtedly be problems if an attempt were made to detach the nuclear
work which Rolls carries out for the Ministry of Defence. The MOD.
~woluldalso need to be.consulted about any suggestion that the marine
side of Rolls businéss should be -sold off. N RAE

POSSIBLE FURTHER DISPOSALS OF SHARES

(a) British Aerospace

The Government sold 51% of the shareholding of BAe on the
basis of undertakings that it would not sell more in the 'for-
seeable future';(we have told Kleinworts that this means at
the earliest not before February 1983), and that it intended,

in any event, to hold more than 25% (in order to block any sub-

stantial foreign shareholding).

CONFIDENTIAL
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Thus, in theory, it would be possible to sell a further 23%
after February 1983. However, it is not clear how the market
would receive a further tranche since Bae's future prospects
are more than usuzlly bound up with various Government
decisions (eg launch aid for the 4320) which will be taken
over thenext two or three years. And the management is
unlikely to welcome a further major shift in the ownership.
Nevertheless the possibility of a further flotation could be

reviewed next February.

(b) Cable and Wireless

Following the offer for sale of Cable and Wireless (October
1981), and after deducting the shares committed to the

Employee Bhare Schemes, the Government still retain 50%

of the issued share capital of the company plus one Ordinary
-Share. - The Government stated at the time of the sale that

it intended to retain a majority shareholding in Cable and
Wireless for the foreseeable future. This can reasonably be
interpreted as meaning a period of not less than eighteen
months (there is no commitment in this case to no further

sales for at least 2 years as in the case of BAe). It would
therefore be open to the Government to sell a further tranche
of shares in Cable and Wireless in mid-1983. However this would
be much too early given our commitments to overseas Governments
and Cable and Wireless' review of their commercial strategy in

the light of privatisation.

CONFIDENTIAL
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English Industrial Estates Corporation

18. It is unlikely that the Government's policy on future industrial
building in the Assisted Areas could be implemented solely by
private enterprise. Since initial returns and long term yields there
are unattractive the Government could persuade them to invest only
by guaranteeing a minimum return which would result in the Govern-
ment bearing the losses but taking none of the profits, hence
increasing net public expenditure. Moreover the private sector

might never be attracted to the worst (and therefore most needy)

arease.

19. However following a review of the EIEC involving Mr David Young

- the EIEC employ privatesector contact management and labour

for all their projects;

substantial private sector funds have been secured for

a number of developments, and will continue to be sought;

the EIEC's historical assets (Government leases) which were
unsaleable are being converted, by renegotiation, to saleable
leases as oppartunities arise. This is a slow process, but a
substantial improvement in the rate of disposals, from

around £2.7&% in 1978 /79 to around £10m in 1982/83, has been

~achieved.

CONFIDENTIAL
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Departmental Research Establishments

20. The intention is to set up the National Maritime Institute as a
private company on 1 October 1982, and (although this is a very
tight timescale) to transfer the Computer Aided Design Centre to
the private sector by 1 April 1983. Discussions are being held
with the customer Departments of the Laboratory of the Government
Chemist to determine what, if any, of the work they contract to the
Laboratory could be done by the private sector instead. ~

T ' considering if there is further scope

for privatisation in this Laboratory or in the Department's three

other remaining research establishments.

Other Departmental activities

21. None of the Department's own activities lend themselves to true
privatisation (as opposed to contracting out which is being
covered in the separate exercise conducted by the Chancellor of

the Exchequer). The Department could withdraw from the Cotton

Industry War Memorial Trust but this would require dispropertionate

effort, including legislation, to save only 2-3 hours of work per

year.

22. The Design Council's role as the Government's principal vehicle
for promoting good design could not be wholly financed by the

private sector. Our power of appointment of members and the

CONFIDENTIAL
MANAGEMENT IN CONFIDENCE




AGEMENT IN CONFIDENCE

provision of most of its finance though a grant in aid ensures

that the body does what we want it to do. A loosening of control

would be detrimental in this respect.

ICB1

1% September 1982

CORFIDENTIAL
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Fromthe Secretary of State

CONFIDENTIAL

John Sparrow Esqg
Head of Central Policy Review Staff
Cabinet Office

70 Whitehall '
London [0
SWIA 2AS : September 1982

@WmS'PMWYV,

Thank you for your letter of 31 AGgust suggesting that it would be useful to do

further work on international comparisons of the BAA's performance. I have also

—_— e .
seen George Younger's letter of 6 September endorsing your proposal. Although
this has been overtaken by the discussion at E(NI) on Wednesday 8 September,

you may find it useful to have this record of our position in the matter.

I agree that international comparisons can be a useful indicator of relative efficiency

and my officials have been worizing on this with the BAA for some time in response
to a similar recommendation made by the Public Accounts Committee. As you
recognise, the task is fraught with difficulties because of the wide disparity in the
way airports are operated and financed. Few other airport authorities (even in

the United States of America) publish anything like the amount of disaggregated
financial and performance material provided by the BAA and there are at present
no international arrangements for the exchange of such information of the kind that

we have in ICAO for airlines.

Last year, my Department commissioned Professor Doganis, Professor of T;ansport
Studies at the Polytechnic of Central London, a recognised expert who had already

done some work in this field, to carry out a feasibility study. The result, owing to
the lack of disaggregated and published information, was disappointing and we concluded
that it was unlikely that outside experts would be able to obtain the necessary .

information for worthwhile results.
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This approach having failed we then asked the BAA to pursue the matter using its
close contacts with other European airport authorities to obtain unpublished,
and, in some cases, sensitive information. This work was given added urgency by

the need to prepare for the forthcoming litigation.

This "in house" study is now virtually complete. 1 have seen some of the initial
results and these suggest that the BAA compares well with other major European
airports on most measures of financial performance and efficiency. However, the
study is still being finalised and will not be made publicly available until the
exchange of expert evidence in the litigation in November. Until then its very
existence must remain confidential both to protect our position with the plaintiffs
and the position of those airport authorities overseas who have co-operated with the

BAA in-helping with this part of the legal defence.

I think for the moment that it is best to allow the BAA to complete this work.

T
If, when it is made available in November, it does not produce sufficient information
of the sort that we want we can consider whether any further work should be
commissioned but I shall need to consider the impact of our instituting such an

examination on our handling of the litigation.

So far as international comparisons of charges are concerned, 1 am afraid that this
is also more complex than might at first appear. Few other countries have reached
the stage where their airport facilities are totally unsubsidised and the very different
methods of financing mean that comparing like with like can be extremely difficult.
Again, a good deal of research is already in hand as part of the preparations

for the litigation (including work by outside consultants in the United States of
America) and I do not think it would be helpful to our defence to duplicate such

work at this stage. Again, the existence of these studies must be confidential
at this stage.

I expect to refer the BAA to the MMC in due course, but this could not be until after

the present litigation is resolved. I am advised that it would be inappropriate to

establish a competing forum for considering the costs and efficiency of the Authority

CONFIDENTIAL
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while the matter is before the High Court, and that it would be unhelpful to our
defence, while the litigation is in progress, for me to take action which implied
that I regarded the BAA's activities as meriting investigation on monopoly grounds.
Nor do I think it would be helpful to our defence to institute other outside

examinations of them in parallel with the litigation.

I am sending a copy of this letter to the Prime Minister and other members of E(NI).

ywvvl waww/v?

fr« LORD COCKFIELD

(:va IW fowwvv;’ J}-waﬁ:
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PRIME MINISTER

British Airports Authority: E(NI)(82)19

BACKGROUND

This note by the Secretary of State for Trade discusses the performance

and current position of the British Airports Authority (BAA), In his

minute to you of 23 July the Secretary of State suggested that the note

could be cleared in correspondence. Mr Scholar's letter of 26 July

— .

e
raised a number of questions. In response, further information was
e

supplied in a letter of 5 August from the Department of Trade; but

———

Mr Rickett's letter of 9 August recorded that you still had misgivings.

The Secretary of State for the Enviromment (letter of 16 August) has also
raised doubts, to which the Secretary of State for Trade has replied in his
letter of 27 August.

2, The papers are all concerned with BAA's current and prospective

performance. As recorded in the Annex to the note by the CPRS (E(NI)(82)25),
which is for separate discussion at the same meeting, consideration of the
BAA's objectives must await the outcome of the litigation brought by a

number of airlines challenging the BAA's charging policy and the Government's

rights with regard to that policy. The Annex also implies that no further

action is required regarding monitoring arrangements, or Board structure

and membership.

3 The BAA is a fairly small organisation by nationalised industry standards.

It employs little more than 5,000 people (excluding security staff); and
iy

its turnover in 1981-82 was under £300 million. Nevertheless, it has quite
an important investment programme in prospect (around £675 million cash over
the period to 1985-86); and the Secretary of State for the Environment has
argued, in effect, that it is a potential model for dealings between the

Government and a public sector monopoly.

MAIN ISSUES
4, B(NI)(82)19 asks the Sub-Committee to note that the Secretary of State

for Trade intends:

1
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(a) to agree the general direction proposed in the BAA's corporate

plan;
E—

(b) to endorse the BAA's investment programme, subject to

—

detailed approval of annual totals;

(¢) to underline the importance of containing current costs and

of moving more swiftly towards economic pricing levels;

(d) to ask for improved performance, keeping external financing

within the levels in the 1982 Public Expenditure White Paper.
The main doubts raised in the correspondence are:-—

(i) Are the BAA's control of, and objectives for, current costs
. —————— L ———
sufficiently rigorous?

(ii) Is their investment planning satisfactory?

It may also be desirable to discuss:

(iii) 1Is the BAA's pricing policy acceptable?

Current Costs
B The BAA has two performance aims for the period 1980-81 to 1982-83:
e,

S ——————

e .
to achieve an average annual increase of at least 3 per cent in the number of

passengers handled per employee; and to achieve an average annual reduction of

at least 21 per cent in operating costs per passenger. The Secretary of State

for Trade suggests that the first will be obtained (in fact, exceeded, according

to Section 3 of the background note circulated with the DoT letter of 5 August),

but not the second. At first sight, this is surprising. According to information

on ﬁ;; settlements in the DoT note, average earnings will have increased by about

\ 32 per cent in the three years 1980,1981 and 1982, compared with an increase in

Eﬁe RPI of 56 Jper cent — a fall in averaggkfeal earnings of some 15 per cent. 17

Since the numLer of passengers handled per employee has been rising, other costs

must have increased quite considerably. The DoT letter of 5 August mentions

2
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depreciation, rates and energy costs, and suggests that little can be done about
—

them, That may be true of depreciation, But some economies should be possible in

the use of energy; and it may be that BAA could reduce their rate bill, for example

; ] : ]
by using less, or less expensive, office space (clearly, little can be done about the

R — ———
airport installations themselves, at least in the short runm),

6. There is also little in the papers about the BAA's future aims for productivity.

As the Secretary of State for the Environment has pointed out, it is suggested
(paragraph 10 of E(NI)(82)19) that the need to open and staff new terminals will reduce

effects on profitability; and are they acceptable?

e —

productivity (or its rate of increase). Is this so? If it is, what are the likely
——

Te You will no doubt wish to explore these aspects.

Investment programme

8. The letter of 16 August from the Secretary of State for the Environment suggests

that the investment programme in the BAA's corporate plan will generate substantial

over—capacity, even by comparison with fairly optimistic traffic forecasts. However,

E——— e

the level of investment indicated in E(NI)(82)19, at £675 million, is well below that
T e e ]

proposed in the corporate plan (£822 million), so that this point, at least in part,
has already been allowed f::? Tﬁ;-gécretary of State for Trade's letter of 27 August
also says that the estimates of over-capacity made by Mr Heseltine are overstated, and
pointe out that it is impossible, because of the "lumpiness" of investment, always to

match investment and capacity.

9. The Secretary of State for the Enviromment also suggests that the productivity of

existing facilities might be improved as an alternative to increasing capacity.

T —

However,_ﬁgathrow is much more intensively used than the busiest European airports, as

the Secretary of State for Trade points out in his letter of 27 August.

10. If, following the correspondence and discussgion, concern remains about the BAA's
investment programme this can be further pursued between the Treasury and the Department
of Trade in the context of the nationalised industry investment and financing review.

Pricing policy

11, Both you and the Secretary of State for the Environment have drawn attention

to the substantial increase that has taken place over recent years in the BAA's charges

to airlines, To the extent that the increase results from a failure to control costs,
3
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it is obviously undesirable, However, it is only fair to recognise that

~ it also stems from the Govermment's policy of setting the BAA more stringent
financial targets, and restricting its access to external finégzzxzzng_g;éater
;;%§3I7h€522-;; the practice in many overseas countries. It is, in fact, these
latter aspects which are the main points of contention in the impending litigation,

as the Secretary of State for Trade points out in his letter of 27 August.

123 Indeed, the Secretary of State for Trade proposes to continue with the

policy, despite some resistance from the BAA, In response to the litigation, the

BAA has decided to hold its charges in 1982-83 at the level of May 1981. The
== it

Secretary of State intends to press the Board to progress 'more swiftly towards

economic pricing levels', Provided that costs are properly controlled, this

“seems consistent with the Government's general policy towardq the nationalised
industries, though the litigation is a complication, (To press ahead with the
policy could be regarded as provocative; on the other hand, to fail to do so

could be taken as an admission that the policy is wrong).

1355 A related aspect is profitability. The BAA's current financial target is
to achieve a 6 per cent Soke Y et on assets in current cost accounting (CCA)
over the period 1980-81 to 1982-83., Paragraph 7 of Part II of the note attached
to E(NI)(82)19 speaks of a 3 per cent CCA return over the period to 1986-87,

——
Presumably some decline in the rate of return is inevitable as a result of the need

to instal new capacity, which will not at first be fully used. But it is not clear

—
whether the Secretary of State for Trade regards 3 per cent as adequate; or whether
he expects it to be increased, by deferring investment, increasing charges, or

other means.

HANDLING

14, You will wish to ask the Secretary of State for Trade to open the discussion

by reference to his note and the correspondence. You might then invite the

Secretary of State for the Environment to enlarge on the points made in his letter

of 16 August. Any member of the Sub Committee may w1sh to comment; the Chief

Secretary, Treasury, in particular, is likely to have comments, both on the figures

in the context of the 1nvestment and financing review and because of possible

1mp110at10ns for nat1onallsed industry pul1cv, the Scottish representative (the

SRS T e
Secretary of State for %cotland is unllkely to be able to attend himself) may have

departmental p01nts to raise. You yourself will wish to be satisfied that the points

ra1qed in your Prlxate Secretaries' letters are-fully dealt with.

i
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155 In general, however, I suggest that you will not wish to be drawn too

much into details. The Sub Committee's views can be taken into account in the
investment and financing review discussions which are currently in train.

They are due to be concluded this month; and the Chief Secretary, Treasury will

report the conclusions to E Committee for consideration,

CONCLUSIONS
16. You will wish the Sub Committee to reach conclusions on the extent to which
the recommendations in paragraph 13 of E(NI)(82)19 should be:

—

(a) endorsed as they stand;
(b) endorsed, subject to points of emphasis or detail; or
(e) remitted for further discussion, at least in the first instance,

between the Secretary of State for Trade and the Chief Secretary, Treasury

as part of the current investment and financing review discussions.

Ry

P L. GREGSON
Cabinet Office
6 September 1982

5
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Qa 06046 31 August 1982
The Rt Hon Lord Cockfield
Secretary of State for Trade
Department of Trade
1 Victoria Street
SW1H 6ET

E>41n~/ ;1"ct‘*‘,‘!

British Airports Authority

I have seen the correspondence, in which doubts have been expressed by
the Prime Minister and more recently by Michael Heseltine as to the operating
efficiency of the BAA. A question mark also exists over BAA's ability to offer

——

landing riﬁhts and other airport services at internationally competitive prices,

although this also depends on the financial target expected of the BAA and is

currently the subject of litigation.

We might learn more about BAA's efficiency and its international
competitiveness if a study were to be carried out of BAA's charges, costs

and performance by comparing these with information about other major

Puropean and North American international airports.

Inevitably there will be difficulty over such comparisons. The scope
of operations may vary and circumstances may differ. However it is difficult
to assess in a monopoly situation whether performance targets, including
Financiel targets, are reasonable without comparisons of some sort, and

lessons would I am sure be learnt from such an exercise.

The BAA has not yet been referred to the MMC, and there may be good
reasons for deferring a reference while the present litigation continues.

In those circumstances, could I suggest that one way of carrying out the

1
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suggested review would be to ask BAA to appoint, jointly with your Department,
a firm of consultants who have had some experience of examining the operations

and finances of international airports.

I am sending a copy of this letter to the Prime Minister and to the

other members of E(NI).

Ua.:m A creelay s

-

John Sparrow
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Treasury Chambers, Parliament Street, SWIP 3AG
0Ol-233 3000

PRIME MINISTER ‘VI

PRIVATE FINANCE

Your personal minute of 28.__,561)! commissioned a fresh review in E(DL) of progress and

prospects on privatisation for action in this Parliament and preparation for the next. In

my letter of 11 Auglst to the Home Secretary I also invited colleagues to report by the
end of October on progress with contracting out in the wider public sector, and on further
measures which might be taken. Inm these two exercises, I asked my officials to
prepare the attached report on progress on the introduction of private capital into the

public sector.

i The criteria for the direct introduction of private capital into the public trading
sector were worked out in NEDC last year. We are pressing forward wherever there
appear to be advantages to compensate for any additional cost. The picture is quite
encouraging. Although the number of schemes which have so far gone ahead is limited, a
number of new ideas are coming forward and being examined. I am sure that colleagues
should be on the look out for more, especially as they prepare the planned reports on
privatisation and contracting out. For example, there may be cases where immediate

privatisation is not possible but a joint venture might be a helpful interim measure.

Fe Progress on the use of private capital in the public services has been slower but
there are one or two relatively well-known examples eg the experimental work going
forward on road construction and maintenance. But I am sure that more schemes could be

found if the scope for them were to be examined imaginatively and thoroughly.

4. If there are other examples and areas not mentioned in the attached report, the
——— ——
Treasury would be only too willing to look at them.

——

—

=5 I am copying this letter to other members of Cabinet, to John Sparrow and Sir

A

(G.H.)
2 7T August 1982

Robert Armstrong.
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BNOC is being privatised.

The Department of Energy's main priorities are the abolition of the
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monopoly sony, the sz 3GC's onshore and offsh

r
and the disp¢ ) h pplian retailing business. Al

causing considerab ifficulty with Sir Denis Rookeand the Depa
believe th ] hing to be gained from an effort to find ways of
involving privat Cinan in the main business of gas supply. However,
the Department are proj ing press the Corporation to hive off all
activities no ! . ¥ to the main business of gas supply and

to make this on he ob}] ives of the Corporation.

(e) Coal

9. Department of E iew remains that any movef of this kind are
likely to run into st g ition from the NUM and that for that

reason alone they shot ot be pursueé this year.
Electricity

The 1 q g private gener electricity is now in
sion. This will place the
ation to make available their

private generators of electricity

11. A consultants' report on th bility of major combined heat and
power schemes in up to nin ities will be coming forward this month
but the forecast rates of mturn do not look likely to be attractive

generally to private investment.

Departiment of Industry

(a) British Telecommunications

12. The decision to privatise British Telecommunications effectively
overtakes any proposals for introducing private capital into BT through
such devices as the BT Bond. By exposing BT directly to market forces,
privatisation obvates the need for other more artifical devices intended
to bring such pressures to bear, provided we continue to press ahead with

our plans for liberalisation in cther directions.
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13. 1In the case of the Post Office the Secretary of State for Industry
18 reviewing possibilities, including a programme- of disposals or join
ventures for the Crown Offices, joint ventures in the parcels field
setting up a property subsidiary with private participation to manage

the Corporaticn's property estate.

(c¢) Other Industrie

14. 1In the case of steel and ship builders, the object of policy is
to move as rapidly as possible towards a situation in which total
privatisation is possible and to dispose of parts of the businesses,

where possible, on the way

The object is to privatise as soon as practicable.

(b) British Airports Authority

16. A joint BAA/DOT/Treasury Working Group is to examine in detail the

two most promising ideas for private sector finance to emerge from an

i
examination by merchant bankers. These are i) a performance bond on the

lines recently proposed for BT and ii ) qui finance linked to income
from duty free and other airport concession The working group will
report in October.

Department of the Environment

(a) Water

17. The Secretary of State for the Environment is keen to see the
introduction of private finance in the water industry but the main
proposal examined so far - a private sewage treatment company for
Merseyside -~ seems to offer little or no scope for efficiency savings

4
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or other benefits to outweigh the extra cost of private finance.
the conclusion follows from the ysical characteristics of this
particular scheme and would not necessarily apply to other areas of

water authorities' activities.

18. The criteria are clear cut in this area but the responsible

authorities (whethe ' or local government or authorities such as
the NHS) will want to ensu either that the involvement of the private
sector imposes no extra outlay that where it does, this is outweighed

by greater efficiency,

Department of Transport

(a) Roads

Ol

19, 1 lowing discussions in E Committee the Secretary of State

Transpo has been authori to consult construction companies a:

other interests abo the )ssibility of tapping private sector capital
as a reinforcement nventional public sector fundines of road

construction.

20. The scheme that has figure 10st in these consultations and in the
work of the Civil Engineerings EDC i me in which the private investment
-+

would be remunerated by a royaltv pe reh i > pai y the

for a fixed period after the

21. Until the resulis of the consultations are known the additional cost
which may be involved compared to conventional fundings cannot be assessed
nor can the efficiency gains to be achieved. But the construction

companies opening position is that the privately financed project should

be additional to those financed by conventional public expenditure and

should benefjit from ) -y
/ cuarantees from the Government as to their minimum rate of return.

CONFILENT IAL




22. A number of local authority privately financed road schemes have
also been put forward, their justification is not entirely

local authorities may see them as a way to avoid capital contro
Department of Transport and the Treasury are discussing

be handled.

ment of the Environment

Governmen Construc'ig_

A decision was taken earlier
rnational Conference Centre with
recently, the Secretary of Sta he Environment

hat the Bridge Street Site should

The scheme has yet to be ex

24. VWhether private funds would be good value depends largely on whethe

substantial part of the buildinsg will be occupied by the public secto

(in this case Parliament). If so, then public funds for at least part

the development would almost tainly be the cheapest
the other hand, the develop,ﬂ Aeh cu _ied almost

te would appear

Inner Cities

=

25. The Secretary of State for the Environment has also been making
considerable efforts to attract more private finance into the inner
cities. He has invited local authorities to bid for the new Urban
Development Grants, announcel in the Budget, which will be paid towards
projects offering a high contribution by the private sector. Bids

have been invited by the end of September for implementation in 1983-84.
A similar scheme was operated for derelict land grants in 1982-83 and
about £10 million of grant is likely to be paid out on development
projects involving more than £70 million of private money.

6
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A number of schemes for the use of private finance in housing
sociation projects are under consideration. In most cases, schemes
offer no offsetting benefit to the higher cost, in terms of Government
grant, of usineg private finance. However, approval has recently been

given to a pilot scheme in 1ich an insurance company will finance
most of a housing association shared-owner project instead of the
housing corporation in return for a claim to capital appreciation on

the remaining share of the property.

(d) Other

27. The Department of the Environment a ntly published a
pamphlet '"Bringing in Business" which describes iety of individual
schemes in which local a

or have worked together in partnership with priva

financial institutions.

institutions, developers

to eucouraze them to exploit the n imilar opportunities that exist.

Department of Industry

Factory Building

28. Discussions hs place between officials about the appropriate
criteria for greater private sector involvement in the Government's
factory building programme. It has been agreed that short term rent
guarantees and leases may be appropriate ways for the various agencies
to act as catalysts in stimulating the private sector to invest in areas
where they would otherwise not contemplate doing so. But long term
lease backs and the various tax based schemes of finance offer little
more than a more expensive way of raising Government finance.

Department of Health

29. For the near future policy is to encourage provision and financing

it
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of health care in the private sector rather than privatisation of

the NHS itself or to seek private financing for NHS development.

However privatising the general opthalmic, dental and pharmaceutical
services is under consideration. So too are various aspects of

contracting out: these could have particular importance in this

ared.

HM TREASURY
19 August 1982
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Marsham Street
L_ondon
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Deav Seevifany f;}- Snte,

] Thank you for vour in which you express your concern at
b ) Y F Y

my apparent broad-brush

Authority's Corporate
Plan. I really cannot beli been served by burdening
you and E(NI) colle the

1eri
and agreed on a

to clear this m
some strong measures. However in the circumstances 1 am sending you a copy of
our report with this letter.

’
Of course I understand your concern that we should make sure there are
adequate surrogates where market pressures are absent. It is for this reason, as

need to price

- 5 the t economic levels, that the Authority were given in 1980
e P
afirm—.rlr:]al target plus two perfo ;

o performance aims each covering the three year
period 1980/81 to

(a) To achieve an average of 6% per annum CCA return on average
—— -

net assets;

To achieve a growth in the number of passengers handled per

employee of an average of 3% per annum;







From the Secretaryof State

a reduction in real terms of operating costs per

I el el T AT
nanadied ol an aver

Forecasts
QOutturn

82/83

Av/pa

: . . ! !
Passengers/employee £ 39 , _ : e i + 3.49
Costs/Passenger 1% 1.3% -. - 1.3%

Financial target 6% % 4. 7% 4%

3 As you will see the first performance target has beer*. met.

After a poor start the improvement last year and that expected this year are

substantial.

4 The second performance target, that of costs, t‘.as been missed’ - by a margin
of about 1% - but the Authority has had to face escalating costs quite outside its

control, not least an astronomical increase in rates, 62% in two years, a matter
. Hrkaod _
which falls within your responsibility not mine. Despite these difficulties we
A e —— )
expect by next year the cost target will be met - that is averaged over four years

there will be an improvement of 24% per annum.
R N e

5 The financial target has been missed but only by a very small margin - the
———

average is expected to come out at 5.4% per annum compared with the target of
i e

6%. This shortfall is due almost entirely to the Authority's decision, under pressure
from the airlines and the threat of international arbitration by the United States

Government, to freeze its airport charges this year.




first was met
, but will be met by the fourth. The
circumstances | cannot

bald statement in

it has been set'.

7 There are two other general comments I would make. First the targets were
set in February 1980 when economic circumstances and in particular the position of

the aviation industry were much more favourable than they have turned out to be.

performance of the nationalised industries generally, the financial target set for

BAA was a great deal tougher than those set for most of the nationalised industries
———————— ey
and BAA's outturn a '

8 You also say in your letter that "landing fees per passenger have risen 17.6%
in real terms in the /eal This is not a fair comparison. If adjustment

is made, as it should be, for the change in the way that airport security has been

financed the Authority's landing fees per passenger declined in real terms between
1971/72 and 1979/80 by 24%. The whole, and indeed more than the whole, of the

17% increase you refer to was the result of the very big increase in landing charges

made in April 1980. This was in response to Treasury pressure on the Authority to

)
introduce economic prices which would earn the required rate of return and reflect
- e 2y

long run marginal costs. It was this increase which prompted a case which is now
p . -

before the Court.

9 I am surprised and concerned at your comments about the Authority's
investment programme bearing in mind it reflects our present airport policy,
endorsed in Cabinet, and the succession of public inguiries concerned with the three
main elements of the progrérnme: Terminal 4 at Heathrow, the second terminal at
Gatwick and the development of Stansted. This last Inquiry is of course still in
progress. The guestion of the need for additional capacity in the South East

airports has been the subject of intensive examination in two inquiries, and indeed
p ) )




need to provide tne proposed

also recommended phasing

| have not yet given our d

urther representations in the light of the
revised traffic forecasts which were produced last year. 1 cannot of course prejudge
the outcome of the Stansted Inquiry though the Inspector is aware that in the
Government's view the additional capacity which this development would provide will

be needed in due course.

——

either the Authority nor I would want to commit capital expenditure in

developing this new capacity until it was necessary. But it is simply not possible

to avoid there being some excess capacity for a time when a major investment of
this sort takes place. Even if the new terminals were built at the earliest possible
time however the excess capacity on our present forecasts would be a great deal
less than you claim: in 1986 only 11%, falling to 5% in 1987 and 1988 taking no
account of the difficulty of matching precisely the supply and demand at each
airport. Clearly there is a limit to the congestion which can be tolerated in
existing facilities beyond which costs increase and severe delays in processing both
aircraft and passengers are experienced, and possibly safety hazarded. At Heathrow
for instance we expect the traffic to exceed present capacity before the new
Terminal is completed, due largely to the delays caused by the excessively long
planning processes: it will have taken ten years from ‘start to finish to provide this
Terminal and had it not been for the recession which has temporarily slowed traffic
growth, and which was not foreseen at the time, Heathrow would already be

impossibly congested.

11 As 1 pointed out in my note E(NI)(82)19 in recognition that the Corporate

Plan programme is now unlikely to proceed as planned, the proposed expenditure

was cut by 20% overall to allow for slippage and other factors. None of us can
N

forecast demand with any certainty and, given the very long lead times, it is vital
to set planning in hand at a very early stage in the knowledge that investment can
always be delayed but not advanced. Adequate control over timing can then be

exercised through the normal investment approval processes.




From the Secretaryof State

12 Certainly | do not accept that planning investment early enough implies a
monopolistic weakness - it is simply a recognition of the need to allow adeguate
time for consideration on matters of considerable public interest. In our examination
of the Authority's past performance we were unable to find any evidence that the
Authority had invested unwisely. | believe the progressive development of its
airports in line with traffic demand is proof in itself but this is further emphasised
by the fact that its capital expenditure per passenger declined in real terms by 56%
between 1975/76 and 1978/79, and though it is now increasing it was still, in
1981/82, 26% lower than in 1975/76.

13 By comparison with some of its competitor airports, the capacity of the

Authority's two main airports is highly utilised. Thus at present Heathrow is about
91% utilised compared with Frankfurt, now the second busiest airport in Europe,
which is only 59% utilised, Schipol less than 50%. The Authority constantly seeks

to remove capacity constraints in its existing facilities and accepts some degree of
congestion at peak hours is unavoidable. But it is constrained in what it can
achieve by the capacity of its runways and the demands of scheduled airline carriers.
[ have no doubt the Authority will continue ta strive to use space and facilities
more effectively and my officials examine in detail each year its capital programme

which itemises every project costing over £1 million.

14 I am just as concerned as you are that we should not over-provide airport
capacity. There is no evidence that we are so doing. Indeed the evidence points

the other way. Nevertheless this is @ matter which 1 propose exploring further.

15 My note also indicated that 1 am not happy with the Authority's pricing
policy and | believe that there is some scope for further cost cutting; to this end I
have recommended that the Authority should not receive the additional external
finance it sought for the agreed investment programme and should be limited to the
existing base line, a saving of £50 million over the three year period. It is not for
me to tell the Board how to achieve the necessary savings but 1 shall expect it to

take some tough decisions on pay and prices. It is inevitable that major investments




new capacity will affect productivity for a time, since costs increase
ommensurately faster than revenue from the build up in traff But each
Investment is subject to a
appropriate rate of return allowing ~ risks. 1 raid there is little scope for
achieving economies of scale in this case and the timing of capital expenditure and

£

the control of operating costs are both necessary if these major investments in

terminal capacity are to be profitable.

Over the course of the next six months I shall hope to agree a set of
objectives with the Authority, in accordance with the E(NI) remit, and also a new
financial target and performance aims. These will, of course, have to reflect in a
realistic way the forecast traffic growth as well as the timing of capital expenditure
in deciding on the appropriate level and period over which these targets should be

achieved. 1 shall keep colle s informed.

17

[—w LORD COCKFIELD

(apprrved Me kv Senic




PERFORMANCE REVIEW OF TEE BRITISH AIRPORTS AUTHORITY -~ 1982

Nature of Business

1 The British Airports Authority was established in 1966 to
own and operate three of the four main London area airports
(Heathrow, Gatwick and Stansted) and Prestwick in Scotland. All
were formerly under direct Departmental control. Subsequently it
has also acguired responsibility for Glasgow, Edinburgh and
Aberdeen airports.

2 Under the Airports Authority Act 1975, the general function
of the BAA is to manage these aerodromes and its duty is to
provide such services and facilities as are in its opinion
necessary or desirable for their operations. 1In carrying out
this duty the Authority is required to have regard to the
development of air transport and to efficiency, economy and
safety of operations. Except with Ministerial consent, the BAA
is precluded from providing air navigational services, which are
provided by the Civil Aviation Authority (Caa).

3 There are a wide range of other activities conducted at its
airports for which the BAA is not directly responsible. For
example, at the London airports virtually all. baggage-handling,
check-in and passenger-handling services are provided by the
airlines or appointed handling agents while the regquirements of
the regulatory authorities (eg Customs, Immigration etc) are an
important determinant of the numbers of passengers which can be
handled within the airport terminals in any given period. 1In
addition, the BAA has a policy of hiving off to the private
sector as many as possible of the ancillary functions reguired at
its airports. Thus car parking, shops, fuel supplies, transport,
catering facilities etc are all normally provided on a
concessionary basis which reduces the BAA's exposure to a fall in
traffic and enables changes to be made if the guality of service
falls below acceptable levels. The result of this complex system
of inter-relating organisations is

(a) that there is a considerable problem of co-ordination
which is off-set to a large extent by the flexibility
of the system to continue to operate even when one
part is operating less effectively (eg during
industrial disputes). Unlike other forms of
transport, the major airports have very rarely been
brought to a complete halt despite their
vulnerability to some forms of disruption (eg if fire
cover were ever to be withdrawn).

that the BAA is able to keep its staff numbers to the
minimum. For example at Heathrow in 1980/81 the

number of employees by category of employer was as
follows: -




BRA

Government
Concessionaires
Airlines
Contractors
Total

Ceorporate Obijectives

- The BAA have prepared annual Corporate Plans for many years
to provide a strategic framework within which the Authority plans
its activities. Considerable efforts are made to ensure that the
staff are involved in discussions over the Authority's corporate
objectives.

Primary Objective

5 The BAA's primary objective has remained essentially
unchanged since it is based on the statutory duties set out in
the Airports Authority Act 1975. It is stated as follows:

"To operate, plan, and develop its airports efficiently and
profitably to meet the present and future needs of air
transport, both international and domestic, so that air
travellers and cargo may pass through safely, swiftly and as
conveniently as possible”,

6 This general objective is supported by more specific
policies each of which is considered in more detail below.
However the achievement of its primary objective is linked
inextricably with the policy the Government itself has formulated
to cope with the growth in demand for air transport, and with the
fact that demand is largely determined by developments in the
civil aviation industry which are beyond its control. The main
determinant is the growth of traffic demand and a note on this
and the changes in the forecasts over a number of years is shown
at Appendix 1. There is little scope for improving revenue by
more effective marketing since, ultimately, the use of its
airports is dependent upon the success or failure of its airline
customers who, in turn, operate in a highly regulated
environment.

7 A statement on the development of airports policy since the
abandonment of the Maplin Project in 1974, is attached at
Appendix 2. The BAA's specific corporate objectives must be
viewed in the light of that policy and of the regulatory
framework within which the air transport industry must must
necessarily operate.

Examination of Specific Policies

Service to Customers

"To maintain hich standards of safety for aircraft,

passengers and airport staff, and to ensure that these
standards match development in the air transport industrv".




8 The Authority maintains a Department of Airside Safety and
Operations whose task it is to initiate improvements to installed
equipment and operating practices with the cobjective both of
improving standards of safety and of operational efficiency. At
the international level the Authority has links with the Western
European Airports Association, the Airport Operators Council
International and the International Civil Aviation Organisation
(ICAO) where it represents the Airports Association Co-ordinating
Council at meetings of a number of divisions of the organisation
concerned with safety and standardisation of equipment and
procedures.

9 Specific areas in which the Authority has been active have
included extended trials of the Precision Approach Path Indicator
system at Heathrow and Gatwick and of the new Mark II Vasis
lighting system. Improved facilities and procedures have been
agreed with the CAA over the last three years in respect of both
Gatwick and Edinburgh, raising their ILS and lighting egquipment
from Category II to Category III and joining Heathrow and Glasgow
in the higher category. Particular attention has been paid to
fire fighting. A major new fire fighting foam tender (the

Javelin) has been built to the Authority's specification and is
on trial.

10 All runways at BAA airports have been closed down for
varying periods during the last three years for the purpose of
completing maintenance works necessary to aircraft and passenger

safety but there has been no significant loss of operating
capability.

1l The general assessment of the BAA's achievements in the
safety field is that its standards are high and well up to those
to be found at airports in any other developed country.

"To _ensure, within the limits of the Authority's powers,
high standards against terrorism and crime in its airports”.

Anti-terrorism

k2 BAA assumed responsibility from the airlines for passenger
search in 1978. At about the same time the financing of the
activity was transferred from the taxpayer to the air transport
industry and an appropriate levy was placed on arriving
passengers from which BAA (and other airport authorities)
reimbursed. The total employed at BAA airports on all security
duties (passenger search and access control) in March 1979 was
2,037 increasing to 2,222 a year later: the number reported to
have fallen in 1982 to 1,695.

13 To aid baggage searching a mechanised systems incorporating
X-Ray machines installed at the major BAA airports: these
machines, BAA report that efficiency of security procedures won
approval in their 1978/79 passenger surveys. In March 1981
centralised search procedures were introduced at Heathrow at
Terminal 3 and at Gatwick: these are reported by BAA to have
greatly helped passenger processing and significantly reduce




security costs which in 1980/81 totalled just over £24 million
(about 75% of costs are said to be for sea*ch'ng) The average
total cost per passenger (including civil police and other costs)
were lower at BAA airports than the average of other UK airports
in 1980/8l1. To date there have been no successful hijackings
from BAA airports.

Prevention of Theft and Other Crime

14 Prior to 1974 policing of BAA airports was carried out by
the BAA Constabulary assisted, in cases of serious crime, by the
local police. 1In that year the BAA Constabulary was transferred
to local forces (funding remaining with the Authority). Airside
access control remains with the BaAA,

15 In 1980, the Metropolitan Police reported 2,262 crimes at
Heathrow of which thefts from baggage accounted for 120. Total
thefts of or from passenger baggage at all BAA airports rose from
514 in 1978 to 559 in 1979 with thefts at Gatwick in both years
(342 and 308) substantially outweighing those at Heathrow (137
and 202). In 1980 baggage thefts reported at Heathrow
represented 0.0003 per cent of the 40 million pieces of baggage
handled at that airport or 0.006 per cent of its estimated total
value and were about one fifth of the levels recorded in 1972.

"As the airport's owner, to accept general responsibility
for the range and guality of all services available to all
air travellers, cargo shippers and airlines using the

airports”.

16 This is the most nebulous of the BAA's objectives and
performance is difficult to measure. The Department and the BaA
have been unable so far to implement a recent recommendation from
the Public Accounts Committee that the Authority's performance
aims should be extended to cover consumer satisfaction and that
more should be done to secure information enabling valid
comparisons of efficiency to be made with other countries'
airports. 1In both cases the difficulty lies in the fact that
there are considerable organisational differences between
airports as to responsibility for handling the passenger and
there are no internationally agreed measures in this field. Even
within the BAA's own airports, the responsibility for
baggage-handling (a vital service to the passenger) varies from
airport to airport.

17 So far, it has not proved possible to identify a single
measure of consumer satisfaction within the area of BAA's direct
responsibilities which can be translated into a performance aim.
But as a result of discussions with the Department, the BAA now
provides in it Annual Report an analysis of the consumer
complaints it receives at each airport. The first such published
analysis pointed to a significant decline in the level of
complaints received during 1980/8l1 compared to the previous year
but this result may well have been influenced by the absence in
that year of any significant air traffic control disputes in
Europe. In addition to this analysis, the BAA has commissioned a




survey of passengers' reactions to its facilities, the results of
which should be published in the next annual report. Further
work needs to be done in the area of international comparisons of
performance but the difficulties are formidable.

"To market the BAA's skills and experience in its own
specialist field as a consultancy service and thus cenerate
lncreased export opportunities for British consultants,
contractors and suppliers",

18 In April 1978, the BAA and International Aeradio Limited
(IAL), a subsidiary of British Airways, formed a joint company
called British Airports International Limited (BAIL). Initially,
its activities did not extend to wider participation in airport
development and management for which the BAA then lacked the

statutory powers. These powers were acguired later in Section 24
of the Civil Aviation Act 1980.

19 BAIL was set up so that BAA and IAL might compete, jointly,
more effectively for consultancy and management-type contracts
abroad. BAA were able to bring their expertise in the management
and development of large handling international traffic, which
IAL lacked; IAL on the other hand, already had a wide experience
in foreign markets, especially in airport management abroad. The
company was also set up to promote more effective competition in
overseas markets against other national organisations such as

Aeroport de Paris (France) and NACO (Netherlands), by providing
an "arrow-head" for British consortia in any aspect of airport
design, construction, equipping or manning, managing and
training.

Achievements

20 In view of its guasi-governmental nature, BAIL is attractive
to overseas clients and it frequently supports private sector
consultants in their bids. Such cases include projects in Abu
Dhabi, Brunei, Morocco and Yemen where BAIL have joined consortia
with private sector consultants. Since its establishment in 1978
BAIL has become recognised as a major force in airports
consultancy and has successfully challenged the hitherto dominant
position of Aeroport de Paris. Major projects obtained include
the management consultancy contract for a new Athens Airport, a
master plan for an expanded Bahrain airport, and the preparation
of a complete national airport plan for Malaysia.

Performance

21 The company made a small profit, for the first time, in the
year ending 31 December 1981 reducing its cumulative deficit to
£137,827. It is financed by equity capital which is now all
issued and fully paid, a second issue of 500 shares at £100

having been made during 1981 to provide increased working
capital.




Use of Resources

(a) "To provide new facilities at its airports as are necessarv
to enable them to meet the needs of air transport safely,
efficiently and economically"”.

22 The major problem facing the BAA has been how to plan for
the growth of traffic particularly at its London airports and at
Aberdeen which has experienced substantial growth as a result of
North Sea oil development.

23 Although the BAA has powers as a statutory undertaker under
the General Development Order 1977 which should allow it to
develop its facilities with fewer constraints constant pressure
from environmentalists concerned with the problem of aircraft
noise meant that since the 1978 White Paper it has become the
practice for the Secretary of State for the Environment to direct
the BAA to seek specific planning permission for any proposal to
build a new terminal. The fourth terminal at Heathrow was the
first major project to be subjected to the normal planning
procedures. :

24 The result is that it can now therefore take a decade or
more from the first proposals for additional capacity to the
completion of construction. Thus the plans for the Fourth
Terminal at Heathrow were drawn up in the mid - 1970's; were
subjected to a public inguiry in 1978 and obtained outline.
planning permission in 1979 and detailed planning permission in
1981. Construction will not be completed before 1985. The
outline planning application for a second terminal at Gatwick was
submitted in 1979; the public inquiry took place in 1980 and a
Ministerial decision on the Inspector's report is still awaited.
The terminal cannot now be available before 1987. The lead-times
on the Stansted project (involving a proposed new terminal beside
the existing runway with a capacity to handle up to 15 million
passenger a year) have also constantly slipped back as a result
of the planning procedures and it now seems improbable that a
planning decision will be taken inside the life of the present
Government despite the rapid initial decision by the Government
to invite the BAA to proceed.

25 The capacity of airports to handle growth in demand is
governed by a number of constraints which include:

a) the number of aircraft movements which can be handled
on a runway by air traffic control in any given hour.

b) environmental controls which restrict the number of
aircraft movements at night and, in the case of
Heathrow, are intended to limit the annual number of
air transport movements to 275,000 when Terminal 4
opens.

terminal capacity which is measured in terms of the
number of passengers which can be handled at each
stage at acceptable standards during one hour.




A note on the capacity of the BAA's South East and Scottish
Airports is at Appendix 3.

26 The Authority's Corporate Plan sets out each year a five
year investment programme designed to improve its airport
facilities with the purpose of removing constraints, raising the
standard of service and providing additional capacity when this
is needed. Table 1 illustrates the continuous process of
revision of investment programmes to take account of changes in
forecast demand and planning delays. In this respect the table
shows the changes in timing of the start of expenditure on the
major projects planned at the South East Airports.

Table 1 Corporate Plan Investment Programmes

Plan: 1977 978 1981 Actual Slippage

£€m (March 8l)

77/78 1S 54
78/79 71 45
79/80 76 (T4) 63
80/81 70 109 78
81/82 78 (T2) 164 (T4/2) 124 (T4) 79
82/83 169 253 “(T2)  113(E)
83/84 (TLA) 146 (TLA) 161 (TLA)

84/85 154 LA

85/86 151

Conclusion

27 To date the BAA has managed to fulfill this part.of its Corporate
objectives. The severe congestion at Heathrow which peaked in 1978-79
has not recurred there partly because of the unanticipated depth of
the current recession (and its effect on inbound tourism), the success
of the Government's policy of switching growth to Gatwick and a :
continuous programme of improvements designed to remove constraints.
Against an assessed capacity of 30 mppa when the present central area
improvements are completed , Heathrow handled 26.5 million passengers
in 1981-82, a fall of 8.3 per cent from the peak of 28.9 million in
1979-80. Demand at Gatwick, however, has continued to increase
sharply by about a million passengers a year and reached 10.9 millions
in 1981-82 against an assessed capacity of 16 mppa (when the satellite
now under construction is completed) and is now the world's fourth
largest international airport. 1In Scotland, Aberdeen has coped with a
doubling of traffic over the last five years to 1.54 mppa in 1980-81
through a constant programme of improvements to the terminal and other
facilities. The Authority's ability to provide new facilities to
continue to meet growth in demand depends on the granting of the
necessary planning permissions. The unexpected depth of the economic
recession has provided a breathing-space which compensated for the
delays imposed by the planning process. The most serious problem over
the next few years will be at Gatwick (the base for the major
private-sector UK carriers) where the second terminal, originally
intended to open in 1985, cannot now be completed before 1987 even if
planning permission were granted soon.




Use of Resources

"(b) As a public enterprise, to maintain a competitive and
commercial approach to 1ts operations and to ensure as far
as possible that 1t meets the financial and other tarcets
agreed with the Government from time to time”,

28 The first part of this objective has been one of the
Authority's corporate poclicies for many vears. The second part
however was first expressed in this form in 1980 reflecting the
agreement reached with the Government that year on a new
financial target, after a gap of 4 years, of an average of 6%
over the three year period 1980/81 to 1982/83 on average net
assets valued at current cost.

29 Also in 1980 two performance aims were agreed with
Government which were intended to supplement the financial target
as a means of demonstrating that the Authority was making
productivity gains and not achieving its target solely through
higher prices or increases in traffic. These aims, (the first of
which is discussed in the Section on labour), are;

(a) a growth in the number of passengers handled per
employee (allowing for changes in activities) of an
average 3% per annum and

(b) a decrease in expenditure (before depreciation) per
passenger of an average of 24% per annum.

Size of the Business

30 It would be possible to analyse performance over the whole
period of the Authority's existence but it is more appropriate to
consider only the period from 1975/76 when the Authority acguired
Glasgow Airport (its seventh airport) since which there has been
no expansion by acguisition. However any analysis should be seen
in relation to the size and growth of the business Table 2 bélow
shows the growth since 1975/76.

Table 2: Growth of Business

1971/72 = 100

75/76 76/77 77/78 178/719 79/80 80/81 81/82

Passengers 134 147 150 172 186 183 181
Cargo 129 139 151 162 164 157 154
Air Transport Move=-

ments 123 128 129 145 158 156 152
Employees 109 119 127 164 172 |68 160

31 Three points are worth noting. First, growth in traffic has been
continuous over the period through until 1980/81. Secondly, the
growth rate in air transport movements until 1978/79 was very much
slower than that of passenger traffic reflecting the introduction of




wide-bodied jets, and therefore more passengers per movement, on
international services. But the growth rate in air transport
movements since 1978/79 has been very similar due to the considerable
increase in the number of new air services and destinaticns served
from the Authority's airports. Thirdly the growth in number of
employees is distorted by the introduction of passenger search

procedures which in 1978/79 increased the number employed by over
2000, an increase of about 40%.

32 In numerical terms the size and growth over the same period is
shown in Table 3 below

Table 3: Size of Business: numerical growth

1975/76 1980/81 1981/82

Passenger (millions) 31.8 43.3 42.9

Cargo (1000 tonnes) 580.7 706.6 618.4

Air Transport Movement 695.3 763.3 536.7
(1000's)

Employees 4,870 5,428 5,139

(excluding security)

33 The business should also be seen in unit terms as a means of
judging performance. It is appropriate to do so by taking a passenger
as the unit though a more precise analysis would take cargo traffic
into account. Table 4 shows the two most useful measures, revenue and
expenditure (before depreciation), that is to say operating costs, at
constant prices per passenger (total) over the period from 1975/76.

Table 4: Business Performance in Unit Terms

1975/76 76/77 171/78 78/79 79/80 80/81 81/82

£ (March 81 prices)

per passenger

Revenue 4.68 4.91
Expenditure 3.04 2.88
(excluding depreciation)

34 Three points are worth noting First the reduction (at constant
prices by reference to the RPI) in expenditure per passenger in
1876/77 though there is nc immediately obvious explanation of this.
Secondly, the real increase in revenue per passenger in 1980/8l1 is an
indication of the considerable increases in user charges imposed in
November 1979 and April 1980. Thirdly, the increases in income and
expenditure per passenger from 1977/78 reflects the introduction of

the security levy, and the security costs incurred, amounting to £0.67
per passenger by 1980/8l.

Performance aim

35 This excess of security levy must also be discounted in
considering the Authority's performance against the aim of reducing
expenditure per terminal passenger by 23% pa. In 1980/81 the first
year of the aim,the Authority reported an adverse result of + 1.3%

partly reflecting a decrease in the number of passengers that year but




mainly the continuing real increase in fixed costs in particular rates
and utilities. In 1981/82 the result improved to -0.7%.

Generation of Surplus Funds

36 This part of the Corpcrate objective is now stated in the form of
the financial target of 6% CCA return on net assets. The target was
derived from the required rate of return of 5% on new investment as a
whole as specified in Cmnd 7131. In the period from 1976/77 to
1981/82 BAA achieved financial self-sufficiency in all but the final
year when a NLF loan of £5 million was needed to supplement internal
resources. Table 5 shows capital expenditure, trading profit before
depreciation both in total and in unit terms at constant prices.

Table 5: Investment

1975/76 76/77 77/78 78/79 79/80 80/81 81/82

(March '8l prices)
£ million

Capital expenditure 81.06 70.3 53.48 44.98 '62.85 78.39 78.87
Trading profit 52.45 70.68 74.02 73.21 69.44 88.45 90.28
(excl depr) (1) (1)
(1) In CCA terms

£
Capex/passenger . . . . -1.43 1.81 1l.83
T. Profit/passenger . - . 1.58 2.04 200

(1) (1)

37 In real terms 1975/76 was the peak year for capital expenditure
since the Authority was created. 1Indeed although annual capital
expenditure is increasing again in real terms, even in 1981/82 it has
not reached the 1975/76 peak. Also notable is the unit capital
expenditure which declined quite sharply until 1978/79 even though
growth in passenger traffic was increasing over that period at an
average rate of 9% per annum. This contrast reflected the pause
created by the formulation of a new airports policy in the period
leading up to the 1978 White Paper.

38 Until 1980/81 the Authority's cash limit/EFL was zero but in
1980/81 an EFL of £20 million was agreed of which £19 million was in
the form of money on local authority deposit. The Authority has
stayed within its cash limits but it is doubtful that these imposed
any real constraints on capital expenditure until 1979/80 when the
Authority had to cancel a number of projects under construction at
Heathrow and Gatwick in order not to breach its EFL. Generally it
seems likely that capital expenditure was held back by other factors
of which delays in formulating policy and granting planning permission
were the most significant.




Return on Investment

39 It is not possible to measure directly the Authority's
achievement in relation to its corporate target internal rate of
return - 10% on traffic projects and 8% on commercial projects - and
thus its performance in relation to the Government's reguired rate of
return of 5% on new investment as a whole. Virtually all revenue
earning investments have been incremental and thus largely concerned
with improving and expanding facilities which were constructed some
time previously; Terminal 4 at Heathrow will be the first identifiably
independent major revenue earning project for many years.

40 But a useful indirect measure of return on investment, are the
initial calculations carried out in deriving the Authority's financial
target suggested a traffic revenue (excluding security levy) per
passenger of £2.34 at March 1979 prices would be required to earn the
5% RRR on new investment; or £3.16 at March 1981 prices. This
assumed that the major part of the investment would be concerned
with airports (traffic) operations and would include the Second
Terminal at Gatwick and that revenue from commercial sources

would be excluded. The Authority however assumes that all

its revenue is traffic-related and therefore should be taken into
account. Table 6 below shows the income (excluding security

levy) per passenger both in total and by source.

Table 6: (excluding security levy) per passenger

£ (March 8l1) 1975/76 76/77 77/78 78/79 79/80 80/81 B81l/82

Landing fees 2.23 2.47 %3 2.42 2.16 2.81 2.81
Commercial 2.33 2.44 2.60 2.44 2.34 2.35 2.52

Total 4.68 P e 1= h SISEP TR Nl 1 N P R

41 As may be seen the revenue from landing fees in 1980/81 and
1981/82 fell somewhat short of the target; and even though there
had been a considerable real increase in landing fees in 1980 and
a consequential real increase in landing fee revenue of about 28%
over the previous year, the unit revenue is some 10% below the
required level. But by its own standards the Authority's unit
revenues have been well in excess of the required level to
achieve the 5% RRR and probably approached the level reguired to
achieve the IRR stated in its Corporate Plan. The figures for
the previous years are shown for comparison only since the target
revenue does not apply to those years.

42 In accordance with internationally - approved practice the
Authority seeks to maximise non-aeronautical revenue with the
result that the profits from activities have allowed landing fee
revenue to fall short of expenditure on traffic operations
(except recently at Heathrow).

43 The Authority's policy for determining the structure of its
landing fees undoubtedly reflects the principles embodied in
marginal costing eg peak/off-peak pricing, differentials between




airports to reflect in the same way fully utilised under utilised
capacity. But it seems unlikely that the actual charging level
fully reflects these costs.

44 Whilst the Authority continues to generate substantial
profits its accounting rate of return is somewhat below the
present target which was agreed in 1979 before the current
recession in economic activity. In 1980/81 the first year of the
new target period the Authority the return shown was 5.9% though
discounting factors not envisaged in the determination of the
financial target such as re-lifing of assets and interest
receivable, which was high that year, the comparable return was
probably about 4.5%. In 1981/82 the return was 4.7%. But CCA
rate of return on net assets at its South East Airports alone has
increased from 5.3% in 1977/80 to 7.6% in 1980/81.

Scottish Airports

45 Over a number of years it has been corporate policy that the
Scottish Airports as a Group should move towards break even: in
the 1981 Corporate Plan it was to do so in CCA terms by 1983/84.
In fact as Table 7 shows the performance in 1980/8l1 was lower
than that achieved in 1975/76 - the first full year of operation
of the Group in its present form as a result of the substantial
deadline in traffic at the Scottish airports. A similar result
is expected in 1981/82. The Group is however a net cash
generator for the BAA. '

Table 7: Scottish Airports: Group perfecrmance

£'000 1975/76 76/77 77/78 78/79 79/80 80/81

Revenue 8,837 11,863 14,492 19,587 23,842 32,960
Expenditure

(incl. capital 9,001 17,170 16,465 22,357 32,358. 35,841
costs)

Revex ratio 0.98 0.69 0.88 0.88 0.74 0.92

"As a good emplover to ensure fair pay and conditions of service
for employees and to encourage a working partnership leading to
higher productivitv and higher standards of service to the public
through proper arrangements for participation, consultation and
negotiation”.

46 BAA's performance in the area of staff pay and performance must
be measured against a variety of criteria. There have been no serious
stoppages by BAA staff during the review period and our impression is
that during the last two years in particular there has been a
successful tightening of controls over staff costs which has, for
example, enable the transfer of BAA's headguarters from London to
Gatwick to take place with a net reduction in the labour force.




Pay

47 The comprehensive review of the pay and grading structure which
was carried out in the mid-1970's to achieve a more rational system of
relativities and differentials was introduced during 1978/79
accompanied by a self-financing productivity structure. The scheme,
formulated on the basis of the ratio of "added value" to employee
costs gives variable payments to staff, dependent on the BAA's

performance and employees' co-operation with agreed efficiency
measures.

48 Since the new grading and productivity scheme was introduced

annual pay awards have been as follows consistently moderate compared
with the annual rate of inflation:

1979: 9% increase in basic rate, including overtime. A bonus was
offered to all staff prepared to accept monthly pay at a net lost
of 1% of the wage bill. An attendance condition was introduced
in the productivity scheme. 1In return, productivity payments

were increased from 73% to 10%. Estimated increase in average
earnings 10.5% (RP1 14%).

1980: 15% increase in basic rates from the operative date of lst
January with a further 2% from lst April. Estimated increase in
average earnings rather less than 15% (RPI 20%).

198l: 9% increase in basic rates. Payments under the

productivity scheme to continue at 10% of the new rates of pay
conditional on payments not being made for absences other than

approved annual leave and special leave. Estimated increase in
average earnings 9% (RPI 16%).

1982: 6% increase in basic rate and shift allowance; productivity
payments frozen at 1981 level. Estimated increase in average
earnings 5.6% (RPI 12%). -

Consultation with Employees

49 There has been continuing development of the role of the unions
in the greater involvement of employees both in the formal
consultative machinery and in participative exercises such as the
design of new uniforms, airport ancillary furniture and planned
preventive maintenance. The importance of communicating with
employees was recognised by, an extensive programme for involving the
staff in consultations on the Corporate Plan each year and for
informing them about the results announced in the annual report.

Staff Numbers and Costs

50 The number of staff employed fell in 1980/81 and again in
1981/82: Table 9 shows the number of staff employed over the past five
years. The increase in 1978/79 was largely accounted for by the BaA
staff taking over responsibility for passenger searching at Gatwick,
Stansted and the four Scottish airports in 1978.




Staff Numbers (31 March)

All Staff & increase Excluding Security Staff & increase

1976/77 5351 . 4746
1977/78 5789 . 4902
1978/79 7298 . 5261
1979/80 7655 . 5433
1980/81 7459 . 5322
1981/82 7120 . 5139

41 This is an indication of the success of the Authority's
productitivy arrangements and tight control of recruiting. . This is
further illustrated in Table 9, Staff costs; which also show the
measure in costs due to the new pay and grading structure introduced
in 1978/79 during the previous Government's pay policy.

Table 9:

Staff Costs (March 1981 Prices)

Total £'000 % increase Av employee £ $ increase

1976/77 45,797 - 9,167 -
1977/78 47,292 3.26 8,872 (
1978/7% 67,250 42.20 10,722 - 2
1979/80 77,910 15.85 10,929

1980/81 75,755 (2.77) 10,482 od)
1981/82 75,368 (0.51) 10,339 .4)

52 Finally a breakdown of staff costs reveals that overtime now
accounts a decreasing proportion of total costs: Table 11 shows this
and for comparison basic pay as a proportion of total staff costs.

Table 10: Percentage of Staff Costs

Overtime Basic Pay

1976/77 . 57.2%
1977/78 . 55.2%
1978/79 . 55.1%
1979/80 . 52.9%
1980/81 . 54.1%
1981/82 . 539

Performance Against Target Aims: Labour Productivity

53 In 1980/81, the first year of the target period, despite a
reduction in budgeted staff numbers and cost, the outcome was -1.1%,
due mainly to a substantial reduction in the number of passengers
during the years. 1In 1981/82 the result was much better at + 4.9%.




Impact on Others

"To live in harmony with the communities adjoining the BAA's
airports and to take action to maintain a balance of interest
between the communitles and the needs of alr transport."”

Commentary

54 Living in harmony with neighbouring communities is probably the
most difficult task of all since the BAA's airports together handle
60% of all air transport movements at UK airports and its London
airports alone account for 42%. Moreover, in accordance with the
Government's policy, the Authority is responsible for planning, and
eventually implementing the largest airport development projects in
the country, indeed in Eurcpe, and securing public acceptance of its
proposals.

55 Because of their size and growing activity, it is not surprising
that the environmental impact of the BAA's airports is a matter of
constant concern to the communities adjoining them and a source of
friction. The problem requires careful attention, first because of
the human suffering involved which requires effective mitigating
measures, and secondly because nearby communities represented by their
local authorities, MP's and amenity groups tend to be vocal objectors .
at Public Inquiries into airport expansion proposals. Thus, if the --
Authority is to fulfill its statutory duty to meet the needs of air
transport at its airports, it must seek to foster a better
understanding by all concerned of conflicting interests such as the
needs of the travelling public, the national benefit of developing
tourism, trade and employment opportunities and, on the other hand,
the disturbance cause by airports to local residents. These
objectives are pursued by the Authority through the airport
Consultative Committees and by taking action (voluntarily or in

implementation of Government policies) to reduce environmental
disturbance.

Conclusion

56 Within the statutory framework, the Authority has achieved a good
measure of understanding with neighbouring communities and has

implemented effectively measures to reduce the environmental impact of
its airports.




Traffic Forecasts

Given the long lead times involved in airports planning, it is
clearly essential that there should be forecasts of the long term
growth in demand for air transport to guide the Authority both in
its Corporate Planning and in its assessment of the need for
additional airports capacity. The present air traffic
forecasting model of the BAA was developed in 1976 and fresh
forecasts are prepared at least once a year both for the
Corporate Plan and for the series of public inquiries in which
the Authority has been engaged in recent years. Somé assessment
of the Authority's forecasts can be provided by a comparing
forecasts made in previous years with the latest projections:

Forecast for South East Airports
(Including Luton)
Millions of passengers per annum (MPPA)

1977 1978 1979 1980 1981 1982

1981 42.5 44.8 45.9 39.5 39.3%
1984 . 53.4 55.4 57.0 52.5 49.9 46.8
1989 75.0 77.1 75.4 69.3 66.9 62.8

* Actual

The Department's economists can find no evidence that, over the longer
term, BAA forecasts have been consistently over-optimistic. Since
1979 however, forecasts have been revised downwards to reflect the
depth of the current recession which was unforeseen by either the

BAA, or most other forecasters. The final outcome for 1981 reflects
closely the forecasts made in the mid-1970's. As a comparigon, the
forecasts prepared by the Department of Trade in 1977 for the Airports
Policy White Paper projected a high forecast of 41.9 mppa for 1980 and
a low of 36.7 mppa. The actual out-turn was well within the forecast
range.

To reflect the economic climate since the recession began the BAA's
longer term forecasts have also been revised downwards in recent
years:

London Area
"Planning" Forecasts
(MPPA)

Corporate Plan 1990

1979 82
1980 28
1981 _ 70
(Stansted statement

of case)

1982 67




Again a comparison can be provided with the three most recent air
traffic forecasts published by the Department of Trade:

London Area Airports (MPPA rounded)

1985 1990 1995
B H L H L

1978 White 64 89 66 = o
1979 ACAP 61 8l 69 100 82
1981 ATFWP 51 70 52 89 60
1982 Ec2 54 Tk 53 89 58

It will be seen that the forecasts have also been substantially
revised in the light of more pessimistic economic assumptions. More
recent work within the Department suggests that. the 1981 ATFWP
forecasts, particularly for 1985, may be too low.

Following the 1981 revision of its air traffic forecasts, the
Department of Trade presented a paper to the Stansted Inquiry which
stated that for policy purposes the Department was adopting a narrower
band of values symmetrically disposed within the ATFWP range of
forecasts, as follows:

MPPA

OK LONDON AREA

1983 65 - 71 46 - 50
1990 19 =296 56 - 67
1995 91.="119 65 - 84

In assessing proposals for long term expansion of capacity, the
Department has stated that it will use values towards the top of this
narrower band. This is not a judgement about the most likely outcome,
but a prudent reflection first of the possibility that the actual
traffic may prove to be close to the top end of the forecasts; and
secondly of the conseguences of under-estimation of demand. This
range encompasses the BAA's Planning forecasts.




Appendix 2

Airports Policy

Following the abandonment of the Maplin Project in 1974, the
Government undertook a comprehensive review of airports policy in
Great Britain to serve as a basis for consultations on the way in
which future air traffic might be handled. It was felt essential
to ensure that decisions concerning the development of particular
airports were reached after taking full account of the views of
all those who would be affected by them. To facilitate this
process the Government produced a two part Consultation Document
entitled Airport Strategy for Great Britain. Part I published in
November 1975 covered the London area airports and Part II
published in June 1976 dealt with the regional airports. Nearly
1,000 organisations throughout Great Britain were invited to
comment on these documents which set out a number of possible
scenarios for future airports development.

2 The results of the Government's consideration of comments
received during the consultative process were presented in
February 1978 in the White Paper Airports Policy. The strategy
for a national airports policy outlined in this White Paper was
based on the recognition that the air transport industry made an
invaluable contribution to the ecnomy; the principle that air
transport facilities should not in general be subsidised by
taxpayer or ratepayer, the need to take careful account of the
environmental impact of airport development; the adoption of a
flexible approach in planning and development related to the
growth in demand; and the importance of consulting those
concerned with airports in the development of policy. .

3 The White Paper concluded that additional airports capacity
would be necessary in the South East in the 1980's to meet the
forecast demand for air travel. It stated that the diversion of
passengers with origins and destinations in the South East to
airports in other parts of the country neither made sense in
transport terms nor would it }Yead to an overall decrease in the
numbers of people affected by aircraft noise. The limited scope
for diverting passengers from the London area airports to those
in other regions d4id not remove the need for additional airport
capacity in the South East. It was therefore proposed that
foreseeable demand in the region should be met by the expansion
of the existing London area airports. Outside London, air
services would be encouraged to concentrate at a few selected
airports which might thereby be able to offer a range and
frequency of service to meet local demand and at the same time
provide a stimulus to air travel ocutside the South East.

4 The White Paper confirmed the decision to abandon the Maplin
project and concluded that to meet forecast demand in the 1980's
proposals for a fourth terminal at Heathrow should be examined at
a public inquiry and that proposals for a second terminal at
Gatwick should be brought forward. The Government accepted that
limits should be placed on the growth of the existing airports
and concluded that Heathrow would be limited to not more than




four terminals and that the proposal for a second runway at
Gatwick should not be revived thereby effectively limiting
development at Gatwick to a maximum of two terminals. Luton was
not considered suitable for development beyond a single terminal
with an estimated capacity of 5 million passengers a year.

5 The White Paper did not suggest a solution to the longer
term provision of capacity in the South East but instead proposed
the establishment of a formal consultative machinery to include
consumers, local authorities and amenity groups, to consider the
longer-term airport options. As a result two bodies (ACAP and
SGSEA) with representatives from a wide range of organisations,
were set up in 1978, and reported to the Secretary of State for
Trade in November 1978. ACAP concluded that the effective
capacity of the existing four London area airports, even taking
into account a fourth terminal at Heathrow and a second terminal
at Gatwick, was likely to be exhausted towards the end of .the
1980's. SGSEA evaluated sites for a Third London Airport but
reached no conclusion on which of the short-ljisted six sites
should be chosen as it considered that this was a political
decision.

6 On 17th December 1979 the Secretary of State for Trade
announced that the Government had decided not to build a major
new airport of the kind considered by the Roskill Commission nor
would it resurrect the Maplin project, even in a revised form.
The Government would, however, encourage the fullest use of
regional airports and provide additional airport capacity as the

traffic developed, based on the existing airports in the South
East, particularly Heathrow, Gatwick and Stansted. It was
announced that the Government had decided to accept the Ingquiry
Inspector's recommendation to construct a fourth terminal at
Heathrow but that, in accordance with the Inspector's ..
recommendation, the Government had concluded that a fifth
terminal at Heathrow should not be provided. The BAA were
therefore invited to bring forward detailed proposals for the
construction of a new terminal and associated facilities at
Stansted capable of handling up to 15 mppa. The Stansted Public
Inquiry opened in September 1981 and is unlikely to conclude
before the Spring of 1983.

7 The 1978 White Paper did not reach any firm conclusions on
the futute of the Scottish airports because responsibility for
Scottish airports policy was expected to pass to the Scottish
Assembly after the desolution referendum. It noted, however,
that there was no shortage of runway or terminal capacity in
Scotland and that all the major airports had extensive modern
facilities. It also noted that any substantial transfer of
passenger and cargo services away from Prestwick would affect the
viability of Prestwick. Successive Governments and the BAA have
taken the view that the Scottish Lowland airports should operate
as complements to each other with Prestwick as the Gateway
international airport for long-haul flights serving the whole of
Scotland, Glasgow catering for domestic and short-haul services




for the West of Scotland and Edinburgh serving a similar function
for the East of Scotland. The present Government has, on a
number of occasions, confirmed this allocation of traffic as part
of their airports policy.




Appendix 3

Capacity of the London and Scottish Airport London Airport

London Airports

The existing capacity of the central area terminals at Heathrow
is assessed by the BAA at 30 mppa. The provision of a fourth
terminal, currently under development, will increase the capacity
of the airport as a whole to about 38 mppa in the late 1980's.
The distribution of capacity between the three Central Area
terminals and the fourth terminal will depend on the nature of
the traffic distribution within the airport.

The existing capacity at Gatwick when current developments are
completed is assessed at 16 mppa. The provision of a second
terminal at Gatwick would enable capacity to be increased
ultimately to about 25 mppa. 1In practice a throughput of 25 mppa
will not be achieveable at Gatwick until aircraft loads have
increased sufficiently for the runway capacity to match terminal
capacity and this is unlikely until the mid-1990's. The second
terminal can therefore be phased to take this constraint into
account.

The present capacity of Stansted airport is assessed at 2 mppa
and of Luton airport at 31 mppa (once the current terminal
improvement programme is completed). Thus the present aggregate
capacity of the London area airports system totals about 51% mppa
and will ultimately rise to 68% mppa once the fourth terminal at
Heathrow and the the second terminal at Gatwick (assuming
planning permission is granted) and completed. There may be
scope for further increases in the capacity of Beathrow in the
early 1990's but this will be more than offset by the delay in
fully utilising the terminal capacity at Gatwick (as a result of
the runway constraint) and the impossibility of perfectly
matching demand to supply. This so called mismatch factor
reflects the fact that the licensing of new services and
fregquencies is not in the hands of the BAA and that airlines do
not switch services between airports to reflect changing patterns
of constraint. There is a general Government policy of
transferring demand from Heathrow to Gatwick which has been
highly successful in recent years. Traffic at Gatwick has
increased at over a million passengers a year in the last few
years so that by 1981 it had become the fourth busiest
international airport in the world. This policy has only been
operable because there has been ample spare capacity at the
latter airport. Individual airlines already operating at
Heathrow have fought long and bitter campaigns against being
required to switch their services to Gatwick often with the open
support of their Governments in the case of foreign carriers.

Because of the problems of matching air transport demand to
supply it is not practicable to direct the airlines (who often
operate under international air service agreements which give
them considerable freedom to expand freguencies as they see fit)
in such a way that as demand reaches the aggregate of individual




airport capacities it will precisely match those capacities. For
this reason, additional capacity within the system should become
available before total demand falls short of total capacity. The
Inspector at the Gatwick Second Terminal Inquiry concluded that a
10 per cent allowance should be made for this mismatch problem in
assessing future cpacity requirements. The Government invited
the BAA to bring forward its proposals for Stansted because the
1979 ATFWP forecasts suggested the need for still further
capacity by 1988. The subseguent recession and revised air
traffic forecasts now suggest that the need for the Stansted
Development has receded to 1990 at the earliest but, as with the
earlier projects, such delays are likely to be more than
compensated for by slippage in the planning process. The
detailed case for Stansted and the alternatives which have been
proposed (a fifth terminal at Heathrow, for which a planning
application has been submitted by the local authorities around
Stansted, and now airports at Maplin and Severnside) is being
scrutinised in great detail at the current Stansted Public
Inquiry.

Scottish Airports

As elsewhere, the regional airports in Scotland have, for the
most part, ample capacity for foreseeable traffic demand.
Following extensive modernisation and improvement by the BAA
during the 1970s the three lowland airports have estimated
capacities as follows:

Approx. Terminal Runway Length Terminal Passengers
Building Capacity (Metres) 1980
(mppa) ('000's)

Prestwick 125 2987 392.8
Edinburgh 2.0 2560 1162.9
Glasgow 3.75 2566 2340.4 °

The main problem for these airports is an excess of capacity over
foreseeable demand. The Government's policy towards these airports
was stated most recently by the Secretary of State for Trade in his
statement on 13 May 198l. No significant additional traffic is
expected to be created in Scotland if demand is diverted from the
South East and the present capacity of the three lowland airports is
more than sufficient to cope with foreseeable demand in their local
catchment area.

Aberdeen airport faces particular pressures as a result of North Sea
0il development. ts present terminal capacity is assessed by the
BAA at 1.2 mppa but the Authority has a major investment programme
of £10.8 million in hand to cope with forecast increases in oil
related traffic. Inter alia, this programme will increase terminal
capacity to 1.5 mppa.




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

26 August 1982

Jonathan Spencer, Esq.,

Private Secretary to the Secretary of State
for Industry,

Department of Industry

it&u _9L~-1h .

CONTRACTING OUT IN THE NATIONALISED INDUSTRIES

You will have seen the Chancellor's letter to the Home Secretary
of 11 A%gﬁst about contracting out public sector functions.

In that letter the Chancellor asked for reports from coYleagues
by the end of October carrying forward the earlier work done in
MISC 14 on contracting out central government functions and
extending this to local authorities and the National Health
Service.

The Chancellor feels that it is important that this work should
also cover nationalised industries. No doubt some of the

ground, e.g. franchising of rail catering, will be covered by
sponsor Ministers in preparing reports on privatisation proper
which the Prime Minister asked should be co-ordinated by HDI) in
her personal minute of 28 Qyiy. But,as explained in the
Chancellor's 1l August letter_ the issues are rather separate.

He therefore suggests that Ebi)should take a separate look at
contracting out after the main privatisation work has been completed.
He would therefore be grateful if nationalised industries sponsor
Ministers would let him have a report on progress and prospects on
contracting out by the end of October.

I am copying this letter to Michael Scholar in No.lO and to the
Private Secretaries of other nationalised industry Ministers, of
Mr. Sparrow at the CPRS, and of Sir Robert Armstrong.

a\.ua\ o s
c&“’l(w

J.0. KERR
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I have already let you know that I am unhappy about theg note you
circulated on the British Airports Authority on 23 \Jdly, because

it is so broad-brush in character. I would have h6ped for more
specific proposals about the ways in which the BAA might achieve

the targets it has been set but, so far, has failed to meet. And

I would have expected its investment programme tO be more critically
reviewed, when its implementation seems liable to produce massive
over-capacity among the south-easterr airports,

My principle concern is that we get & model for these exercise
is universally tough. I am in many ways trying to learn from
ways In which yoW are tackling problems that I face in other

These are the problems of improving the efficiency of organisations
which are not much affected by market pressures. The BAA, with a
virtual moﬁﬁﬁ3ly at least of south-eastern airports, is such an organ-
ication. The figures you circulated show that is has failed, over
the last 2 _years, to meet the relatively modest aim of reducing
costs by 2.5% a year. 1In the longer term, measures of performan
confused Dy the addition of security staff to its payroll in 1978
but they present a rather unflattering picture before 1978. The
only show a marked improvement since 1979, despité 1ts ra-lure
costs. Landing fees per passenger haVe risen 17.6% in real terms
the last 10 years, despite an increase of 84% In passengers. 7T
figures must raise a question mark about 1ts efficiency anc CoOS
consciousness, f—
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Contra

ing Out oi ec Functions

The Prime Minister was grateful for the Chancellor of
the Exc
T

hequer's minute of 10 August. | agrees that Depart-
Ministers should personally review the

menta
their Departments have made, and the opportuni

progress that
ties for new
initiatives on the contracting out of public sector functions,
and she agrees that this review should cover the NHS and local
goverl] But she does not feel that it would be right to
initiate the exercise by a personal minute from her to the
Chancellor. As I told you on the telephone, she would prefer
the Chancellor to write to the Home Secretary suggesting that
this review shounld be set in hand, and to say that he is doing
so with her agreement.

I am copying this to Bichard Hatfield (Cabinet Office).

W. F. S. RICKETT

Peter Jenkins, Esq.,
H.M . Treasury
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11 August 1882

The Rt. Hon.
Secretary of
Home Office

e

THE CONTRACTING OUT OF PUBLIC SECTOR FUNCTIONS

Villiam Whitelaw, CH, MC, MP
at

Wi
St

te for the Home Department,

During the course of the last two years the Ministerial
Group on Government strategy (MISC 14) has considered on a
number of occasions, on the basis of reports by the CPRS,
the scope for contracting out to the private sector some
of the functions performed by central government, and the
progress being made in doing so. The most recent CPRS
progress report was circulated with the letter to me of
13 July 1881 from the then Head of the CPRS.

The need to redress the balance between the public and
private sectors through privatisation and contracting out
remains an essential part of the Government’s strategy.

It is, therefore, important to improve on the impetus of
MISC 14"s earlier work on this subject, if we are to make
more progress on this than we have so far.

The Prime Minister’s minute to me of 28 July (MB782)
invited me as Chairman of E(DL) to co-ordinate a thorough
review of the prosg for further privatisation. She
agrees that we 1 ith equal urgency to review the progress
being made with tracting out and to identify where new
DppDTtUﬂlt es exi (The aims of these two exercises are,
of course, 51m115r, the distinction is that privatisation
involves transferring responsibility for a function to the
private sector, whereas contracting out means that the
public sector retains ﬁesponsibility but employs a private
sector agent to carry it out.)

therefore if colleagues would report to

ber on progress to date with contracting
that might be taken, Norman
will no doubt also wish to

/Local
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Local Government respectively. The aim would then be

to prepare, in the light of these reports and of further
bilateral discussions with individual Ministers, a report
to the Ministerial Committee on Economic Strategy in time
for a discussion before the end of this year setting out
a detailed programme of the further measures that might
be taken during the remainder of the Government's term of
office and summarising the main prospects in the longer
term.

In preparing their reports I hope colleagues will consider
personally what more can be done to improve on the
relatively limited progress that has been made to date

and suggest areas for new initiatives. \

I am copying this letter to the PrimeMinister, to all
Members of the Cabinet, the Attorney General, the Lord
Advocate, Sir Robert Armstrong and John Sparrow.

e

GEOFFREY HOWE
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THE CONTRACTING OUT OF PUBLIC SECTOR FUNCTIONS

The Ministerial Group on Government Strategy at its meeting

on 29 July (MISC 14(82)3rd Meeting, ITem—=2) considered
N ——

briefly the progress that had been achieved so far with

contracting out public sector functions and whether more could

—

be done. The Group agreed that although progress had been

——————
made following the various reports which the CPRS produced

—__'_'____,——_—_'__ —
for MISC 14, much more could and should be done; and that if

real progress were to be made the Government would need to
launch a new initiative covering not just central government
but a1so‘EF§75§§_;;3 local authorities. I know from your
reaction when I mentioned TRe topic last week that you take

the same view of its urgency. I have been considering what can

best be done to stimulate early and effective action.

—

2 As the progress report circulated with Robin Ibbs'
letter to me of 13 July 1981 illustrated, the work undertaken
previously by the CPRS identified a wide range of functions

that might in principle be contracted out to the private

sector. But much too little has been done to Eufnm principle

into practice. The main task, at this stage, is to ensure
w‘_—-—ﬂ

that Departments, the NHS and local authorities realise

e ———— ——l-; —" N
that the Government remains committed to contracting out as
much as possible; and that sufficient political priority is

attached to this work. In my view, the right first step is

CONFIDENTIAL
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for Departmental Ministers personally to review the progress
that their Departments have made and the opportunities for
new initiatives; the Secretaries of State for Social
Services and the Environment might be invited to co-ordinate
similar reviews for the NHS and local government
respectively. In the light of these reviews, which might

be completed by, at the latest, the end of October. and of
further bilateral discussions which I might need to have

with individual Ministers, I would intend to put a report to

——

E Committ for discussion before the turn of the year,
setting out a detailed programme of the further measures
that might be taken during the remainder of the Government's
term of office and also identifying the main prospects in

the longer term.

3. To ensure that Departmental Ministers take a personal
interest in this work I think it would be helpful if you

were to initiate the exercise by a personal minute to me

hélong the lines of your minute of 28 July (M6/82) on

.+« privatisation. I attach the draft of such a minute.

4. I am sending a copy of this minute to Sir Robert Armstrong

(G.H.)
/0 August 1982
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10 DOWNING STREET

THE PRIME MINISTER

Personal Minute
No.

THE CHANCELLOR OF THE EXCHEQUER

The Contracting Out of Public Sector Functions

During the course of the last two years the Ministerial
Group on Government strategy (MISC 14) has considered on a
number of occasions, on the basis of reports by the CPRS, the
scope for contracting out to the private sector some of the
functions performed by central government, and the progress
being made in doing so. The most recent CPRS progress report
was circulated with the letter to you of 13 July 1981 from
the then Head of the CPRS.

The need to redress the balance between the public and
private sectors through privatisation and contracting out
remains an essential part of the Government's strategy. It is,
therefore, important to improve on the impetus of MISC 14's
earlier work on this subject, if we are to make more progress

on this than we have so far.

My minute to you of 28 July (M6/82) invited you in your
capacity as Chairman of E(DL) to co-ordinate a thorough review
of the prospects for further privatisation. We need with equal
urgency to review the progress being made with contracting out
and to identify where new opportunities exist. The aims of these
two exercises are, of course, similar; the distinction is that
privatisation involves transferring responsibility for a function
to the private sector, whereas contracting out means that the public

sector retains responsibility but employs a private sector agent

f‘(ﬁ"“ij:*r:; £ 1 /Ministers

VAL TRITASARRY

to carry it out.




Ministers should report to you by the end of October on
progress to date with contracting out and the further measures
that might be taken. The Secretaries of State for Social
Services and the Environment should also report on the situation
in the National Health Service and local government respectively.
I should be grateful if you would then prepare, in the light of
these reports and of further bilateral discussions between you
and individual Ministers, a report to the Ministerial Committee
on Economic Strategy in time for a discussion before the end
of this year. This should set out a detailed programme of the

further measures that might be taken during the remainder of the

Government's term of office and should summarise the main prospects

in the longer term.

In preparing their reports to you colleagues should consider
personally what more can be done to improve on the relatively
limited progress that has been made to date and suggest areas

for new initiatives.

I am sending a copy of this minute to all members of the
Cabinet, the Attorney General, the Lord Advocate, Sir Robert

Armstrong and Mr. Sparrow.
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British Airports Authority: E(NI)(82)19

Thank you for your letter to Michael Scholar of 5 August.
I have consulted the Prime Minister, and she still wishes to
have a discussion of this paper, and of your letter, at a
further meeting of E(NI) after the Recess. I understand the
meeting has been provisionally fixed for 8 September. You will
also have seen David Edmonds letter of 2 August, in which he
explains that Mr. Heseltine wishes to comment in detail on this
subject.

The Prime Minister has also noted the comment in your letter
that quite a large proportion of the BAA's costs is fixed or
externally imposed, and that this limits the. scope for making
substantial reductions in current operating costs. She remains,
however, unconvinced that the BAA could not achieve further
reductions through efficiency, and particularly through the
efficient use of space (thereby reducing rates) and energy.

I am copying this to the Private Secretaries to the other
members of E(NI) and to Richard Hatfield (Cabinet Office).

j,r»w’\w

Contise Kuckett

Jonathan Rees, Esq.,
Department of Trade.
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BRITISH AIRPORTS AUTHORITY: E(NI) (§2519 %(%
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Thank you for your letter of 26/ July in which you reported the
doubts expressed by the Prime Minister about my Secretary of
State's paper on the British Airports Authority. I attach, as
requested, a note on the points raised by the Prime Minister.

In your letter, you referred to the current legal action over the
BAA's airport charges, in particular at Heathrow. This litigation
has been brought against both the BAA and - my osecretary of State.

It was initiated following the very sharp increases in airport
charges which were introduced in April 1980 following our decision ~
in 1979 to set a zero EFL for the Authority and to establish a
financial target of 6% CCA for the three financial years 1980/81

to 1982/83. The points at issue are complex but, from the
Government's point of view, the most serious are the allega-

tions:

(i) that the increasesin airport charges were caused
by unlawful directions by the Government whose
dominant purpose was the implementation of a policy
to reduce the public sector borrowing requirement;

(ii) that the Government's approach to BAA's
finances has resulted in its maintaining in force a
measure requiring the BAA tq abuse a dominant
position in the EEC in breach of Article 90 of the
Treaty of Rome.

The trial date has just been postponed again until February 1983
at the earliest. We shall defend the action as vigorously as
possible since, if the airlines were to succeed in their case, it
could have serious consequences for our policy towards the rest
of the nationalised industry sector.
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From the Secretaryof State

Our analysis of BAA's performance over the last three years
suggests that while the real increase in prices in April 1980 has
been a substantial factor in the improved financial performance
of  the BAA, there have also been real improvements in keeping
costs under control. This is exemplified by their success in
Keeping pay settlements below the rate of inflation for four
successive years.

Quite a large proportion of the BAA's costs is fixed (eg depreciation)
r externally imposed (eg rates and energy) which limits the =

scope for making substantia™¥eductiols In current operating

costs. Moreover staff and other costs cannot be reduced instantly

to match reductions in traffic: there is a time lag, as Section 3

of the attached paper shows, before the adjustments can be made.

" .

BAA's traffic charges are high compared with those at other
airports because we are alone in seeking to recover from the
users the full economic cost of the services they require. In
other countries a measure of direct subsidy and/or cross
subsidisation is normal.

If, as is suggested in E(NI)(82)19, we are to reduce the IFR bid
by £50 million to keep within the White Paper ceilings on
external finance, without further reducing the planned capital
investment programme, there would almost certainly have to be
further real increases in airport charges next April. The
precise amount of that increase will depend on the extent to
which traffic continues to increase over the next year or so and
is something we shall be considering with the Authority once
final decisions are taken in the Autumn on the EFL for 1983/84.

Perhaps you could let me know if the Prime Minister would like
any further information and whether she wishes to have a discussion
at a further meeting of E(NI) after the recess.

I am copying this letter and attachment to the Private Secretaries
to other members of E(NI) and to David Wright (Cabinet Office).

YOLA\'":‘.) Q\-’Q?—,

JONATHAN REES
Privatle Secretary
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BRITISH AIRPORTS AUTHORITY

Prieging Policy

The Government's approach to the pricing policies of the BAA has
been based on the main principles set out in the White Paper on
Nationalised Industries (Cmnd 7131) which required:-
(a) that nationalised industries should price to cover
their long run marginal costs;
(b) that the industries should earpn the 5% required rate
of return on the whole of their new investment programme;
that within the overall level of prices, industries
should ensure that peak and off-peak usage are related

to the relative costs of supply; and

that there should not be arbitrary cross-subsidisation

between different groups of consumers.

The application of these principles to the BAA is complicated by the
dual sources of revenue - from traffic operations on the one hand

and commercial operations (e.g. duty free shops) on the other. Since
1974-75 the BAA has made a trading loss on its traffic operations,
and a substantial trading profit on commercial operations. Despite
the substantial increase in airport charges in April 1980, this

pattern persists:-

£m

1978-79 12879-80 1980-81 1981-82

Traffic
Commercial

Total

The present financial targ was agreed on the assumption that the
BAA would increase its chse s so that the estimated revenue from
traffic operations would uce a 5% RRR on the investment related

to these operations alone. In practice, as a result of airline
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pressure, the BAA held prices in 1981/82 slightly below the current
level of inflation and have made no increase for the current
financial year. This will inevitably affect performance against
the financial target and future financial performance unless there

are further real increases in charges.

Comparisons with airport charges overseas are invalidated by the
existence of extensive overt and covert subsidies designed to prevent
airlines paying the full cost of the facilities provided. Moreover
most other airports do not impose peak/off-peak prices to reflect
differences in costs. The trend overseas is, however, to follow the
UK pattern and in the USA the Reagan Administration is also currently
seeking to reduce the level of Federal subsidies to the air transport

industry and to increase user charges.

Privatisation

Following the E(DL) remit (Meeting 27 November 1981) the then

Secretary of State wrote about disposal prospects for BAA in his
letter of 21 December 1981. His view, which was accepted by the
Financial Secretary, was that it would be impossible to write a
prospectus for the sale of equity in the Authority until there was
a resolution of the current litigation over user charges and the
uncertainties over the development of the South East Airports. BAA

have received similar advice from their merchant bank.

Discussions have therefore focused on the short-term prospects for
greater private sector involvement in BAA's capital expenditure
programme and on 29 July it was announced in Parliament that the

BAA, the Department of Trade and the Treasury were to establish a
working group to consider urgently the prospects for either a general
performance bond along the lines of that agreed for British Telecom
or an equity sale in a subsidiary company with a royalty agreement

linked to BAA's commercial revenues.

Prospects for privatisation of the airports industry in the longer-
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term are being considered in the light of the Prime Minister's
minute to the Chancellor of 28 July and the MISC(79) exercise which
relates to local authority regional airports. A separate report
will be circulated to the E(DL) Committee in September in response

to the Prime Minister's request.

Productivity

The BAA agreed two productivity targets with the Government in early

1980. These requiref& an average increase of 3% per annum in

passengers handled per employee and an average reduction of 2%% per
annum in operating costs per passenger over the three financial
years 1980/81 to 1981/82. Results in the first year were affected
by the recession in the air transport industry but, as a result of
reductions in costs and staff, it is likely that the BAA will
achieve the first target but miss the second:

Forecast
1980/81 1981/82 1982/83 Out-=Turn

Passengers per employee : -1.1% +4.9% +6.6% +3.4%
Cost per passenger 7 +1.3% -0.7% -4.5% -1.3%

Staff numbers have been cut by 2.6% (1980/81) and 4.5% (1981/82)

and staff costs reduced from 36.9% of total expenditure in 1979/80

te 34.1% in 1981/82. Average staff costs per employee have been
reduced from £10,929 in 1979/80 to £10,339 in 1981/82 (both at

March 1981 prices) and other current costs (e.g. utility and general
services) have been held below increases in inflation in those areas.
However the amount of local rates paid on BAA airports has increased
by 62.4% since 1979/80 and this has just about offset the

reductions in controllable costs with the overall result that the
increase in total expenditure over the two-year period has almost

exactly matched the increase in retail prices.
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BAA's annual pay settlements since 1979 have been as follows with

the current rate of inflation at each settlement date in brackets:

9% increase in basic rate coupled with certain productivity
payments. Estimated increase in average earnings 10.5%

(RPI 14%).

15% increase in basic rates from 1 January with a further
2% from 1 April. Estimated increase in average earnings

rather less than 15% (RPI 20%).

9% increase in basic rates with certain improved productivity
arrangements. Estimated increase in average earnings 9%

(RPI 16%).

6% increase in basic rate and shift allowance; productivity

payments frozen at 1981 level. Estimated increase in

average earnings 5.6% (RPI 12%).

Over the same period, the proportion of staff costs represented by

overtime has been reduced as follows:

1979/80
1980/81
1981/82

Department of Trade

August 1982
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From the Frivate Secretary

PRIVATISATION

The Prime Minister was grateful for your Secretary of
State's minute of 3 August. She agrees with him that in their
responses to her personal minute to the Chancellor of 28 July
(M6/82), Ministers should interpret '"privatisation" in a broad
sense, and should feel free to make proposals to-the Chancellor
that go wider than the public trading sector. In particular,:
your Secretary of State should feel free to make proposals to
enable universities to become less dependent upon the taxpayer.

The Prime Minister has, however, commented that E(DL)
may not be a suitable place in which to discuss each and every
one of these proposals, and she would be grateful if the Chancellor
of the Exchequer could consider how these proposals should be
handled when Ministers report to him in mid-September.

I am copying this letter to the Private Secretaries
to members of the Cabinet and Richard Hatfield (Cabinet Office).

Mrs Imogen Wilde
Department of Education and Science

CONFIDENTIAL
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minute to the Chancellor of the Exchequer of which you sent me a copy -
might be included conceptually the aim to enable universities to become

less dependent upon the taxpayer. I do not suggest that many of them 7“‘*‘

LM

need necessarily be totally privatised but some move in that direction

seems desirable for a whole range of reasons which I am not seeking to set

out in this minute. _ "(/3

2 My purpose is only to ensure that we look wider than.the public
trading sector.
ﬁ

I am copying this to the Chancellor and to other members of E(DL).

3 August 1982
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As I mentioned to you on the phone this
morning, my Secretary of State is not at
all happy with the note circula on the
British Airports Authority (EA(T)(82)),
referred to by your Secretary of State in
his minute to the rrlmv Minister of 23 July
ne believes that the document as it
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I am copying letter to the Private Secretaries
to the Prime Minister, the members of
E (NI) and to Sir Robert Armstrong.

D A EDMONDS
Private Secretary
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THE CHANCELLOR OF THE EXCHEQUER

PRIVATISATION

We must sustain the momentum of the privatisation programme.
Two aspects need particular attention. Suitable candidates
(institutions and functions) need to be identified. And subsequent
preparations for privatisation need to be pursued as vigorously

as possible.

At this stage in the life of the Government, we should have

two main objectives:

(13 to accelerate the smaller but not
insignificant privatisation opportunities where
we could hope to make substantial progress

before the election; and

[ G 1 to ensure that sufficient planning and
preparation is carried out now to allow potential
major candidates to be privatised during the

next Parliament.




Departmental Ministers should accordingly put in hand
fresh surveys of potential candidates for privatisation soon,
or in the next Parliament. They should report to you, as
Chairman of E(DL), by mid-September, also setting out how
preparations are proceeding, and to what timetable, where
candidates for privatisation have already been identified.

After consideration as necessary in E(DL), I should be grateful

for a comprehensive report by the end of the Recess.

I am sending copies of this minute to the members of E(DL).




be Vereker
. Walters
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Treasury Chambers, Parliament Street, SWIP 3AG

O1-233 3000

PRIME MINISTER

PRIVATISATION: SUSTAINING THE MOMENTUM

Oespite the important progress being made in many areas of
our privatisation programme, I am concerned that, unless

—————
we maintain pressure from the centre, Departmental Ministers

e ——————

“__—________
may fail to give sufficient attention to sustaining the
ﬁ

momentum of the programme. Some important opportunities

may be attracting less attention than they deserve. In
particular I am not sure that we have yet surveyed the
functions or bodies which might be privatised as
comprehensively as is possible: there may still be important
candidates which have not been investigated or even
identified. And even where candidates have been agreed,

we cannot be confident that preparations are always
proceeding as fast as can reasonably be expected. We need

a hard push now if we are to achieve maximum progress before
the election and to put ourselves in the best position to

make further progress on major candidates after it.

iz What would best get things moving would be an explicit
request from you for greater effort in this area. I attach g
draft of the kind of message which, as Chairman of E(DL), I

would find very useful to receive.

A

(G.H.)
26 July 1982
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