


llllﬂlllllllllllllﬂllllﬂllllHNHH!IINIIHIHIIINIIIHIIIMINll!l!IflllmﬂllHUllllfllll!llIIHIll!ﬂlllllfllﬂllllllﬂ
Hlllllllﬂ!llllllllll“Illlllﬂllflli

(‘HAN("F‘ OR TS O I9K8K PAPFERS
ON "TTHFR~ BR TTITSH STEEI
CORPORATTON (BsSC)




du

. the department for Enterprise
28 SEP‘gaa

The Rt. Hon. Lord Yourﬁof Graffham

Secretary of State for Trade and Industry

. The Rt Hon Norman Lamont MP Department of
Financial Secretary to the Treasury Trade and Industry
HM Treasury v
Parliament Street . : tﬁ:ﬁ?;gé%;}
LONDON FINANCIAL SECRETARY '- o
SWLP 3AG o

01-215 7877
: |
REC. 28SEP 1988 Telex 8811074/5 DTHQ G

b 215 5422 ACTIOE\ Mf Mk\_ Fax 01-222 2629
D‘r:nmf PS1BLE C?Z@’\plgs Lé(/\ P 5 L

YWD:: 28 September 1988 Mr (X}f\&OV\ b MOV\O’/\
: MA Lbonaex § hr Moore
oM Gvon I it
2% &“’VG N ‘\)Q/LLSDV\

( | e R - Aouan
/n(o» R\bf\&\

BRITISH STEEL PRIVATISATION

When we last exchanged letters on British Steel privatisation
in July, I made clear that we would need to consider the
question of the structure of the offer again in the autumn.
We have now done so and also taken further advice from our
City advisers.

As I indicated in July, my pre-disposition in this matter is
towards tender mechanisms whenever market conditions allow,
since in strong market conditions in particular they offer the
prospect of enchanced proceeds. I also noted however that if
market conditions were not strong we would need to consider a
fixed price offer.

We have now reviewed those market conditions as we move into
the autumn. In July conditions in the capital markets were
generally relatively stable and improving; but since then the
market has undoubtedly deteriorated and the institutions have
shown no sign of wishing to move back into equities.

Moreover, recent interest rate movements, trade figures and
other statistics, however transient, are clearly having an
impact on market sentiment.
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‘Against that background, I do not see this as a privatisation
on which to take risks. In the terms of our long term
privatisation programme it is much more important that British
Steel is successfully underwritten than that we force the pace
on the price. And, for my part, I regard it as a high
priority to ensure the return of British Steel's business to
the private sector at the earliest possible opportunity in
order to give them the commercial flexibility they need in the
post—-quota market.

Moreover, I am persuaded that the risk to the offer arising
from a tender is real and not merely City caution. Our
brokers believe that the institutions are certainly ready to
stay out of any offer if they do not like the structure,
however illogical that may be when they could make a tender
offer at the minimum price. (I recognise of course that it
might just be possible to make up for indifferent UK demand by
overseas interest. But in present market circumstances, I
regard it as highly likely that a BP structure could lead to
as much as 50% of the stock going overseas and, as I have
indicated in earlier correspondence, this is simply not
politically acceptable). I should perhaps also add that
Jeffrey Stirling, who has of course an independent line on
these issues, believes strongly that the British Steel float
will be difficult enough without introducing any novel
arrangements (the BP structure never, of course, having been
put to the test). He is therefore strongly in favour of a
fixed price offer on this occasion.

Having considered the views expressed I have concluded
therefore that it would not be sensible to proceed with a
tender mechanism on this occasion. You will appreciate that
in view of the many legal documents and other logistical
arrangements this is an issue which must be decided at this
stage.

A number of detailed points emerge from this conclusion.
First, I believe it inevitable that the offer will need to
involve some element of firm placing. Given political
constraints on overseas offers, we could only be assured of
avoiding firm placing if we were confident that we could put
as much as 70% of the shares in the public offer, a figure I
regard as well beyond realistic expectations at present.
Clearly however no decision is needed on the exact proportions
of the offer at this stage and I would certainly wish to leave
the door open for a good level of retail demand if we see it
emerge. (You will be interested to know that we are
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planning, tor logistic purpouses, for one and a half million
applicants and could cope with more if necesary). Moreover
we are, as you know, mounting an extensive campaign to inform
the public of the offer and I would not rule out widespread
interest.

Second, if we do not pursue the tender route, we need to
consider the dual fixed price route. Again | fully recoygnise
the attractions of this route and have asked our advisers and
officials to consider this route in detail urgently, even
though I understand there are a number of guite major
difficulties with the concept in practice. I will write to
you again as soon as officials have reported as this is again
an issue we need to decide very quickly for logistical
reasons.

I would be very grateful for an early response to the issues
raised in this letter.
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Lord Young's letter to you of today proposes J \ \ér

- a fixed price offer, with no tender;

- a significant element of firm placing, but with no

commission;

- urgent further work on the possibility of one fixed
price for institutions and a lower fixed price for

//ﬁ retail.

‘f
/
/

/
2. Wd: recommend you to agree (reluctantly) that a significant
tender én BP lines is not appropriate; tn question whether firm
placingf is really essential in current markets conditions; and to
welcomelLord Young's intention to consider further the possibility
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of a du%l fixed price offer.
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Background

3% DTI have until now - with your encouragement - kept open the
possibility of a BP-style offer. But Lord Young now believes that
is too risky:

= market conditions are uncertain;

= Rowe & Pitman (and Sir Jeffrey Stirling) advise that
in the present climate the UK institutions will be
unwilling to participate in a tender al all. This
could have a knock-on effect on the Government's
ability to sub-underwrite the offer;

- Lord Young is not prepared to face the consequences
of that, and to let as much as 50% of the stock go

overseas.

4. In official-level discussions, we have pressed all the
advisers very hard on this, and their unanimous view is that using a
tender to sell all the shares destined for institutional investors
could undermine the sale. We are getting the same feedback from all
our other merchant banking contacts in the City. We have
reluctantly concluded that we should recommend you to accept that
there should not be a major tender element in this sale. However,
we are conscious that a decision to go back to a fixed price offer
for Steel will make it much more difficult to secute a tender
approach for the water and electricity sales, unless market
conditions improve considerably. You will want to weigh this in
deciding whether to challenge Lord Young; but we do not
realistically think he will be prepared to move on this.

4a. If you do agree to rule out a BP-style tender, DTI would like
to tell the overseas advisers at a meeting tomorrow that the offer
will be on some kind of fixed price basis - though not ruling out
dual fixed pricing at this stage. It would be very helpful if we
could 1let their officials know your conclusion on a tender today,

even if you are still considering the rest of this advice.



CONFIDENTIAL

. S We are less inclined to accept the arguments for firm placing.
Lord Young suggests that without firm placing, some 70% of the offer
(ie all except a 30% overseas element) would have to be offered to
the retail public. This seems misconceived. Why should a 'UK
public offer' not be open to institutional and retail applicants
alike, but with a stated intention to give priority in allocation to
retail investors? Since retail investors are not expected to flood
in to this offer, the institutions should have no real worries about
being starved of stock. Nevertheless, the advisers recommend that
the UK institutions are much more likely to take the shares, and to
sub-underwrite, if they are offered a guaranteed element of firm
placing. The overseas advisers believe that the knowledge that
shares have been firmly placed in the UK will encourage overseas
investors. This latter point is probably the most forceful.

B We recommend you to tell Lord Young that you are not prepared
to endorse firm placing at this stage, and to press him on his
reasons for thinking it essential. At the same time, you might
indicate that you would only contemplate firm placing on condition
that

(i) there was no commission (Lord Young recommends this
himself, and it represents an important advance on
previous sales which have involved firm placing);

(.1d) any firm placing element was kept to a minimum. The
institutions could apply for further shares in the

‘Public offer'.

e Lord Young says that his firm preference is to offer all the
shares at a single fixed price. But he is aware of Treasury
concerns that institutions may be prepared to pay a higher price
than that which is necessary to attract retail applicants. He is
therefore asking the advisers to review within a week the
possibility of a dual fixed price offer. Under this approach, a

segment (say 1/3) would be offered solely to retail applicants. The
rest would be sold at a higher price to UK institutions (through an
open offer or - as Lord Young prefers - a placing) and to overseas
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institutions (through a public offer). This approach would be
presented publicly as securing a "market" price from professional
investors, with a discount for small retail applications. It

would appear to offer the prospect of higher proceeds, and would
demonstrate the Government's determination to try to avoid excessive
premia, whilst encouraging wider share ownership. Lord Young,
however, suggests that this approach might not secure higher
proceeds - because he believes that the retail price would simply
be set at an even greater discount than in a single fixed price
offer. He also points out that the Stock Exchange or the overseas
exchanges might tfind it objectionable in principle.

8. Lord Young does not refer to an alternative approach which has
been floated by Samuel Montagu with DTI and Treasury officials.
Under this option the offer would be divided into four segments:

25% fixed price retail offer;

25% placing to UK institutions at the fixed price offer;
25% overseas offer, also at the fixed offer price;

25% tender to UK and overseas institutions.

This would both preserve a tender element, and guarantee some firm
placing. The drawbacks are that if overseas applicants outbid the
UK institutions in the tender, up to 50% of the offer might go
overseas. Moreover, different territories might receive different
combinations of fixed price and tender stock, resulting in different
average prices. The advisers are strongly opposed to introducing
such complications at this stage of the sale, and in present market
conditions. On balance we recommend you not to press Lord Young to
examine the possibility for a tender element on these lines, but to
welcome his intention to look further at the possibility of a dual

fixed price offer.

95 Finally, Lord Young is not yet proposing the exact proportions
of. the offer which should be targeted to the UK institutions,
overseas, and retail. He is planning for logistics purposes for
1% million retail applicants, which would imply rather more than
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one third of a £1.5 billion offer going to the retail market. The
system could cope with more if necessary. Lord Young is assuming a
maximum of 1/3 going overseas, leaving a further third or more
(depending on the number of retail applications) for UK
institutions. We recommend you to welcome Lord Young's planning
assumption on retail demand.

10. A draft reply is attached. It suggests that it may be
sensible for you and Lord Young to meet quickly to consider the
outstanding questions on offer structure, once he has assessed the

case for a dual fixed price offer.
{\{(/.@/\ 6(\%«
\\

MRS M E BROWN
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BRITISH STEEL PRIVATISATION

Thank you for your letter of 28 September.

I note the advisers' strong view that in present market conditions a
tender 1is too risky, and I reluctantly accept that we should plan
for a fixed price offer. But I am concerned that we should not be
seen in this sale to give ground on other issues where our approach
must be fully defensible, and where we may be setting precedents for

future sales.

For this reason I should 1like to press you on whether a major
element of firm placing really is essential. I do not quite follow
your point that we must otherwise put as much as 70% of the shares
in the public offer (assuming that 30% are sold overseas). We would
presumably invite applications for such an offer from both the
institutions and retail alike (assuming a single fixed price), and I
would have thought that this would give the institutions a good
expectation of securing sufficient stock. I would much prefer to

avoid guaranteeing any portion of the offer to UK institutional

applicants, since this would then put a cap on our ability to tap

whatever demand materialised from the retail sector.

My preference would be to defer a decision on firm placing until
nearer the time of the sale. I could in any case only agree to firm

placing on the basis that (i) there were no commission (you



' recommend this, and I very much welcome it); and (ii) any placing

was kept to an minimum, with institutions invited to apply for

further shares in the public offer.

I welcome your decision to ask the advisers to review quickly the
possibility of a dual fixed price offer, and I understand that my
officials are being closely involved with this work. I understand
that the brokers to the sale agree in principle that institutional
investors - both in the UK and overseas - would be prepared to pay
somewhat more for the shares than the price which we would need to
offer in order to attract retail applications of any size. i
believe that the offer structure should reflect that if at all
possible and present it as a discount to the retail investor rather
than a premium on the institutional price. I would have much less
difficulty with including an element of firm placing in the sale if
the placed shares were at the higher of two fixed prices. I will
look forward to hearing from you further on the possibility of a
dual fixed price offer, and would be glad to have a quick meeting on

that if it would be helpful.

Finally, I recognise that it is too soon to take firm decisions
about the exact proportion of the offer to be targeted to the
retail, UK institutional and overseas sectors. I note that your
planning assumptions leave the door open for a good level of retail

demand if it emerges, and I welcome that.

NORMAN LAMONT
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BRITISH STEEL PRIVATISATION

When we last exchanged letters on British Steel privatisation
in July, I made clear that we would need to consider the
guestion of the structure of the offer again in the autumn.
We have now done so and also taken further advice from our
City advisers.

As I indicated in July, my pre-disposition in this matter is
towards tender mechanisms whenever market conditions allow,
since in strong market conditions in particular they offer the
prospect of enchanced proceeds. I also noted however that if
market conditions were not strong we would need to consider a
fixed price offer.

We have now reviewed those market conditions as we move into
the autumn. In July conditions in the capital markets were
generally relatively stable and improving; but since then the
market has undoubtedly deteriorated and the institutions have
shown no sign of wishing to move back into equities.

Moreover, recent interest rate movements, trade figures and
other statistics, however transient, are clearly having an
impact on market sentiment.
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‘Against that background, I do not see this as a privatisation

on which to take risks. In the terms of our long term
privatisation programme it is much more important that British
Steel is successfully underwritten than that we force the pace
on the price. And, for my part, I regard it as a high
priority to ensure the return of British Steel's business to
the private sector at the earliest possible opportunity in
order to give them the commercial flexibility they need in the

post—-quota market.

Moreover, I am persuaded that the risk to the offer arising
from a tender is real and not merely City caution. Our
brokers believe that the institutions are certainly ready to
stay out of any offer if they do not like the structure,
however illogical that may be when they could make a tender
offer at the minimum price. (I recognise of course that it
might just be possible to make up for indifferent UK demand by
overseas interest. But in present market circumstances, I
regard it as highly likely that a BP structure could lead to
as much as 50% of the stock going overseas and, as I have
indicated in earlier correspondence, this is simply not
politically acceptable). *I should perhaps also add that
Jeffrey Stirling, who has of course an independent line on
these issues, believes strongly that the British Steel float
will be difficult enough without introducing any novel
arrangements (the BP structure never, of course, having been
put to the test). He is therefore strongly in favour of a
fixed price offer on this occasion.

Having considered the views expressed I have concluded
therefore that it would not be sensible to proceed with a
tender mechanism on this occasion. You will appreciate that
in view of the many legal documents and other logistical
arrangements this is an issue which must be decided at this

stage.

A number of detailed points emerge from this conclusion.
First, I believe it inevitable that the offer will need to
involve some element of firm placing. Given political
constraints on overseas offers, we could only be assured of
avoiding firm placing if we were confident that we could put
as much as 70% of the shares in the public offer, a figure I
regard as well beyond realistic expectations at present.
Clearly however no decision is needed on the exact proportions
of the offer at this stage and I would certainly wish to leave
the door open for a good level of retail demand if we see it
emerge. (You will be interested to know that we are
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planning, for logistic purposes, tor one and a half million

applicants and could cope with more if necesary) . Moreover
we are, as you know, mounting an extensive campaign to inform
the public of the offer and I would not rule out widespread
interest.

Second, if we do not pursue the tender route, we need to
consider the dual fixed price route. Again I fully recognise
the attractions of this route and have asked our advisers and
of ficials to consider this route in detail urgently, even
though I understand there are a number of quite major
difficulties with the concept in practice. I will write to
you again as soon as officials have reported as this is again
an issue we need to decide very quickly for logistical
reasons.

I would be very grateful for an early response to the issues
raised in this letter.
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STEEL PRIVATISATION

The Chancellor has seen Mrs Brown's note of 29 September, which
advises on Lord Young's proposals for the offer structure.

2. The Chancellor has commented that a straightforward fixed
price offer, with no firm placing, looks the best bet. He has
noted the suggestion that urgent further work be carried out on
the possibility of one fixed price for institutions and a lower
fixed price for retail. He sees difficulties with allocation
policy in the event of over-subscription, if this course is
followed.

J M G TAYLOR
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BRITISH STEEL PRIVATISATION
Thank you for your letter of 28 September.

I note the advisers' strong view that in present market conditions
a tender 1is too risky, and I reluctantly accept that we should
plan for a fixed price offer. But I am concerned that we should
not be seen in this sale to give ground on other issues where our
approach must be fully defensible, and where we may be setting
precedents for future sales.

For this reason I should 1like to press you on whether a major
element of firm placing really is essential. I “do.. not quite
follow your point that we must otherwise put as much as 70% of the
shares in the public offer (assuming that 30% are sold overseas).
We would presumably invite applications for such an offer from
both the institutions and retail alike (assuming a single fixed
price), and I would have thought that this would give the
institutions a good expectation of securing sufficient stock. I
would much prefer to avoid guaranteeing any portion of the offer
to UK institutional applicants, since this would then put a cap on
our ability to tap whatever demand materialised from the retail

Sector.

My preference would be to defer a decision on firm placing until
nearer the time of the sale. I could in any case only agree to
firm placing on the basis that (i) there were no commission (you
recommend this, and I very much welcome it); and (ii) any placing
was kept to an minimum, with institutions invited to apply for
further shares in the public offer.

I Welcome your decision to ask the advisers to review quickly the
possibility of a dual fixed price offer, and I understand that my
officials are being closely involved with the work. I would have
much less difficulty with including an element of firm placing in
the sale if the placed shares were at the higher of two fixed
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prices. I will look forward to hearing from you further on the
possibility of a dual fixed price offer, and would be glad to have
a quick meeting on that if it would be helpful.

Finally, I recognise that it is too soon to take firm decisions
about the exact proportion of the offer to be targeted to the
retail, UK institutional and overseas sectors. I note that your
planning assumptions leave the door open for a good level of
retail demand if it emerges, and I welcome that.

N
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BRITISH STEEL PRIVATISATION : STRUCTURE
Thank you for your letter of 30 September.

I welcome your agreement that we should abandon, reluctantly,
the tender option. I also note your reservations on firm
placing and can assure you it would be our intention to reduce
firm placing to the lowest level consistent with a successful
sale. Similarly it would certainly be my aim to have no
commissions on any firm placing we eventually consider
necessary. As you say, however, these decisions need not be
taken yet.

That does not apply, however, to the question of dual fixed
pricing where a decision is needed very quickly as to whether
to pursue that route. As you indicate the advisers and our
officials have been looking at this and I am now writing with
my conclusions on the issue.

I start from the fundamental premise that our primary concern
is to ensure that the British Steel offer is successful and
that there is a healthy base of individual private
shareholders. The possibility of giving a discount to such
shareholders - and I cannot see that a dual fixed price offer
would be interpreted in any other way - could be extremely
helpful in encouraging more private investors to apply for
shares. It would also allow us to be slightly more generous
to this particular group of investors than we would wish to be
to the main institutional investors and to overseas markets.
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Nevertheless, I am afraid I would have some real difficulties
with the prospect of a dual fixed price. First, it would be
innovatory and in that respect must increase the overall level
of uncertainty and risk. In current conditions, that cannot
be attractive. Second, there are a number of technical points
- for example clearance with the .Stock Exchange - which I have
no doubt could be overcome but would nonetheless be time
consuming and unwelcome. Third, I think it would not be an
easy task to defend the dual fixed price concept both from
initial public criticism and, in due course, before the PAC.
As it will clearly be necessary to underwrite the issue, at
least in part, at the higher price, we would be foregoing
proceeds rather more obviously than under previous structures
simply in order to achieve wider share objectives.

These are however rather detailed points and my main objection
is more substantial. In short, I believe that the dual fixed
price notion would be clearly interpreted as suggesting that
the Government has wider share ownership objectives for the
British Steel sale. As I have indicated in earlier
correspondence, I very much hope that significant retail
demand will be generated for the shares and we are finalising
a marketing campaign which will give the private investor
every opportunity to apply. But following BP and the
generally unsettled market conditions of the past year, I
believe that we simply cannot assume at this stage of the
campaign that private investors will wish to apply in large
numbers, even with the attraction of a discount; and it is
important that we avoid the risk of a perception of failure if
the level of retail demand we hope for does not materialise.

I believe that the choice of a dual fixed price option
considerably increases this risk when set against the
Government's objectives. In view of the longer term interests
of the privatisation programme, I regard that as an
undesirable and indeed unnecessary risk, when it is of
fundamental importance that the overall programme is put
firmly back on course.

In contrast, I believe the single fixed price offer retains
considerable flexibility. As I have indicated, I believe some
level of firm placing will almost certainly be necessary.

But, the degree of firm placing should be kept to the minimum
consistent with our expectations of retail demand as they
develop and we do not need to decide that yet.
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As I indicated, we need to make a very early decision on the
dual fixed price route, as I understand that it is not really
feasible to develop underwriting agreements which retain both
options. On that basis, I can see no other course than to
proceed on a single fixed price basis, and I would welcome
your agreement to that course. If you feel we should meet on
this issue, I am willing to do so, but we would need to do so
quickly. <
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1. ¥You will recall that British Steal I othedn
research the feasibility of extending the employee zhare offer to
overseas territories and report back by the end of Septemnber .. They
have now done so. '

2. The aim was to establish whether overzeas enmployee offers could
be handled without complications which could get in the way of the
main offer . The conclusion of their Fawyerg andvoamgiiewaats e
full employee offer should be available to enployees in EC
countries, and that those in Norway and Sweden could also be
included without undue difficulty. Steel itge! has decided fo
ezxclude all other territories with the eXceptfion of USA and
Canada, on grounds of administrative difficulty and . costa Bt e
feslSst rongly "that the 500 or so employees in North America should
be included.

3. Canada would be fairly steatghtforwvard, ‘but the US "wonld be
complicated. The lawyers believe that an offer to U2 enployesas
could be done, without comileg tihen s fortERE na dndiss e ks it
the cost would be very high. Stesl would meet this cost. They have
therefore proposed that only the first leg of the wmployﬁp offer
(the free shares; ie not the matahing: 4 sdount iorBpriority

of fers) sshould ;be made in the US. Logiztigglly this would be' much
simpler. As Steel claim that they cannot distinguish managerially
between employees in the US and employees in Canada, they propose
that,K Canadian employees should also receive the free shares SNLY »
Steel maintain that if this is not agreeable, they will wish the
full employee offer to proceed in North America, regardless of
costs to themselves. They resist the idea that other ways could be
found to motivate North American employesns.

4. Lord Young has been consulted and is content with offering free
shares only in North american territories.
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only in the DS,

g at prec t:dt:l Lforiaffer tnglties
L GE

he Dteel advigers, are aware of

T the Alrways s9tel 218 aughters,
this becauge they arrvanged it. f.'*t? BEL s nats a gond Pracedent. Az

L was explathed o me by  Slaughters, it ar an expedisnt
Cesponse 'to a last minute digcovery that = not. be pozsible
t

i 1
the allucuticn of shares to 08 BA enployeés if the £ull
in the US. The presgent case should

©
Lo, Timit
employee offer pro
herefore be judged on its own me

6. Free gharesg only does not have much to commend it. We see free
shares for employees as part aof a‘package, the overall aim. of
which is to encourage employees to invect somme of their own money
in the company, to identify with it therehy, and to spread UK
wider share ownership. 0O ferinyg free shares in izelation looks
sdd

TemBUC mgainst EhiEs . i G sl ) rfablic‘hed practice Lo Include
overseas employees in this sort of sale » and where a full employee
offer is-made there is no compulsion fUL individuals to take up
more than their free share entitlement; many do take up nnly the
free shares. Steeal maintain that it wanld therafore he T e el
for the Government to baulk at a free share only employe offer
where, as in the present case, that is the sinplest way to involve
overseas employees. They argue also that ag we would presumably
have no'@ifficulty.with a full employee offer in North America,
allowing employees there to take up only the free shares if they

wished, we should not be nitpicking about offering free shares
alone.

1y

:levant @

{X

8. The following considerations are L

(i) we could not maintain that a full employee offer in the US
would be =zo difficult as to jJeapardisge the main sale, and though
it would be expensive that is a matter for Steel nol wus;

(ii) although the terms of employee offers are for the Government
to decide and Steel cannot dictate to Us e we would not wish.to
appear unreasonable and the choice therefore is between allowing
free shares only or full enployee offers in North America;

h

a8

n
_i. [
~+ +

!U

(iii) although it looks cdd to offer free s o 'foreigners'
in this way, it is the normal practice to 1d to them employees
offers fncliuding free shares, and we have dlrw:d conceded that

I in principle be included in the Steel

ﬁO

(P!
&

overseas employess
enployee offer;

(iv) although the exclusion from the employee offer in North
America of everything but the free schares highlights tha glve aw
Hature of this leg of the offer, the zame give away would Ffeatur
if full employee offers were to proceed Lhere;

b
L

il

(v) Steel feel very strongly about it, and Lord Young supports
theam "
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FINANCIAL SECRETARY FROM: MRS ME BRO
DATE: 5 OCTOBER 1988

ce Chancellor
Chief Secretary
, Sir P Middleton
s Mr Monck
I Mrs Lomax
Mr Moore
V/ Mr Lyne
Mr Bent
Mr Guy
Mr Call

STEEL PRIVATISATION: OFFER STRUCTURE

1. Lord Young has replied to your letter of 30 September,
agreeing that the question of firm placing can be held open until
nearer the sale, and agreeing that firm placing should in any
event be kept to a minimum.

Pi However, he needs to decide now whether to base the offer on
two fixed prices, or one. He has come down in favour of a single

fixed price, and suggests a quick meeting if you do not agree.

Background

3. Lord Young's main reason for rejecting dual pricing is that it
would be clearly interpreted as suggesting that the Government has
wider share ownership objectives for this sale. Although Lord
Young hopes that private investors will come into the sale, he
considers it wunwise to plan on that as a firm assumption. He
wants to avoid the perception of failure which would result from
earmarking a set proportion of the offer for retail investors (at
a discounted price), and finding that the level of demand did not

materialise.
4. In deciding your response you will want to consider the
Government's objectives for this sale. If there is a firm

objective of directing, say, 30 per cent or more of the UK offer
to retail investors, then it will almost certainly be necessary to



discount the price below that which the institutions would be
prepared to pay. Dewe Rogerson's latest assessment is that the
number of people saying they are "certain to buy" may end up at
around 100,000 - 400,000. Assuming average applications of £1000,
that would bring in up to £400 million, or just over 15 per cent
of a £2.5 billion offer.. Dewe Rogerson point out that favourable
press comment will be needed to trigger even this level of demand.
To increase it will require a widespread belief that there is
surplus demand - both from institutions and from the retail
sector. At least some retail investors would need to perceive an
opportunity for stagging in order to come in. Rowe and Pitman
agree that a lower price would be necessary to attract any
significant number of retail rather than institutional investors.

Of Against this background, if you think it likely that at the
pricing meeting Ministers will want to set a "retail" price for
the shares, there is a strong case on proceeds grounds for fixing

a separate and higher price for the institutions.
(Presentationally, the emphasis would be on giving retail
investors a discount from the "correct" - ie.
institutional - price). This approach would bring higher proceeds

than a single price directed at retail investors.

6. The alternative approach is to price the offer at the level
necessary to attract the institutions, whilst making it as simpie
as possible for small investors to apply if they wish. In that
case, there is no reason to offer retail investors a discount, and
proceeds would be maximised by offering all the shares at the same
"institutional" price.

7 In correspondence with Lord Young before the summer holidays
you said that you hoped that retail applications might account for
30 per cent of the UK offer - and preferably more. The more
gloomy PR and broking advice which DTI are now receiving suggests
that that objective will be difficult to achieve. Unless you wish
to make wider share ownership a more explicit objective of the
sale, I think it wunlikely that Lord Young will move from his
preference for a single, one-price offer. 1In his view that offers



maximum flexibility, and would avoid the need to specify in
advance a target number of shares for retail applicants.

8. Lord Young advances some subsidiary arguments against a two-
price offer: that it is innovatory and therefore risky; that the
Stock Exchange may raise technical difficulties; and that there
could be public and PAC criticism. These points are not
convincing: in our view the issue boils down to the question of
whether or not the Government should make wider share ownership an
explicit objective of this sale.

9. Because of the need to make progress with drafting the
underwriting agreement, DTI would welcome a response this week il
possible. 1If you continue to favour a two-price structure, Lord
Young's office will arrange an early meeting. If you accept his
conclusion that there should be a single price, we will provide a
short draft letter to that effect.

10. We should be glad to discuss further if you would like to.

MRS M E BROWN
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FINANCIAL SECRETARY FROM: MRS M E BROWN
DATE: 6 OCTOBER 1988

ce Chancellor
Chief Secretary
LF Sir P Middleton
Mr Monck
Mrs Lomax
¢, Mr Moore
Mr Lyne
Mr Bent
Mr Guy
Mr Call

Miss Wheldon (T.Sol)

BRITISH STEEL: APPOINTMENT OF LEAD UNDERWRITER

DTI have now offered Rothschilds this appointment. Michael
Richardson agreed to accept a fee of £100,000, together with
underwriting of £100 million at the average rate which emerges
from the competition. Rothschilds will enter the competition for
further underwriting. The appointment will be finally confirmed
once Rothschilds have seen the draft prospectus and draft
underwriting agreement and have confirmed that these cause them no
fundamental difficulties.

Moy (Sion

MRS M E BROWN
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SALE OF SHARES IN BRITISH STEEL PLC: MINISTERIAL STATEMENTS
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I am writing about the offer of shares in British Steel plc to
investors, which is planned to take place in late November.

As we get closer to the time of the offer, and during the
offer period itself, colleagues will need to consider
carefully any references they may wish to make to the company
or the share offer.

Unguarded or unverifiable statements in speeches, or in
response to questions from the media or constituents, could
have very serious consequences for the share offer, and could
even make it necessary for us to postpone the offer. If at
all possible, therefore, colleagues should sidestep questions
about the share offer. Annex A sets out guidelines for
dealing with such questions, together with a series of
Questions and Answers to illustrate how the guidelines should
be interpreted in practice. You will see from this material
that the rules have been tightly drawn, but this approach is
absolutely necessary in the circumstances. Any public
statement referring to British Steel to be made in the UK or
abroad must be specifically cleared in advance with my
Department.

I am copying this letter and attachments to the Prime Minister
and to all other members of the Cabinet: I should be grateful
if they would circulate it to Ministerial colleagues within
their Departments. I am also copying it to Sir Robin Butler.
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CONFIDENTIAL

) ANNEX A
STATEMENTS ON BRITISH STEEL SHARE SALE

There are four basic rules which must be followed:

(1) anything said about the share offer, British Steel itself

or British Steel's trading environment must be factual,
accurate and fair;

(ii) statements made outside the UK must have specific regard
to the requirements of the local regulatory laws. the
offer is also being made overseas in the USA, Canada,
Europe and Japan;

(iii) although comments about the general benefits of
privatisation and expressions of the belief that British
Steel will benefit from it are acceptable, no opinion
should be expressed, and no prediction made, about the
prospects for the shares or for British Steel's business
or about British Steel's competitors or the steel industry
generally (beyond whatever forecasts are set out in the
Prospectus after its publication - and even these
statements must be set in context);

(iv) enquirers should be urged to obtain their own copies of
the Prospectus, once it has been published, and to make up
their own minds after reading it. No statements should be
made which could be interpreted as an inducement or
recommendation to buy British Steel shares.

RESPONSES TO QUESTIONS

1 Why is the Government selling British Steel shares?

The British Steel share sale is part of the Government's overall
privatisation programme. We believe that British Steel is now in
a position to benefit from a return to the private sector.

2. When will the shares be offered for sale?

In the second half of November. Both the full Prospectus and a
shortened version of the Prospectus will be widely available at
that time.

3. Why is the Government advertising the sale? Does the
advertising reflect a lack of confidence that the public will

buy shares?

The advertising is designed to inform people who might be
interested in buying shares how they can get the information they
need to make their choice. It is up to individual investors to
decide on the basis of the information in the Prospectus which is
available to them whether they want to invest in British Steel
shares or not.

BL2ACX



4. Should I buy British Steel shars? Will they go up in value?

Your must decide for yourself. Shares can go down in price as
well as up.

5. How much is this sale going to cost Government by way of
fees, advertising etc?

All the costs of the flotation will be presented to Parliament
after the sale.

BL2ACX
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NOTE FOR THE RECORD FROM: M E BROWN '
DATE: 10 OCTOBER 1988

co PS/Channe]]nr
PS/Chief Secretary
PS/Financial Secretary
Sir P Middleton
Mr Anson
V& Mr Monck
/ Mrs Lomax
/ Mr Moore
/ Mr Sedgwick
Mr Turnbull
\/ Mr Gieve
Mr Lyne
Mr Bent
Mr Guy
Miss Gaseltine
Mr Rutnam
Mr Call

Ms Wheldon
Mr Hyett ) s ol

STEEL PRIVATISATION: IMPACT DAY

1. Impact Day is now firmly set for Wednesday 23 November,
instead of Tuesday 22 November as previously planned. This date
is not yet public: the Press has been told that the sale will take
place "in the second half of November".

2. The pricing meeting, in which Treasury Minister(s) will be
involved, will take place on 22 November. There is no specific
time yet.

N O @ﬂw ,

MRS M E BROWN
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FINANCIAL SECRETARY FROM: MRS M E BROWN
DATE: 11 OCTOBER 1988

cC Chancellor
Sir P Middleton
Mr Monck
Mrs Lomax
Mr Moore

Mr Ilett
Mr Lyne
e Mr Bent
Mr Guy
Mr Rutnam
Mr Call
STEEL: MINIMUM INVESTMENT LEVEL
1. DTI officials have proposed that the minimum investment level
should be "around £500". The precise figure will be determined by

decisions on the price and number of shares, but the Share
Information Office would start giving the indicative figure now.

P Samuel Montagu and Dewe Rogerson both advise that £500 gives

investors the right signals:

- it is clearly affordable by many, without being as
low as the "Sid" precedents (see Annex);

- a higher figure - around, say, £1,000 - would cut out
smaller investors who tend to come in on a long-term
basis, whilst keeping in the stags;

- Rolls Royce, which was targeted 1like Steel at
informed investors, was rather higher at £680. But
that was set in rising markets, and some discount is
required in present conditions.

3. Lord Young has agreed, subject to your views, that the SIO
should be authorised to say that the minimum investment level
would be around £500. It has been announced that there will be
two instalments, although the precise balance between them, and



CONFIDENTIAL

the timing of the second call, have not yet been decided. So
investors who want to apply at the minimum level will know that

they will have to find between about £200 (40%) and £250 (50%)
this December.

4. I should be grateful to know whether you are content with a

minimum investment level of £500.

MRS M E BROWN
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ANNEX
MINIMUM INVESTMENT LEVELS
Company Sale Date No. of Minimum s
Instalments Investment (£)

BT Nov '84 3 260

Gas Nov '86 3 135

BA Jan '87 2 500
Rolls Royce Mayz 8 2 680

BAA July '87 2 368
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BRITISH STEEL: APPLICATIONS FROM PEP MANAGERS

Further advice has now been received from Samuel Montagu on
the above. This confirms the problems we foresaw in setting
aside firmly placed shares for PEP Managers.

2. Briefly, these problems are as follows:

(i) the Brokers to the Offer will be allocating to
SubUnderwriters a package of firm placing, provisional
placing subject to clawback and subunderwritten shares
in a fixed proportion. Although it 1is open to
SubUnderwriters to allocate the firmly placed shares to
any PEP Managers in their Group, in practice they choose
not to do this, and we have no leverage over them. Since
PEP Managers will not be able to accept an underwriting
risk on behalf of their clients, they will not be able
to accept the subunderwriting package. If we request
permission to allocate only firm placing - to PEP
Managers, and compensate for this by allocating a
different package of firm placing, provisional placing
and subunderwritten shares to the SubUnderwriters, the
Stock Exchange may question why PEP Managers are the
only investors allowed this special treatment. As we
have seen on previous occasions, the Stock Exchange look
for non-discrimination between investors;

(ii) PEP Managers themselves, when faced with a decision
whether or not to accept firm placing between, say, 8am
and noon on Impact Day, which is when the
subunderwriting is done, may be reluctant to commit
themselves to buy shares until they can guage the
reaction of the market over the Offer period. “ Looking
back to BP, they may well be concerned that, in the
event of a Stock Market crash during the Offer period,
their clients will not forgive them for buying shares on
Impact Day that they would not have bought at Lists
Closing;

(iii) meanwhile, the Brokers face a timing dilemma on
Impact Day. If they offer the PEP Managers firm placing,
and start distributing the rebalanced package of firm
placing, provisional placing and subunderwritten shares
to the SubUnderwriters, and then find that the PEP
Managers do not want some or all of the firm placing,



the Brokers must find other purchasers quickly (because
the Government has promised investors that the shares
will be placed firmly on Impact Day): however, it will
then be obvious to the market that the subunderwriting
has not gone well, and this may rebound on the Offer
during the Offer period. If the Brokers hold off
distributing the subunderwriting package until after the
PEP Managers have decided to buy or not to buy (by which
time the Brokers can accurately rebalance the
subunderwriting package), they will expose the Primary
Underwriters to risks not normally accepted: indeed, the
Primary Underwriters would almost certainly veto any
operation that frustrated the SubUnderwriters coming
on-risk, and the Primary Underwriters going off risk,
at the earliest opportunity.

3. In the light of these concerns, we recommend that the
option of offering PEP Managers firmly placed shares should
not be pursued further.

4. As on BP, PEP Managers will be supplied with special
application forms for submission by Lists Closing, though -

as we noted earlier - the absence of guaranteed allocations
for those registering with the Share Information Office
means, 1in practice, that PEP Managers will probably decide

not to apply for shares because of the risks of scaling down.

J ?‘M@J .

R M BENT
PE2 Division
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BRITISH STEEL: STOLTENBERG "’7,0 i %Vw ey
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The Chancellor must hqye,raiéééwwith Stoltenberg during one of
their recent-private talks a question or request about the legal
action of German steel producers alleging forms of subsidy in the

1983-85 period.

2% During a short private visit I made to the Tietmeyers at
the end of my recent holiday, he asked me to convey a message to
the Chancellor that Stoltenberg had not forgotten the
conversation, but on enquiry had been unable to see his way to any
immediately helpful action: apparently he wished to be
sympathetic but could not countermand what had been done and the

matter was now effectively in the Commission machine.

30 Unfortunately, neither Tietmeyer nor I had sufficient

knowledge of the conversation or the present state of play on the
subject to carry this further. Since my return, I have consulted

Mr Monck and attach a copy of a note he has just sent me.

4. I shall see Tietmeyer again on Tuesday next week. Is there

a point I could usefully follow up or any return message that the

Chancellor would like me to convey? {»v& j
AN
‘X v

offrey Littlex)

c.c. " Mr Menck @ = b
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FROM: N MONCK
DATE: 20 October 1988

SIR GEOFFRE‘Y/Kﬁ'TLER cc  Mr Moore

GERMAN COMPLAINT ABOUT FINANCE FOR BRITISH STEEL

You mentioned this subject and Stoltenberg's remark about the
German Government's inability to restrain the German steel
producers earlier this week. You may be interested to see
the attached extract from the draft prospectus for BSC which takes
a pretty robust line with the support of the Commission.

2. (d) deals with a separate case brought by the Commission about
an alleged stainless steel cartel. There are currently various

it

N MONCK

references in the press to this.
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was ended. The agreement was expressed to be
without admission on the part of British Steel or
HM Government and without prejudice to the
right of any of the parties to raise any issue
referred to in future proceedings.

During the period from 1974 to 1988 British
Steel was subject to claims from both present and
past employees in respect of injury caused by
€xposure to excessive noise (industrial deafness).
Such claims have been met, and future claims
will be met, through external insurance and
self-insurance effected by the Group (see section
12).

On 1 July 1988 the Wirtschaftsvereinigung
Eisen-und Stahlindustrie (the West German Iron
and Steel Industry Federation ‘the Federation’)
brought an action before the European Court of
Justice pursuant to Articles 33 and 35 of the
Treaty of Paris. The Federations's action
requests the annulment of the Commission’s
Decision of 26 May 1988 (‘the 1988 Decision’)
insofar as it concerns the Commission‘s refusal
to act against the grant of aid to British Steel
during the period from mid-1983 to the end of
1985; it alleges that payment of certain aid to
Bristish Steel infringed the Treaty of Paris and
resulted in a disproportionate distortion of
competition. In particular, the Federation alleges
that up to £713 million of aid authorised by the
Commission during that period was in excess of
the amount needed to restore British Steel to
viability and was therefore not authorised in
accordance with the State Aid Code of 1981 (the
successor to the State Aid Code or 1980, which
was introduced in relaxation of the general
prohibition on state aid contained in the Treaty
of Paris). Furthermore, it is alleged that an
additional £217 million of aid granted to British
Steel by HM Government subsequent to
mid-1983 was ‘illegal’ in that it was not duly
authorised by the Commission. On [@] October
1988, HM Government [was granted leave to
intervene] in the proceedings brought by the
Federation against the Commission.

The Commission is resisting the Federation's
action vigorously. It has applied to the Court for
a procedural decision that the action should be
rejected as inadmissible, believing that there are
strong grounds for considering that the Court
would so rule. However, if this application were
not to succeed and if, following a hearing on the
merits of the Federation's application, the 1988
Decision were to be annulled, the Commission
might be required to reconsider the aid in
question and then might direct HM Government
to recover from British Steel all or part of any
amount of aid found to be in contravention of
the State Aid Code. HM Government and British

(C)
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Steel would be entitled to bring an action for the
annulment of any such direction and,if necessary
and appropriate, would do so.

Following an exchange of letters between HM
Government and the Commission, both HM
Government and the Directors share the view of
Commission that the Federations's
allegations are ill-founded and without substance
and that while it is for the Court to reach a

judgement where a government properly

executes a decision publicly taken by the
Commission it is in principle undesirable that
such individual decisions be re-opened years
later.

In view of the foregoing, and in the light of a
review by HM Government with the Commission
and with British Steel of payments of aid made
to British Steel during the period in question and
of legal advice received, HM Government and
the Directors consider that: (a) for a number of
reasons, it is unlikely that the action against the
Commission will be held to be admissible or, if it
were, that the action would, in any part, succeed;
(b) even if the Court were to find against the
Commission, it is unlilely that, unless it were
requred to do so, the Commission would seek
repayment of any aid; and (c) even if the
repayment of aid were sought by the
Commission, HM Government and British Steel
would have valid defences against such a
direction on the grounds, inter alia, of their
legitimate expectations and the length of time
that has elapsed.

For these reasons, HM Government and the
Directors consider that, although it is not
possible to give any assurance as to the ultimate
outcome of the Federation's proceedings or the
amount of any possible liability on the part of
British Steel, the likelihood of British Steel
suffering loss by being required to make
repayment of any aid is remote.

The Commission recently initiated procedings
under Article 65 of the [ESCC] Treaty [of Paris]
against European steel producers, including
British Steel, in relation to alleged arrangements
relating to stainless cold rolled flat products.
Article 65 prohibits restrictive agreements which
prevent, restrict or distort normal competition
within the EC for ECSC products. Any finding
that Article 65 was infringed could lead to a fine
by the Commission. British Steel does not believe
that any fines, if imposed, would have a material
adverse effect on the financial position of British
Steel.

Insurance
The Group effects insurance through the

external market and arranges self-insurance through

81
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STEEL PRIVATISATION: VALUATION AND OFFER STRUCTURE

1. Thig’minute reports decisions on the profit forecast and
dividend for 1988-89; and seeks your agreement to various features
of the offer structure to be announced at the Pathfinder Press
Conference next Friday, 28 October.

Profit forecast and dividend

2. The Pathfinder will include a profit forecast for 1988-89 of
£550 million before tax (£480 million after tax). This compares
with 1987-88 pre-tax profits of £418 million. There will be a
dividend forecast for 1988-89 of £150 million net. This figure
has been agreed after negotiations during the last week in which
Treasury was involved. British Steel's opening position was
£130 million and DTI's was £160 million. We consider this a good

outcome.

3. Since Steel is expected to be valued as a yield stock, the
dividend decision is of course crucial to the eventual pricing
decision, to be taken on 22 November. The advisers' present view
\ is that the market will look for a yield in the 7.0 - 8.0 per cent
range. As an illustration, the company would be valued at £2.5
billion on an 8.0 per cent yield and at £2.75 billion on a
7.3 per cent yield. These are "full" values, and would need to be
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discounted by, say, 5-10 per cent in the offer price. An offer
price of £2.5 billion would imply a PE multiple of 5.7, based on
British Steel's expected average tax charge for the next few years
of 20 per cent.

4. We will be keeping in very close touch with DTI and the
advisers on the pricing outlook over the next month, and will
provide full briefing in the lead up to the pricing meeting. At
the Pathfinder Press Conference next Friday, and when the brokers
start their rounds with the institutions, the plan is to establish
£2.5 billion as a floor price, and to aim to talk it up from
there.

Distribution of the offer: UK/overseas

5. Samuel Montagu recommend that it should be announced at the
Pathfinder Press Conference that:

(i) a third of the issue will be offered overseas, reducing
to around 25 per cent after clawback;

(ii) the remaining two thirds will be offered in the UK, of
which a "substantial proportion" will be firmly placed'

(iii) some shares will also be provisionally placed in the
UK in addition to shares clawed back from the overseas
offer) would be added to the UK public offer.

6 Final decisions on the allocations between overseas markets;
the amount of firm and provision placing in the UK; and trigger
levels for clawback would be decided nearer to Impact Day.

¥ Decisions on how much of the offer should go overseas rest on
the assessment of total demand for the offer. The indications
are:

- Overseas: around £1 billion (40 per cent of a total
£2.5 billion offer). This is felt to be a reasonably
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conservative estimate. The death of the Japanese
Emperor, when it happens, could affect Japanese
demand;

- UK Institutions: Rowe & Pitman are confident that
they could place firm at least a third of the offer
(around £825 million) and probably considerably more.
Assuming that a third was placed firm, we have asked
how much more institutional demand might come into
the public offer. They say they cannot predict that,
since it depends entirely on whether a bandwagon
effect can be generated in the offer period. Rowe &
Pitman are extremely nervous of making any prediction
of demand if there were no firm placing and all the
shares were offered publicly. They say this approach
would be extremely  unwise in present market
conditions.

- UK retail: Dewe Rogerson are also very reluctant to
make firm predictions. There have been about 750,000
responses to the Share Information Office, although
the rate is now expected to level off. On the Dbasis
of these figures, Dewe estimate that there could be
upwards of % million applicants. Assuming an average
application of £1700 that would suggest demand of
£850 million or more (33 per cent of the total
offer). However, Samuel Montagu and Rowe & Pitman
are extremely sceptical that this level of demand can
be counted on. They point out that there was a high
level of pre-registration for the Eurotunnel offer,
but virtually no retail demand emerged on the day.

8. Against this background, Samuel Montagu recommend that as much
as possible overseas demand should be tapped, and that the
enthusiasm being shown for the offer in the US and Japan,
particularly, should be used to help drive the UK offer. A third
(reducing to 25 per cent post clawback) is high by comparison with
past primary offers: Gas was 19 per cent (12 per cent after
clawback) and BA 21 per cent (16 per cent after clawback). BP was

3
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nearly 50 per cent, but then the Company was also raising money
and wished a high proportion of its shares to go overseas.
However, we recommend you to agree. We believe that in present
market conditions institutional demand has to underpin this sale,
and it is prudent to draw on as much overseas demand as possible.
Two thirds of the offer, and up to three quarters after clawback,

will remain for the UK market.

Firm placing

9. 1In correspondence with Lord Young, you have said you wish to
keep open the question of firm placing, and that it should in any
case be kept to a minimum. The firm advice from Samuel Montagu
and Rowe & Pitman is now that there should be a substantial amount
of firm placing, and that this should be announced before the
brokers begin their rounds immediately after Pathfinder. No
precise figures would be given at this stage, but the advisers
have in mind something on the following lines:

Before After
Clawback Clawback
UK Offer % %
Firm placing 33 33
Provisional placing 12 -
Public application 22 42+
67 75
Overseas Offer 33 25
100 100

*Clawback comprises 12 per cent from UK provisional placing and 8
per cent from overseas. These amounts could be varied, and the
possibility of two-stage clawback (in case retail demand is weak)

is being considered.
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10. The Stock Exchange will allow no more than half the shares
offered in the UK to be firmly placed. Assuming that a third of
the total offer goes overseas, the maximum amount of UK firm
placing is thus a third of the total (around £825 million), as
shown in the table above.

11. We recommend you to agree that a "substantial amount" of firm
placing should be announced at the Pathfinder Press Conference.
We accept the advisers' view that this will be necessary to bring
in the institutions, and to secure their commitment to

sub-underwrite the public offer.

Commissions

12. You have already agreed with Lord Young that there will be no
firm placing commission. The advisers recommend a commission of
1.25 per cent for sub-underwriting and provisional placing. This
would not be disclosed publicly until Impact Day, but the brokers
need to tell the institutions after Pathfinder. You will recall
that we got this commission down to 1.0 per cent for BP. However,
Rowe & Pitman believe that it is necessary to go back to 1.25 per
cent in order to sub-underwrite the Steel offer in present market
conditions. We have pressed them very hard, but they point out
that there has been no movement from 1.25 per cent in any private
sector issues since the crash, and that Steel is of exceptional
size (cf the £100 million UK tranche of Vodaphone).

13. The choice is between insisting on 1.0 per cent, recognising
that there is a possible risk to getting the sub-underwriting
away; or agreeing to 1.25 per cent. We reluctantly recommend
1.25 per cent. The abolition of firm placing commissions is some
compensation here. Paradoxically, the more firm placing, the
lower the total cost of commissions (although of course the cost
would be lower still if sub-underwriting were held at 1.0 per

cent).
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‘ Conclusions

14. I should be grateful to know whether you agree that:

(i) a third of the total offer (25 per cent post clawback)
should go overseas, divided between the US, Japan, Canada
and Europe. The allocation between these markets will be
decided closer to Impact Day;

(ii) two thirds should be sold in the UK, including a
"substantial amount" of firm placing;

(iii) there should be clawback from both the overseas and UK
offers. The amount of UK clawback, and the precise
mechanisms including trigger level, will be decided nearer

to Impact Day;

(iv) Sub-underwriting commissions should be 1.25 per cent.

15. Items (i)-(iii) would be announced at the Pathfinder Press
Conference. Item (iv) would be disclosed by the brokers in their
meetings with institutions starting immediately after Pathfinder.

16. DTI officials are putting the same proposals to Lord Young
over the weekend. It is hoped to tell the overseas advisers on
Tuesday what proportion of the offer will be sold overseas, and it
would therefore be helpful to have your views on Monday if at all

possible.

Q.Q. MRS M E BROWN
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Y 4 FROM: J M G TAYLOR
DATE: 21 October 1988
g
SIR G LITTLER cc Mr Monck

BRITISH STEEL: STOLTENBERG

The Chancellor was grateful for your note of 20 October.

v ¥ He has commented that there is no need to follow up on the
substance of this. He would be grateful if you could thank

Tietmeyer (for onward transmission to Stoltenberg) and say that we
hope that this is now being sorted out satisfactorily.

=

J M G TAYLOR
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Mr Anson §

Mr Lankester

Mr Monck

Mrs Lomax \

Mr Moore \

Mr Lynn

Mr Bent

Mr guy
Mrs Brown

Mr Call
STEEL: PRIVATISATION: VALUATION AND OFFER STRUCTURE

The Chancellor has seen Mrs Brown's note of 21 October. He has
commented that he hopes that the yield will be nearer 7 than 8 per

Q

J M G TAYLOR

cent.
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MRS BROWN cc  PS/Chancellor
Sir P Middleton
Mr Anson
Mr Lankester
Mr Monck
Mrs Lomax
Mr Moore
Mr Lyne
Mr Bent
Mr Guy
Mr Call

STEEL PRIVATISATION: VALUATION AND OFFER STRUCTURE

The Financial Secretary was grateful for your minute of 21
October. He is content with all the proposals in para 14 of your

minute, namely that;

- a third of the offer should go overseas (25% post
clawback), divided between the US, Japan, Canada and

Europe

- two thirds should be sold in the UK, with a "substantial
amount" of firm placing

- there should be clawback from both the overseas and UK

offers

- sub-underwriting commissions should be 1.25%

Comy,
i e

R C M STACHWELL
Private Secretary
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Sir P Middleton
Mr Lankester
Mr Monck
rA Mrs Lomax
/ Mr Moore
7 Mr Ilett
\/ Mr M Williams
Mr Bent
Mr Neilson
Mr Guy
Mr Call

BRITISH STEEL: PRIMARY UNDERWRITING CIRCLE

We need to decide whether the usual circle of UK merchant banks is
invited to the Steel underwriting competition, or whether UK
subsidiaries of foreign-owned banks and other financial
institutions should also be invited. For the BP sale, you decided
that although there were no regulatory objections to widening the
circle, this would give the wrong signal to the traditional UK
underwriters at a time when they were under pressure for various
other reasons.

2. PE and FIM Divisions' advice is that the objective should be
to open the underwriting competition to a wider range of
competitors in time for the Water and Electricity sales; but not
to widen the circle for Steel.

35 The primary underwritersof recent privatisation issues are
shown in the Annex.

Options
4. The main alternatives for tapping a wider pool of capital for

primary underwriting are:
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1. Underwrite a higher proportion of the offer abroad
(usually 25-30 per cent is the maximum, corresponding to the
number of shares actually offered overseas). We do not
recommend this. US and Japanese banks cannot lay off their
underwriting to sub-underwriters during the Offer period. 1In
the 1light of BP, we want to spread underwriting risks, not
~concentrate them.

_ii. Invite overseas management groups to the UK underwriting
competition.

In effect, this would be the same as option (i). We would
encounter the same problem that banks registered in the US
and Japan could not legally lay off their underwriting.

iii. Invite the UK subsidiaries of overseas and securities
houses banks to the UK underwriting competition.

This is the most promising option, since UK-registered
companies could lay off their risk to sub-underwriters in
London. The rest of this minute is accordingly based on this

option.
Assessment
S. We consider that there should be a clear presumption in

favour of opening up the underwriting for UK privatisations. This
is in line with the Government's policy of promoting competition.
It offers the prospect of keeping commission levels as low as
possible (even if in current conditions we cannot maintain the

lowest-ever BP rate of 0.018%). It also reduces the risk, in
difficult or extra large issues, of an actual shortfall in
underwriting capacity. The latter point may be particularly

relevant for the mega Water and Electricity issues.

6. However, Samuel Montagu have recommend strongly against
changing the wunderwriting arrangements for Steel, and DTI
officials agree with their advice. Montagus' arguments are:
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i. Widening the circle will upset the London merchant
banks. The Steel issue is going to be difficult, and we
should avoid any unnecessary rows with the City;

ii. it could also be taken as a siygnal that the Government
was worried that the UK banking community would not support
the Steel issue. This point particularly concerns Samuel
Montagu and DTI;

iii. we do not need extra underwriting capacity for Steel.
The Bank of England is comfortable that underwriting up to
70% of the Offer (ie, up to around £1.75 billion) is within
the capabilities of the existing UK circle. Samuel Montagu
are confident, from their soundings in the City, that the
Steel Offer will be supported by the UK merchant banks;

iv. the 1lobbying which the Government has received on
previous sales, especially from Phillips & Drew and Citicorp,
has not so far materialised on Steel.

T There will be difficulties with the UK merchant banks at
whatever time the Government decides to 1let in foreign-owned
underwriters. The question is whether to face these on Steel.

The alternative would be to wait until Steel is over, and signal
the Government's intention to change well in advance of the Water
and Electricity sales, stressing the very large underwriting
capacity which will be needed for both.

8. We recommend the latter course. Although we should aim off
for the advisers' caution, selling some £2.5 billion stock ( albeit
in two instalments) will be no easy task in current market
conditions. Any indication of nervousness on the Government's
part should be avoided, and we accept Montagus' view that there is
some risk that extending the usual underwriting circle at this
time could give that impression. If you did wish to propose a
change, Lord Young will be firmly advised to resist, and we think
you would have a considerable fight to shift him.

PRk B TR
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95 If you agree, PE and FIM will prepare firm proposals for
extending the underwriting circle for Water and Electricity.‘)'é Our
present view is that the competition should be opened to any UK
subsidiary (not branch) of a foreign-owned bank or other financial

institutions, where the subsidiary is:

a. using its own capital under the rules of the TSA or the
Bank;
b. is able to commit itself to underwrite a specified

percentage of the underwriting, which would be laid down in
advance by the Government.

10. We would need to check further with TSA and the Bank how to
handle subsidiaries which wish to draw on parental capital from a
foreign parent. This raises more complex issues of equity. For
example, TSA will satisfy themselves that parental capital is
actually available from abroad, but will not necessarily know how
the foreigner regulator will handle the parent's exposure, ie
whether the foreign regulator imposes costs on the parent. If it
costs a foreign parent less than a UK parent to commit capital to
a UK subsidiary, UK houses will have grounds for complaint. On
the other hand, foreigners would complain if the ability to call
on parental capital were limited to UK - owned houses - for whom
some arrangements to call on parental capital already exist.
There are issues of the same kind on the banking supervision side.

Conclusion

11. Do you agree that:

p &8 the underwriting circle should not be extended for
Steel; but

ii. PE and FIM should prepare firm proposals to open up the
competition in time for the Water and Electricity sales; and

that the Government's intention to do so should be announced
well in advance.

12. This minute is agreed with FIM. {\4 /g

MRS M E BROWN



ANNEX 1: PRIMARY UNDERWRITERS OF RECENT PRIVATISATION ISSUES

British British Cable & British British British
Telecom Aerospace Britoil Wireless Gas Airways Rolls-Royce BAA Petroleum
(Nov 1984) (May 1985) (Aug 1985) (Dec 1985) (Dec 1986) (Feb 1985) (May 1985)  (Jul 1987) (Oct 1987)

/

Barclays de Zoete Wedd Limited X X X X X
Baring Brothers & Co., Limited X X X X X X X
The British Linea Bank Limited X X
Charterhouse Banx Limited X X X X X X
County NatWest Limited X X X X X X X
Robert Fleming & Co. Limited X X X X X X
Guinness Mahon & Co. Limited X X
Hambros Bank Limited X X X X
Hill Samuel & Co. Limited X X X X X X X
b Kleinwort Benson Limited X X X X X X X
Lazard Brothers & Co., Limited X X X X X
Lloyds Merchant Bank Limited X X X X X X
Morgan Grenfell & Co. Limited X X X X X X X X
N M Rothschild & Sons Limited X X X X S X X
Samuel Montagu & Co. Limited X X X X X X
J. Henry Schroder Wagg & Cc. Limited X X X X X X X X X
Singer & Friedlander X
Standard Chartered Merchant Bank Limited X X X
TSB Group plc X X X

S.G. Warburg & Co. Ltd X X X X X X
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cc PS/Chancellor
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Sir P Middleton
Mr Lankester
Mr Monck
/ Mrs Lomax
Moore
V/ Ilett
M L Williams
Bent
Neilson
Guy
Call

FESERES

BRITISH STEEL: PRIMARY UNDERWRITING CIRCLE

The Financial Secretary was grateful for your minute of 25 October.
He agrees with your recommendation that the underwriting circle
should not be extended for Steel. But he is also very strongly in
favour of widening the circle for Water and Electricity, and
believes that we should make that clear well in advance of the
sales.

Pem.s

_.—-/
R C M SATCHWELL

Private Secretary
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BRITISH STEEL PRIVATISATION : PUBLICITY

As you know, the Government's preparations for the
privatisation of British Steel are continuing and the
Pathfinder Prospectus was published on 28 October.

It is now necessary to issue guidance about the release of
information relevant to the sale during the period between now
and the opening of dealings on 5 December.

I therefore attach a note which has been prepared by this
Department about the release of such information by the DTI.

Following precedent, and because of the need to exercise tight
control over the release of such information, it is necessary
that release of information relevant to the sale should be
limited within Whitehall to the DTI. My Secretary of State
would be grateful if his colleagues in charge of other
Departments would arrange for any enquiries which their
Departments might receive which are relevant to the British
Steel sale to be directed to the DTI.

e

the
‘ En te r.p4

initiative
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'This arrangement should be brought into effect as soon as
possible.

I am copying this letter and enclosures to the Prime
Minister's Private Secretary, Private Secretaries to other
Ministers in charge of Departments and to Sir Robin Butler.

GARETH JONES
Private Secretary

7

the
‘Entemﬁﬁ::

initiative
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BRITISH STEEL: PUBLICITY

Note by IMM Division

di HMG proposes to sell its existing shareholding in British
Steel at the end of November.

25 The Offer will be made by means of a Prospectus to be avail-
able from 25 November, the price of the shares having been

announced on 23 November. A "pathfinder" or draft Prospectus was
published on 28 October. This is expected to be almost identical
to the final Prospectus, except that it does not price the shares.

3. The purpose of this note, which has been prepared by IMM
Division, in consultation with the Department's solicitors, is to
establish Guidelines for the release of information which might

be relevant to the share offer by the DTI to anyone outside
Government, whether the general public or a particular person.

This Guidance is effective from now until the commencement of
dealings on 5 December. It should, however, also be taken to cover
matters which are being considered before that date but which are
not expected to become public until after that date.

Relevant information

45 Relevant information is information which -

(a) in any way relates to the offer for sale, its timing,
terms or mechanics; or

(b) reflects on the merits of British Steel ie relates to
British Steel's operations, finances or prospects, or to the
steel industry generally, and any other information capable of
influencing an investor's decision to acgqguire shares in
British Steel; or

(c) encourages or otherwise affects interest in the sale.

5% Answers given to written Parliamentary Questions are also
covered by this note where they relate to British Steel or might in
any way relate to the Offer of Shares in the company.

6. Within the DTI only authorised persons (see paragraph 7 below)
may disclose information, and disclosure may not be made by them
without prior clearance with one of the following officials of IMM
Division: Richard Rogers, David Saunders or Peter Waller. They
will consult the Department's solicitors and the Company as
necessary.

Disclosure by authorised persons

Lon The channels of communication from DTI are limited to
Ministers and specified staff in the Press Office. This means they

V5KAAL
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and no other staff are authorised to release information. It has
been agreed that disclosure within Whitehall shall be limited to
the DTI to which other Departments are being requested to direct
enguiries.

Detailed guidance

8i. Information released by those authorised to do so will be
factual in nature and avoid any expression of opinion about the
prospects of the Offer or the merits of British Steel. It will
refer to the fact that a prospectus will be issued which will
contain details of the offer and the business and activities of
British Steel and enguirers will be recommended to read it or,
until the Prospectus is issued, the Pathfinder. They will be told
where copies of these documents may be obtained and no additional
information will be given. At no time will any information be
given as to the amount of cash expected to be raised.

) At all times care will be taken not to release information
that might prejudice the success of the Offer or amount to HMG's
endorsement of British Steel as "a good investment". Nor will

information be released which is not in or which is inconsistent

‘'with the Prospectus.

IMM Division
October 1988

V5KAAL
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BRITISH STEEL: AVAILABILITY FOR PRICING MEETINGS

This is to confirm the message I gave your private office
earlier today about the timing of the pricing meetings on
British Steel.

2. DTI Officials have asked the Secretary of State to set
aside time for two meetings as follows:

(i) Monday 21 November at 2pm: this is intended to be an
open-ended meeting to collect and review the views of
advisers, and the evidence on market demand. The desired
outcome 1is either a provisional price, or a choice
between two prices no more than 5p apart;

(ii) Tuesday 22 November at 2pm: there will be strict

time constraints on this meeting, reflecting the State
opening of Parliament in the morning, and the need to
proceed with the primary underwriting competition at
4.30pm. This meeting will confirm, or decide, the Steel

offer price.

M@i

R M BENT
PE2 Division
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Mr Lankester
/ Mr Monck
Mrs Lomax
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Mr Guy
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BRITISH STEEL: OFFER STRUCTURE

Mrs Brown's submission of 21 October reported various
features of the British Steel offer structure, as they were
announced at the Pathfinder Press Conference on 28 October.

2. More flesh will need to be put on the bones of the offer
structure next week when Samuel Montagu write round to invite
the primary underwriters to participate in the primary
underwriting competition.

3. Although the wunderwriting memorandum is not a public
document, and is supposed to be confidential to those that
receive 1it, there is a risk that parts of it may leak. The
memorandum circulates to about 20 banks in the City, and
each of these banks will need to obtain clearances from their
Budgetary Committees before being able to confirm that they
can participate in the underwriting competition.

4. Against this background, DTI are proposing to give new
details of the offer structure as follows:

(1) whereas at Pathfinder, we said that the overseas
underwriters would account for about one third of the
offer preclawback, and about one quarter postclawback,
we did not then breakdown this figure between the
different overseas markets. Next week's underwriting
memorandum will detail the provisional distribution as

being US (12%), Canada (3%), Europe (8.33%) and Japan
(10%) ;

(ii) within the UK portion of the offer - two-thirds
preclawback rising to three-quarters postclawback - the
memorandum will say that firm placing with City
institutions, declared at the Pathfinder to be
"substantial", will account for between one quarter and

one third of the total offer. DTI intend that this range
should be kept open until just before pricing to allow
maximum flexibility to respond to market conditions and
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UK retail demand;

(iii) the proportion of the overseas offer and the UK
institutional offer clawed back to the UK in the event
of oversubscription, which we had previously envisaged
to lie in the range 20-25%, will now be set at 25%;

(iv) the <clawback will be triggered first from the
overseas investors (at a level of 1.5 times subscribed
if firm placing is 25%, or at 1.75 times subscribed if
firm placing is 33.33%). It will subsequently be
triggered from the UK institutions (at a level of 2
times subscribed if firm placing is 25%, or at 2.25
times subscribed if firm placing is 33.33%).

5. I attach two annexes illustrating the offer structure
first assuming firm placing of 25% and second assuming firm
placing: of 33.33%.

6. These proposals are consistent with the broad structure of
the offer put to you earlier. May I take it that you are

| @m@-

R M BENT
PE2 Division



Appendix 1

Illustrative distribution of UK sub-underwriting and effect of clawback

On the basis that the units offered to Priority Applicants will comprise
37.5Z Firm Placing Shares, 12.5% Provisional Placing Shares and 50.0%
Commitment Shares, the effect of the clawback provisions described in
paragraph 21 would be as follows:

After After recall of
Before withdrawal UK Provisional
clawback from overseas Placing
y4 Z Y 4
UK
Firm placing 25.00 25.00 25.00
Provisional placing 8.33 8.33 =
UK Public and Employee Offer 33.33 41.67 50.00
66.67 75.00 75.00
Overseas
us 12.00 9.00 9.00
Canada 3.00 2.25 2.25
Japan 10.00 7.50 7.50
Continental Europe 8.33 6.25 6.25
33.33 25.00 25.00
100.00 100.00 100.00
Trigger (Note 1) 1.5x 2.0x
Notes

1. Trigger is a multiple of available shares under UK Public and Employee
Offer other than non-underwritten Shares).

2, This illustration does not inciude Shares allocated to the Free and
Matching Offers, which will not be underwritten.



Appendix 2

Illustrative distribution of UK sub-underwriting and effect of clawback

On the basis that the units offered to Priority Applicants will comprise
50.00Z Firm Placing Shares, 16.67% Provisional Placing Shares and 33.33%
Commitment Shares, the effect of the clawback provisions described in
paragraph 21 would be as follows: :

After After recall of
Before withdrawal UK Provisional
clawback from overseas Placing
7 y 4 %
UK
Firm placing 33.33 33.33 33.33
Provisional placing 11.11 11.11 -
UK Public and Employee Offer 22523 30.56 41.67
66.67 75.00 75.00
Overseas
us 12.00 9.00 9.00
Canada 3.00 2.25 2.25
Japan 10.00 7.50 7.50
Continental Europe 8.33 6.25 6.25
33.33 25.00 25.00
100.00 100.00 100.00
Trigger (Note 1) 1.75x 2.25x
Notes

1. Trigger is a multiple of available shares under UK Public and Employee
Of fer other than non-underwritten Shares).

2. This i1llustration does not include Shares allocated to the Free and
Matching Offers, which will not be underwritten.
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BRITISH STEEL: PRICING

The count down to the sale next week is:\\ ‘

Monday 3.0 pm:

Tuesday 2.30 pm:

4.30 pm:

CONFIDENTIAL
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Sir P Middleton
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pricing meeting with Lord Young and
advisers. Aim 1is to reach as firm a
conclusion as possible, subject to
review on Tuesday;

review meeting with Lord Young and
advisers if necessary;

primary underwriting competition;

Wednesday 10.30 am: Impact Day Press Conference.

This minute provides initial briefing for Monday's meeting. We

are due to have a

first discussion of it with you tomorrow

(Friday). We will update you on Monday morning following weekend
meetings with the overseas advisers, Rowe and Pitman and Dewe

Rogerson.

We are not making a specific recommendation at this stage, but we

suggest various points to make in order to probe Rowe and Pitman

(who will be bearish).

Samuel Montagu, freed from underwriting
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. responsibilities, are being helpful to DTI in trying to stiffen
the brokers, but they too will inevitably lean to a safe decision.
Some consensus was emerging among the advisers this week that the
price should be somewhat above 125p - possibly 128D DTI
officials were leaning to something between 130 and 135p. But
these views will be very sensitive to market conditions and
expectations between now and Tuesday afternoon.

There are two decisions to be taken on Monday afternoon:
- price
- amount of UK firm placing.
PRICING
Annex A shows a range of prices between 125p (£2.5 billion) and
140p (£2.8 billion), and the instalment sizes, P/Es and dividend

yields which they imply;

Annex B gives P/Es, dividend yields and dividend covers for a
range of comparable UK companies.

U—(NGL TUW\Q wil have ‘HML Lo Anu\u).( IV Luif lon‘%&y {,ack3.

v

The main factors to be considered are as follows:

(1) Yield. F
This is the single most importaqq% criterion, since Steel will be
sold as a yield stock. The yields in Annex A are prospective

yields, based on the company's own forecast dividend for 1988-89.
They range from 7.1 per cent at the top price to 8.0 per cent at
the lowest.

In looking at the comparator companies' yields (Annex B) we need
to bear in mind that we will price for a premium of around 5-
-10 per cent in the aftermarket. Accordingly you will want [first
to form a view of the appropriate comparator yield; then to make
some addition to that to allow for an aftermarket premium; and
finally to work back to the price which will secure that
(adjusted) yield.
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The brokers say that/the market will take British Gas as the
closest comparatorébecause of its size and yield stock character.
Note that Gas and BP have the two highest yields in Annex B at

B

7.3 per cent and 7.23 per cent respectively.
Points to make

Why is Gas the right comparator? What about
industrial processing companies such as Pilkington
(5.53 per cent), GEC (5.75 per cent), BOC (5.3 per
cent)?

even if these yields are raised by 10 per cent to
allow for an aftermarket premium, Steel compares well

atvisper cent;

- BP yield may be influenced by KIO overhang. Cf Shell
at 6.8 per cent;

- very wide range of brokers' forecasts for
Gas - considerable uncertainty about next year's
earnings and dividend. This year's yield [ ] per
cent may be a more reliable yardstick;

- whatever comparator(s) identified, remember that with
two instalments, the initial yield on Steel will be

at least double the long-term one.

(ii) P/E's

QL Not the main criterion. The market recognises that Steel's

= future earnings may fluctuate, so investors' primary concern will

f be with the maintainable dividend. Nevertheless you will want to

| note that the P/E is low compared with those of most comparator
companies. That must be an additional advantage to investors.
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A\
. (iii) Demand
The latest indications are:

(a) Overseas (30 per cent of total offer pre-clawback)

Each market expects to be able to absorb its allocation
provided the offer goes successfully in the UK. No specific
price indications yet, but Japanese said to be ‘"relatively
insensitive" to price; Europeans regard 130 - 135p as
attractive offer price; and Americans now seeking higher
allocation, having previously been bearish.

(b) UK Institutions

We will get an assessment from Rowe and Pitman on Sunday
(presentations to UK institutions have been taking place
this week). They seem confident of putting away firm
placing at around 125 - 130p, but say that extra
institutional demand in the public offer will depend on
price and media/retail reactions during the offer period. A

summary of brokers' reports is at Annex C.

(c) Retail

Dewe Rogerson expect retail demand to range between a lower
estimate of £260-390 million and an upper estimate of around
£1 billion. See their letter at Annex D. At a price of
125p, and assuming a public offer of only 22 per cent,
retail demand of £555 million would be needed simply to
cover the offer (assuming no institutional applications).
Retail demand of £833 million would be needed to trigger the
first clawback point, and of £1,111 million to trigger the
second clawback point. Dewe say that the success of the
retail offer depends entirely on media endorsement. They
believe a price of 125p is necessary to secure this.

You will want to probe these assessments. Although the retail
reports are gloomy, those from overseas are good. It 'is Dewe
Rogerson's job to make sure that the media and the institutions
take account of that. You will want to stress the importance of

4.
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' évoiding another BA, where insufficient attention was paid to the
V//strength of overseas demand.

(iv) British Steel - cyclical business

It may be argued that investors will be cautious about Steel
because it is a cyclical business, and 1988-89 is expected to be
at the top of the cycle.

The main consideration here is that Steel will be sold on dividend
expectations, not earnings. The prospectus states (page 45) that
the Directors will seek to pursue a progressive dividend policy;
and that if profits were reduced as a result of a short-term fall
in steel demand, they would expect to recommend that the level of
dividend should be maintained. These statements are subject to
caveats about unforeseen circumstances, but should nevertheless be
reassuring to investors. So although there is bound to be some
uncertainty about Steel's future business, it should not induce
too cautious an attitude to pricing.

(v) Market uncertainty

You will of course want to bear in mind the much more uncertain
market conditions now prevailing compared with previous primary
privatisation offers. At a time when the institutions are holding
much higher proportions of their assets in cash, and with
uncertainty about retail interest post-BP, the advisers will
recommend that the Steel price should err on the side of caution.
You will want to weigh these factors, together with the need to
pave the way for Water and Electricity, against the more bullish
arguments suggested above. We recommend that your
objective should be first to establish the tightest price
achievable, before aiming off for these less tangible factors.

DISTRIBUTION OF THE OFFER
Annex E gives two alternative distributions of the UK portion of
the offer (66 per cent of the total). Basis A provides for firm

and provisional placing (before clawback) of 33 per cent, with

5.
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another 33 per cent for the public offer. Clawback could increase
the public offer in two stages to 42 per cent and 50 per cent.
Basis B provides more placing (44 per cent before clawback) and a
smaller public offer of 22 per cent. Clawback could increase the

public offer to 31 per cent and 42 per cent.

The indications of retail demand point to basis B. That is Dewe
Rogerson's advice, and unless conditions change markedly over the

weekend we recommend you to accept it.

Maxrj /gﬂw s

MRS M E BROWN



ANNEX A

BRITISH STEEL: ILLUSTRATIVE P/E RATIOS AND YIELDS

Market capitalisation at Offer price £2500m £2600m £2700m £2800m

Estimate of privatisation costs £70m £70m £70m £70m

Estimate of net proceeds of sale to HMG £2430m £2530m £2630m £2730m

Offer price 125p 130p 135p 140p

Instalments

First instalment 60p 65p 65p 70p
Second instalment 65p 65p 70p 70p
P/E ratios

On forecast tax charge 4.9x 5.0x Dl 2K 5.4x
On 20% tax charge D] X DS 9% 6.1x 6.4%

Gross dividend yields

On annual dividend of £150 million (net) 8.0% Tl Fesl a1

On first instalment to first dividend
payment of £100 million (net), at an
annual rate L6517 1547 15.4% T4

Assumptions

Profits before tax 1988/89: £550 million
Forecast tax charge 1988/89: £35 million
Forecast earnings 1988/89: £515 million
Ongoing average tax rate: 20%

Earnings (1988/89) after 20% tax: £440 million
‘Notional dividends for full year 1988/89: £150 million (net)
First dividend payable August 1989: £100 million (net)
Dividend cover on actual tax: 3.4 times
Dividend cover after 20% tax: 2.9 times

Notes

1. Estimate of privatisation costs is provisional and very rough. It
includes the cost of Free and Matching shares for employees, and will be
affected by the amount of Firm Placing.

2. Instalments are equal when the Offer price is an even number. When the
Of fer price is an odd number, the first instalment is lower than the second
instalment.

3. Calculation of the gross yield from first instalment to first dividend

payment of £100 million (net), at an annual rate: (133.33 7 market cap. x
price + first instalment x 12 % 8)%.
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RATINGS OF SELECTED UK COMPANIES

Name
(Date of latest annual results)
Share price/market capitalisation

P/E
ratio

ASW
(31 December 1987)
203p/£132m

BA
(31 March 1988)
162p/£1,167m

BOC
(30 September 1988)
416p/£1,892m

BP
(31 December 1987)
246p/£14,965m

BT
(31 March 1988)
254p/£6,028m

British Gas
(31 March 1988)
163p/£6,765m

GEC
(31 March 1988)
178p/£4,747m

GKN
(31 December 1987)
316p/£775m

1TCl
(31 December 1987)
1008p/£6,815m

Jaguar
(31 December 1987)
269p/£488m

Pilkington
(31 March 1988)
225p/£1,654m

Rolls—-Royce
(31 December 1987)
134p/£1,074m

Shell
(31 December 1987)
984p/£10,872m

Source: Warburg Securities; Phillips & Drew; BZW Research; County NatWest Wood
Mac; James Capel; Scrimgeour Vickers.

Te3x

6.9x

8.7x

11.5x%

9.6x

78x%

9.9x

et

7.8x

19.5x

8.0x

1 .6%

9.9x

except ASW (Warburg Securities only).

Notes: (a) Prices are at 1 pm on 17 November 1988.

Gross
dividend yield

5.48%

6.26%

5.32%

7.38%

5.59%

7.23%

5.75%

71.012

6.02%

4.96%

5.48%

6.16%

6.79%

ANN € ¥

Dividend
cover

3.3%

2.9x
1.6x
2.5x
2.0x
2.4x
2.4x
2.59x
1.4x
831x
2.9x

2.0x

Average of six estimates in each case

(b) Ratings are based on

forecasts for each company's current year (i.e. the year to December 1988,
March 1989 or September 1989). (c) Figures are based on estimates of each
company's forecast actual tax charge.

%
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BRITISH STEEL: BROKERS' CIRCULARS

Broker

BZW

Capel Cure Myers

Chase Manhattan Securities

Citicorp Scrimgeour Vickers

County NatWest Wood Mac

James Capel

Kitcat & Aitken

Kleinwort Grieveson

Laing & Cruickshank
Panmure Gordon

Smith New Court

Circular

None permitted.
Commentary being sent.
Circular due after Impact.

Likely to be a circular before Impact. To be
sent early next week.

'Even should HMG opt to price British Steel at
140p it would still comfortably rank in the top
yield decile of the FTSE 100' (11 November 1988).

'Income Funds. Take advantage of the
particularly attractive prospective yield on the
partly paid shares but be prepared to maintain a
wary eye on the prospects for earnings and thus
dividends in 1989/90. It may well prove prudent
to sell the partly paid as soon as the shares go
ex-dividend in July 1989.'

'‘Index Funds. Be fully weighted as soon as
possible, and certainly by end December 1988.'

'Growth Funds. The partly paid shares are only
likely to offer significant outperformance if
priced at 130p or lower. Whilst at higher offer
prices the shares may well outperform in the
short term, the outperformance is unlikely to be
significant and sustainable on a six month view,
unless the demand outlook for the latter part of
1989 starts to look more positive.'

'..we believe that a price of about 135p would be
appropriate to ensure a sensible premium on the
partly-paid shares and to facilitate a healthy
aftermarket.' (16 November 1988).

Not before Impact.

'We expect a price in the range of 130-140p'
(28 October 1988).

Circular Friday/Monday.
Not before Impact.

Circular possible before Impact.

(L




| . Dewe Rogerson Limited ANNEX D

3% London Wall Buildings, London Wall, London EC2M 5SY.
Telephone: 01-638 9571. Telex: 883610. Fax: 01-628 3444.

Our Ref: AC/GR

14 November 1988

R Rogers Esqg

Department of Trade and Industry
Ashdown House

123 Victoria Street

London SW1E 6RB

-l\}éa~ IZ~L.CL\O;')\

British Steel Flotation: Distribution and Pricing of Offer

I am writing, following my letters of September 29th and
November 10, to give some further input towards decisions on
the offer structure and pricing, looking in particular from the
perspectives of the retail market and of the media.

s

The primary objective, of course, is to secure a
successful flotation with optimum proceeds.

Self-evidently, this demands over-subscription and a
reasonable premium in the after market.

In any share offer, there would also be the need to look
further forward and to pitch the price at a level from
which there can be confidence that it will show
longer-term growth, in order to ensure that the investor
rating of a company, and thus its ability to trade
effectively, is not damaged by over-aggressive offer
pricing.

At the very least, for British Steel with its part-payment
structure, this means looking to a price, which, subject
to market conditions being reasonable, can be felt 1likely
to appreciate significantly by September next year. The
company's perspective on this point no doubt would be
likely to be longer.

Success for the British Steel flotation demands more than
oversubscription and a healthy aftermarket.

On the narrow front, given the structure of the combined
offer, it means oversubscription of each of the offers in
each of the markets, and, if clawback is confirmed, it
means the retail market triggering at least the lower
level.

Registered office at the above address. Registered number: 960343/England.
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More broadly, the British Steel share offer has
considerable significance for the future of the
Government's privatisation programme and its policy of
wide share ownership, and also for the perception by
capital markets and by media of the credibility of retail
investment.

The accompanying table is based on Samuel Montagu's
Underwriting Arrangements paper of 9th November, in which
are set out illustrative distributions of UK
sub-underwriting and the effect of clawback.

The table shows the amount of stock that would be
distributed to the retail public on the basis of the two
illustrative models of distribution, pre and
post-clawback, at three possible pricing levels. It
juxtaposes this with the levels of retail demand necessary
to trigger clawback, and it sets alongside this the most
recent indications of 1likely retail applications. As
described in our November 10 letter, these amount to a low
level of £260 to 300 million and a possible high level of
around £1 billion, depending upon price and consequent
media comment.

The clear conclusion is that, based on the most recent
research observations, the retail offer would be
substantially undersubscribed at the low level. At the
high level, retail demand would cover the pre-clawback UK
public and employee offer. It would not, however, trigger
both levels of clawback at any price level, except
possibly the 125p level on the basis of the smaller (22%)
initial distribution. It would trigger the first level of
clawback at each of the three illustrative prices on the
basis of an initial 22% distribution, but not on an
initial 33% distribution, except at the 125p pricing
level.

As things currently stand, our judgement is that, the
weight and tenor of media judgement necessary to secure
the high level of retail investment would only be
forthcoming at 125p.

Given this analysis, it would seem prudent to go for the
lower, 22 per cent, level of initial distribution to the
retail public. Secondly, on the basis of having two
levels of clawback, considerable care needs to be taken
over their manner of presentation, in order to avoid any
subsequent perception of failure should the second level
not be reached. Thirdly, unless demand signals strengthen
markedly, or the Stock Market rises strongly, the pointers
at present would be to a 125p pricing level.

It could be argued that the strength of demand amongst
institutions, especially overseas, is such that the
British Steel share offer could be oversubscribed by
institutions at a price significantly above 125p - perhaps
at 135p or even at 140p.
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Demand among markets, however, is inter-dependent. The
strength of demand in any one market sector is at least in
part dependent upon its presuming healthy demand in the
other sectors.

At present, the retail marketing programme is sending
positive signals into the total mix - most importantly,
the fact of over 1.4 million Share Information Office
enquirers has placed the prospect of significant retail
demand back into all investors' and commentators' minds.

Should this situation change, it would seem probable that
institutional interest would dip and a damaging unwinding
of tensions between the markets could ensue.

The apparent strength of retail demand stems, first, from
the impact of the marketing programme in creating
awareness and arousing interest and, secondly, in
particular from the tenor of media comment about both
British Steel and the share offer.

The quality of media comment has also been a vital
contributor to institutional confidence in the company and
the offer.

From this point forwards, media comment, which is
interactive with analysts' views, is likely to be seen as
the single most important barometer of the offer's
probable success.

It is clearly vital that media comment be as positive and
visible as possible.

The media will inevitably take a view on the
appropriateness and attractiveness of the offer to private
investors as well as to institutions and overseas
investors. In order to keep the tensions building
positively, it is necessary that the media endorse the
offer as equally for retail as they do for institutional
investors.

The Observers' commentary last Sunday is a clear reminder
of how fast media comment can turn against us either if
journalists judge pricing aspirations too high for
(private) investors or, as in this case, market jitters
(or worse) bring back doomsday reviews and memories of
last October/BP.

All this further supports a conservative pricing approach.

Retail demand has an importance beyond its contribution to
securing the essential perception of scarcity.

The stagging element of retail demand is an important
contributor to the aftermarket. Since the retail sector
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tends to be favoured during allocation, the institutions
fall short of their desired weighting and thus buy in the
market to increase their holdings from short-term
investors, who tend predominantly to be an element of the
overall retail market.

Retail demand also has a wider significance beyond its
contribution to the British Steel offer.

Retail marketing has been deployed in this share offer not
to secure wide share ownership, but (a) publicly to
establish British Steel's corporate credibility amongst
all the investor audiences as the essential pre-requisite
of any investment decision and (b) to send signals to the
UK and overseas institutions that there would be
competition for the stock.

Whilst wide marketing at the corporate level in the first
instance suited British Steel's corporate strategy - hence
the corporate "In Shape for Things to Come" campaign - its
continuation and extension into flotation marketing has
been an essential contributor to building the perception
of scarcity, and this wide marketing could only be
conducted on the scale it has been by presenting it as a
drive to attract retail demand.

To date, this marketing effort has been extremely
successful (a) in leading everyone to believe that Steel
is not only floatable, but that the offer will be a
success; (b) in raising the feasible capitalisation level
in the public, media and investor minds from around £2,000
million to at least £2,500 million and (c) in protecting
British Steel's corporate image and positioning.

The role of retail marketing in contributing in these ways
to the success of an offer is one which the Government
will wish to exploit again in future privatisations.

The marketing effort has also been highly successful in
combatting the cynicism of journalists, their great
caution in again becoming involved as agents of creating
demand through their editorial judgements and their
equally great scepticism that "Sid" or even "Sidney" would
ever come back.

It is necessary, not just for the Steel offer, but also
for future offers and any desire further to widen and
deepen share ownership, for there to be a substantial
level of retail demand; for clawback to be invoked; and
for there to be many long-term private investors as well
as stags.

If there is not significant retail demand for Steel the
task of engaging media support in future - or even of
maintaining the credibility of the Government's marketing
judgement on Steel - will be daunting, and the chances of
Water and Electricity being successful wide ownership
floats will be severely diminished.



* Dewe Rogerson

et

7. The upshot of our thinking is that attractive pricing is
needed to secure a successful offer; to serve the
aftermarket, the second call and British Steel's longer
term investor relations; to restore the retail market and
the confidence of media and institutions; and to provide
helpful memories in the run-up to Water and Electricity -
both at the close of the offer and after the second call.

Secondly, as things stand, "attractive pricing" means
125p, both because of the need to attract supportive
editorial (and the tightrope that is being walked in this
respect) and because of the research indications of retail
demand levels contrasted with the proposed distribution of
the offer and clawback arrangements.

Only a marked improvement in market conditions and
sentiment towards the offer could alter the view on
appropriate pricing.

Conversely, of course, this analysis presumes that stock
markets will stay firm and that last week's drop on Wall
Street is only a temporary blip. If it is not, the
prospect exists of sliding markets and of commentators
speculating about a revisit of last October, which could
torpedo the offer.

I It is recognised that the perversity of this analysis is
that "attractive pricing" could trigger a level of media
support, which, if markets rise, could lead to a marked
increase in final levels of retail demand - in the mould
of Telecom, TSB, Rolls Royce, Airways and Airports.

The facts of the matter, however, are that (a) with this
float, in these markets, against past memories of last
vear, such an outcome is not currently likely (b) that the
borderline between high success and failure is always
narrow and (c) that successful retail demand is critically
important for the success of Steel and for sentiment among
the media and the investment markets towards flotations to
come.

I hope the above is helpful in the run-up to this coming
Sunday's meeting.

. £ e c;;jg %

—

[

Anthony Carlisle

cc: J Mogg, P Waller - DTI
Moore, M Brown - HMT
== SM

Stradling - R&P

D
O P Richards
S
C Martin



Two Illustrative Distributions of the UK Offer Pre and Post Both Clawkack

Price:

Capitalisation:

Distribution

Pre Clawback:

Firm Placing
Provisional Placing
UK Public

Clawback 1:

Firm Placing
Provisional Placing
UK Public

Clawback 2:

Firm Placing
Provisional Placing
UK Public

Clawback 1
Clawback 2

Low Level:

Levels at Three Possible Prices

125p
2.5bn

A
£ Million

625
208
833

625
208
1,041

625

1,250

B

833
277
555

833
277
764

833

1,041

130p
2.6bn

A
£ Million

650
216
866

650
216
1,083

650

1,300

B

866
288
<

866
288
794

866

1,083

140p
2.8bn

A B
£ Millicon

700
233
933

700
233
1,166

700

1,400 ik

Levels of Retail Demand Needed to Trigger Clawback

1,250
1,666

Latest Indications of UK Retail Demand

833
3. 31

1,300
1,733

866
1,185

£260-£300 million

High Level: £1,000 million

(Based on analysis of November 9th - 11th research).

1,400

1,866 13

933
311
622

933
311
855

933

166

933
245
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ILLUSTRATIVE DISTRIBUTION OF UK SUB-UNDERWRITING AND EFFECT OF CLAWBACK
(BASIS A)

On the basis that the units offered to Priority Applicants will comprise
37.5% Firm Placing Shares, 12.5% Provisional Placing Shares and 50.0%
Commitment Shares, the effect of the clawback provisions described in
paragraph 20 would be as follows (all expressed as percentages of the Combined

Of fer):
After After recall of
Before withdrawal UK Provisional
clawback from overseas Placing
z % p 4
UK
Firm placing 25.00 25.00 25.00
Provisional placing 8.33 S8t ay =
UK Public and Employee Offer 33.33 41.67 50.00
66.67 75.00 75.00
Overseas
us 12.00 9.00 9.00
Canada 3.00 20,29 225
Japan 10.00 7.50 7.50
Continental Europe 8.33 6.25 6.25
33.33 25.00 25.00
100.00 100.00 100.00
Trigger (Note 1) 1.5 ' 2.0x
Notes

1. Trigger is a multiple of available shares under the UK Public and
Employee Offer (other than non-underwritten Shares).

2. This illustration does not include Shares allocated to the Free and
Matching Offers, which will not be underwritten.



ILLUSTRATIVE DISTRIBUTION OF UK SUB-UNDERWRITING AND EFFECT OF CLAWBACK
(BASIS B)

On the basis that the units offered to Priority Applicants will comprise
$0.00% Firm Placing Shares, 16.67% Provisional Placing Shares and 33.332
Commitment Shares, the effect of the clawback provisions described in
paragraph 20 would be as follows (all expressed as percentages of the Combined
Oof fer): '

After After recall of
Before withdrawal UK Provisional
clawback from overseas Placing
z Y 4 Z
UK
Firm placing 33.33 3833 33.33
Provisional placing 1111 13:11 =
UK Public and Employee Offer 20.23 30.56 41.67
66.67 75.00 75.00
Overseas
us 12.00 9.00 9.00
Canada 3.00 252> 2625
Japan 10.00 7.50 7.50
Continental Europe 8.33 6.25 6525
33.33 25.00 25.00
100.00 100.00 100.00
Trigger (Note 1) 1.75x 2.25x
Notes

1. Trigger is a multiple of available shares under the UK Public and Employee Offer
(other than non-underwritten Shares).

2. This illustration does not include Shares allocated to the Free and Matching Offer
which will not be underwritten.
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chex.md/aa/77 SECRET AND PERSONAL

FROM: A C S ALLAN
DATE: 18 November 1988

MR D J L MOORE cc  PS/Financial Secretary
Sir P Middleton
Sir T Burns
Mr Scholar
Mrs Brown

BSC AND TRADE FIGURES ETC

You passed to the Chancellor the form of words which it was
proposed that the merchant banks should use if questioned by the
underwriters about whether the price toock account of the trade
figures to be published on Friday 25 November. The line to take

(if and only if the question was raised) was:

"We (the merchant banks) have no knowledge of the trade
figures. We understand that, in setting the price, the
Government has taken full account of both British Steel's
commercial prospects and all market conditions. (Trade
developments are one of many factors which can influence

market conditions.)"

2 The Chancellor is most concerned about the handling of this
issue. He feels that we must take very great care not to give any
hints whatsoever to the merchant bank advisers. There should be
no question of thrusting a line to take on them, and DTI should
only provide them with a line if one is specifically requested.
And if it is, the line should be a much more neutral one, on the

)

lines:

"The Government has an usual taken account of all relevant

factors."
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4

3% The Chancellor will want to discuss pricing issues
separately, with the Financial Secretary and others.

(

A C S ALLAN -
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SECRET

FROM: MISS M P WALLACE
DATE: 18 NOVEMBER 1988

CHANCELLOR

At Alex's suggestion, I rang Michael Scholar to let him know the
evenind@ developments, and to suggest that he get in touch with
Eddie to find out his views. In the event, Michael could not get
hold of Eddie, but he did report a conversation they had had
earlier this afternoon, obviously before we knew about Hosker's
advice. At that point, Eddie was in favour of not disclosing, but
thought instead we should merely take opportunities to push for a
lower price, where we could, without raising suspicion. On
interest rates, Eddie's view was that it would be best to make our
move simultaneously with an announcement, or half an hour later.
But this was not a strongly held view, and he did also see some
arguments for letting the thing go, and allowing ourselves to be
led by the markets. Generally, he felt that the figures were not
dramatically awful, and we could make a lot out of the picture

taking this month and last month together.

2. As far as any meeting at the weekend is concerned, Paul Gray
has left it up to you to decide whether you want anyone from the
Bank along. I get the impression that it would be slightly
difficult to have Eddie along on his own. The Governor , as you
know, has been put in the picture, and has declared himself
willing to attend if called, and adds that if so, he would want to
bring Eddie along. If you want us to have any Bank people
invited, let us know and we will tell Paul tomorrow. If not, you

might like to give Eddie a ring yourself - his number is 693 1500.

1\,\1%.

MOIRA WALLACE
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CHANCELLOR

FROM: J M G TAYLOR
DATE: 18 NOVEMBER 1988

BSC/TRADE FIGURES

Lord Young's Private Secretary, and Paul Gray, have been in touch.

2 The view of the DTI's legal advisers is that the Government
could successfully be sued if we went ahead with the sale without
informing the underwriters of the trade figures(' assuming that
those figures affect the markets.detrimentally) I understand this
view is shared by Gerald Hosker ¥ Lord Young's view is that -
regardless of the legal question, to which he attaches weight -
the Government's good faith would be called into question. He
agrees, however, that it 1is quite unacceptable to give out

privileged information to the underwriters.

38 His preferred option is that we should make an early
announcement of the trade figures. DTI officials advise that it
is possible to provide good indicative figures early. Lord Young
favours releasing these at 9.00am on Monday 21 November. This
would give 24 hours before PM's Questions. It would also give

time for the markets to absorb the figures, and react, before

closing discussions with the underwriters. DTI would say that

they were making this early announcement because of the BSC sale.
(:alw "é)

4. DTI are consulting the Solicitor Genera&. They have also

asked officials to advise on the best alternative course. However
th?j feel that a decision by Ministers is needed by Sunday
lunchtime so that officials can do the necessary preparatory work,
if there is to be an early announcement of the trade figures.
from T P15 point o vid)

S Paul Gray advises that the most preferable coursg)would be to
hold a meeting tomorrow afternoon. He thinks that you should
first hold a bilateral meeting with the Prime Minister so that you

' ' i ; Solicit Gervad.

)k Phr\,; W /Whﬁ{ /ff[é /7“61\/1{ /’/lbé\’/‘f /140( éfé’fmn tv ﬂ( 50{/(, - :
7)1, gt%‘é;h)r(o “nneqnivocal 444(4%4?\. was Wit the lems ‘,'l%é Vn/ﬂrwn/',h /46*‘&”1»‘;”/ |
N/)n}ﬂfr{ he Secn //1 Skiz I Awcloe fy the undwwrilers Pue /’A/ﬂh»{ﬁa« he hatd 4.



can discuss the wider implications of early announcement for the
markets. This would then be followed by a meeting involving

Lord Young, Mr Newton, and the Law Officers.

;*% 6. We have informed Michael Scholar , who will speak to
Eddie George. We have also spoken to the Governor's Private
Secretary. We have not be able to reach Peter Middleton tonight,
but I have passed on all of this to his Private Secretary, who

will inform him first thing in the morning.

7. We are getting in touch with Stevej— If he is not available,

we will arrange cars through the Government Car Service.

8. I have said that we will get back to Paul Gray early tomorrow
morning to say whether we can manage a meeting tomorrow afternoon.
If it proves impossible then Paul's fallback is a meeting at

9.30am on Sunday.

=

J M G TAYLOR
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The Problem

The British Steel privatisation timetable requires the price to be
set and underwriting to be completed during Monday - Wednesday
next week. The October trade figures are published on Friday. It
is now known to Government that these figures will show a record
current account deficit of £2.4 billion. The Solicitor General's
preliminary advice is understood to be that, because this is
outside the range reasonably expected in the market, the legal
agreements associated with the sale impose on the Government an
obligation to disclose these figures to the underwriters and
others (copy of relevant clause 6(d) attached at Annex A). This
disclosure would however conflict with the established principle
that no one outside Government can be put in a position where they
have this market-sensitive information, unless it is

released to the market as a whole.

The Options

2. Four options are set out in the annexes:

Option 1 Bring forward the public release of the main features of
the October trade figures to Monday 21 November.

Option 2 Announce postponement of the offer for a week or, more

probably, until next year.

Option 3 Proceed to offer on current timetables but with intention

to pull offer or compensate if market circumstances so require.
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Option 4 Seek to amend the legal agreements.

Background

3. The present timetable is as follows:

Monday 21 November Presentation to primary underwriters.

Substantive pricing discussions with advisers.

Tuesday 22 November Price to be set by about 3 pm, followed

immediately by primary underwriting competiton. All legal

agreements to be signed by about 8pm.

Wednesday 23 November Impact Day. Press Conference at 10.30 am,

when the Secretary of State will announce the price.

Friday 25 November October trade figures released at 11.30 am.

Prospectus widely available. Application forms in Press.

Friday 2 December 10.00 am Offer closes: latest point for

pulling the offer.

Monday 5 December Dealings start.

Monday 12 December Renounceable Letters of Acceptance (enabling

private shareholders to deal) despatched.
4. In assessing the options:
(i) Officials have taken it as axiomatic that there can be no

selective disclosure of the trade figures.

(ii) Officials have of course been precluded from consulting

financial advisers on the privatisation.
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(iii) Officials have not had final advice from the Law
Officers on Option 3.

Department of Trade and Industry
HM Treasury
19 November 1988
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Option 1

Bring forward public release of the trade figures to Monday 21

November

- Imports, exports, trade balance, invisibles balance and the
current account could be placed directly on the Topic screen and

given to news agencies as early as possible on Monday.

- Early and exceptional release of the trade figures would be
explained by the Government's obligation under the terms of the
British Steel flotation to disclose any knowledge which may be
material to the flotation.

The announcement on Topic and to the news agencies could read:

"DTI is issuing a press release which reads as follows:

A\ ‘/mvzlf“\j.ydyﬁv N~ %V}l

\rvang

888-273

Trade Figures

Because of the Government's obligation under the terms of the
legal agreements relating to the British Steel flotation to
disclose any knowledge which may be material to the flotation, the
Government is exceptionally announcing the aggregate trade figures
ahead of the due release date. The current account for October,
seasonally adjusted, is estimated to have been in deficit by £2.4°
billion.
basis, were valued at £6.8 billion and imports at £9.7 billion so

that trade in

Exports, seasonally adjusted on a balance of payments

goods was in deficit by £2.9 billion. The balance
on invisibles
billion. The
published, as

is projected to have been in surplus by £0.5
detailed disaggregated trade figures will be

usual, at 11.30 am on Friday 25 November."
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SECRET
PROs

- Allows the flotation to go ahead at a price reflecting market

conditions after announcement of the trade figures. /szl’ nd-
P ”\W

- Honours beyond all doubt the Government's obligations to the

underwriters, the company and its directors in the legal

agreements, without incurring the legally and morally unacceptable

disadvantages of selective disclosure.
- Absolves the Government from accusations of bad faith,
particularly in the event of the underwriters being left with the

stock.

CONS

- Risk that the early and exceptional release of very bad
trade figures, despite the explanation, could destabilise
both the equity and foreign exchange markets, perhaps

severely.

- Risk that destabilised markets could result in the failure of
the flotation to be underwritten with the consequent

postponement of the flotation.

- The price would have to be fixed before the market settled,
and might be at a level which over-compensated for the effect

of the trade figures to ensure successful underwriting.

- Despite use of the Topic screen and news agencies, accusations
that departure from the long-pre-announced release date had

unfairly disadvantaged some investors.



888-273

O

the department for Enterprise

SECRET
- Timing ahead of State Opening of Parliament

- Would intensify pressure on Government to give advance
indication of economic statistics, especially during periods
of economic uncertainty. Might oblige Govcrnment to consider
disclosure of all bad economic news ahead of sales of any

kind eg gilts.

{ » 1£V\
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Option 2
Announce Postponement of the Offer
7
There could be an announcement on Monday that, for what i

we would have to describe as "technical" reasons, the offer was
being postponed for a week or more probabyy until next yearf The
Government would reaffirm its commitment to privatise British
Steel.

PROs

1. There could be no accusation of bad faith from, or threat of,

litigation by the underwriters.

slightly more time to settle should there be severe disruption as

{
Y e
"L/ /4 \

\

2. In the case of a week's delay\ﬁgi\market would be given

a result of the figures.

CONs

3. There would be damage to the confidence in the privatisation

| programme.

| 4. Postponement would undermine the confidence of the

underwriters and the sponsor to the offer (Montagu's) and could

undermine the market's confidence in the offer.

5. The announcement of postponement could excite speculation
about poor trade figures possibly precipitating severe market
volatility.

6. Since there could be no reference to the trade figures we could

offer no credible explanation for the delay.
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~%.¥ﬂv%) [ 7. A week's delay would present severe logistical problems. We

= U

( might find on advice that it is indeed impossible. It would
risk severe criticism since many investors might be unable to deal
for up to three weeks (renounceable letters of acceptance would be

despatched on or around 19 December).

888-273
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Option 3

Proceed to offer without early announcement of trade figures but

taking them into account in setting the price and declaring that

p—

N

all relevant factors have been taken into account.

—

In order to provide a defence against subsequent chagrges that the
Government had acted in bad faith, the Government would

W need to have it in mind that, if the market's reactions to the

e

trade figures so required, it would either pull the offer or

Vi s .
Vi {1ntroduce a scheme of compensation.

In addition, the Secretary of State would

(a) 1in answer to questions at the Impact Day press

conference on Wednesday, say that all relevant factors had

been taken into account in setting the price. If asked if

these included the forthcoming trade figures,\pe would reply

that the trade figures were obviously among thé\pany factors Cf

\

tkaen into account; Wi A—

BE—

B e —

e

had lowered the price, possibly by a specific amount, in relation
to the figure that would otherwise have been chosen, in order to

} (b) when the trade figures are announced on Friday, say that he
i take the trade figures fully into account.

Little likelihood of destabilising the equity and foreign

exchange markets.
2. We have a good chance of getting the issue underwritten.

3. The announcement of the trade figures would be unchanged.
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1. In the event of a legs” Severe rcactlon to-the -trade figures

SECRET

from the Stock market,//here is a fair chance of the sale
proceeding satisfactorily provided the market perceives the price

as reasonable in all the circumstances.

CONs

1. The underwriters could still accuse the Government of bad

faith and breach of obligations under the legal agreements.

2. If the markets react very unfavourably to the trade figures,
the underwriters would very probably seek to invoke the

termination procedures.

3. Any subsequent pulling of the offer would be damaging both to
British Steel's prospects for privatisation and to the prospects

of underwriting future sales.

4. HMG's exposure in any compensation scheme could be very large
- and sub-underwriters who are also institutional investors

would have every interest in maximising it. At lg25p the
proceeds would be £2.5 bllllon.('A 5% fall could cost 2125
million. The practical details of a compéhsatlon scheme would

need to be worked over in considerable detail.

5. The offer period may well coincide with a period of maximum
market turbulence if the market picked up subsequently and HMG

could be accused of overcompensating tﬁe underwriters.
!
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Option 4

Amend the Legal Agreements

We could seek to amend the legal agreements so as to
from any obligation to disclose the trade figures in
publication. The Solicitor General's advice is that
reference would have to be made to the trade figures

agreements themselves.

PROs

1. Satisfactory amendments, provided they are agreed,

the flotation to proceed.

CONs

1. It is extremely unlikely that at this late stage,

of all the other parties could be secured.

exonerate HMG
advance of
explicit

in the

would allow

the agreement

2. Other parties could hardly fail to realise from our seeking to

amend the agreement that the trade figures were bad.

3. This would amount to selective disclosure.

4. When the trade figures were announced, there would be

accusations of Government bad faith.

JF5AAH
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Secretary of State and the Company with respect to such costs,
charges or expenses.

If VAT is properly chargeable on any payment by the Secretary of
State under Clause 5.04, the Secretarv of State agrees that the
amount of such payment shall be an amount execlusive of VAT and
that the Secretary of State shall in addition pay an amount
representing VAT thereon.

WARRANTIES BY THE SECRETARY OF STATE

The Secretary of State warrants and represents to and undertakes
with each of the Underwriters (to the intent that such warranties.
representations and undertakings shall remain in full force
notwithstanding completion of the Offers and/or the UK Offer and
the sale of the Offered Shares and/or the UK Offered Shares pursuant
thereto, and notwithstanding the provisions of paragraph 3(k) of the
section of Part XII of the Prospectus headed "Terms and Conditions
of Application”)kthat:

(a)  each of the Offered Shares will. subject to any interest of, or
derived from, any purchaser of such shares from the Secretary
of State under the Offers, be beneficially owned by the
Secretary of State, rree of any mortgage, charge, lien or
encumbrance until theAAllocation Announcements:

(b)  the Secretary of State has the power:

(i) to make the UK Offer (through the agency of Samuei
Montagu) and to perform the obligations on his part
arising thereunder;

(if)  to enter into and perform the obiigations on his part
contained in this Agreement and in connection with the
Offers; and

(ili) to authorise Samuel Montagu to act on his behalf for the
purpose of, and in connection with. the making of the UK
Offer and the co-ordination and supervision of the Offers
and for all purposes which are reasonably incidental
thereto;

(c)  all statements of fact contained in the parts of *he Prospectus
for which the Secretary of State alone accepts responsibility, as
specified in section 22(x) of Part XI of the Prospectus, are true
and accurate in all material respects and are not misleading in
any material respect and all statements of intention by HM
Government in such parts of the Prospectus are honestly made:

(d)  there is no ract known (or which should on reasonatle and
proper enqguiry within HV Goverament have been known) to the
Secretary of State which is not diselosed in the Prospectus and
which renders the Prospectus cor any statement in it untrue or
misieading tc a materiai extent or which, in the reasonable

Annex A
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opinion of the Secretary of State. having regard to his
knowledge of the Company and its subsidiaries and to matters
which should on reasonable and proper enquiry within HM
Government have been known to him, is or is likely to be
material for diselosure to a prospeclive purchaser of Ordinary
Shares pursuant to the UK Offer: and

(e)  all necessary consents, approvals. authorisations and other
orders of any Minister of the Crown and of ail regulatory
authorities in the United Kingdom (other than as referred to in
Clause 2.01) required for or in connection with the Offers have
been given.

INDEMNITIES BY THE SECRETARY OF STATE

The Secretary of State hereby undertakes with each of the
Underwriters (for themselves,and for the benefit of the several
Priority Applicants and, in the case of liabilities arising pursuant to
the matters referred to in paragraph (v) below, each person who
controls any Underwriter (or Priority Applicant) within the meaning
of either Section 15 of the Securities Act of 1933 or Section 20 of the
Securities Exchange Act of 1934 of the US) to hold each: of the
persons to or for whose benefit such undertaking is given fully and
effectively indemnified from and against:

(a}  any and ail losses, liabilities and damages which such person
may suffer and all costs and expenses (other than those
comprised in (b) beiow) which such person may properly and
reasonaply suffer or incur; and

(b) all liability in respect of any claim or action which may be
brought or threatened to be brought against such person
{whether or not such ~laim or action is successiul, compromised
or settled) including (but without prejudice to the generalitv of
the foregoing) all costs and expenses which such person may
properiy and reasonably suffer or incur in disputing any such
claim or action,

in each case arising out of, in relation to, or by reason of:

(i) the Prospectus not containing (or in the case of the indemnity
specified in Clause 7.01(b) being alleged not to containjin the
context of the UK Offer all material information with regard to
the Ccmpany and its subsidiaries or any statement therein being
(or in the case of the indemnity specified in Clause 7.01(b)
being alleged to be) untrue. incorrect or misleading in any
material respect;

(i)  any misrepresentation (or in the case of the indemnity speeciiied
in Clause 7.01(b) any alieged misrepresentation) (bv

wnomsoever made) contained in the Prospectus:

(iii) any breach (or in the case of the indemnity specified in Clause
7.01(b) any aliegad breacn) of the warranties, representations or
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LONDON SWI1A 2AA Zp Nov’gember, 1988.

From the Private Secretary

BRITISH STEEL AND THE OCTOBER TRADE FIGURES

The Prime Minister held a meeting this morning to discuss the
joint paper by officials dated 19 November. Those present were
the Chancellor of the Exchequer, your Secretary of State, the
Chancellor of the Duchy of Lancaster, and the Solicitor General.

I should be grateful if you and copy recipients would ensure
that no other copies of this letter are taken without authority
from this office.

Summing up the discussion the Prime Minister said it was
agreed that Options 1, 2 and 4 in the paper by officials were not
acceptable. The approach to be followed should be based on Option
3. The Government should proceed with the flotation of British
Steel on the existing timetable, with nothing being said to the
underwriters about the trade figures. It was agreed that the
issue of disclosure of the trade figures was separate from whether
they were material and that, based on the appropriate construction
of Clause 6(d) of the Underwriting Agreement, there was a
respectable and honourable legal case for proceeding with the
of fer without contemplating any payment of compensation to the
underwriters; that would only arise if a legal case against the
Government was established. It would, however, be appropriate in
fixing the issue price for account to be taken of the need to
ensure that the issue should be a success; further consideration
should be given in consultation with the Law Officers to the way
in which that action should be recorded. The meeting had also
noted that the final decision on whether or not to pull the offer
need not be taken until 3 December, by which time market reaction
to the trade figures would be clearly visible. Although there was
no question of changing the form of the Underwriting Agreement for
the purposes of the British Steel flotation, there was a case for
considering whether its form should be changed for the purposes of
future privatisations.

Copies of this letter go to the Private Secretaries of those
present at the meeting.

(PAUL GRAY)

Neil Thornton, Esqg.,
Department of Trade and Industry.

SECRET AND MARKET SENSITIVE: NAMED DISTRIBUTION ONLY
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FINANCIAL SECRETARY From:R M BENT
Date:22 Nov 198
cc Chancellor

y; Mr Monck
Mr Moore
Mrs Brown
/ Mr Lyne
Mr Guy
Mr Call

BRITISH STEEL: PRIMARY UNDERWRITING COMPETITION

This is to report that the British Steel offer has been
successfully underwritten in the UK.

2 The primary underwriting competition was held this
afternoon, and resulted in an average commission rate of
0.0717 per cent. The rates achieved in previous competitions

were as follows:

Cable and Wireless (1985) 0.2625%
British Gas (1986) 0.175%
British Airways (1987) 0.111%
Rolls-Royce (1987) 0.0614%
BAA (1987) 0.0531%
BP (1987) 0.018%
3. All 13 banks in the competition were successful, and all

will appear on the face of the British Steel prospectus.

4. The UK sub-underwriting, of course, will take place
tomorrow, and should be complete by about 3pm.

ﬁm@f

R M BENT
PE2 Division
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CONFIDENTIAL
TO: ce
MR MOGG IMM PS/Chancellor of the Duchy

PS/Sir Brian Hayes
Mr Williams

FROM: Mr Rogers IMM
GARETH JONES Mr Saunders IMM
PS/Secretary of State Mr Waller IMM

for Trade & Industry PS/Financial Secretary
Room 803 to the Treasury

1 Victoria Street Mr Moore Treasury
21858554 2.3 Mrs Brown Treasury
22 November 1988 PeS

BRITISH STEEL FINAL PRICING MEETING: 22 NOVEMBER 1988

Those present: The Secretary of State
Mr Mogg
Mr Rogers
Mr Thornton
Mr Jones
Financial Secretary to the Treasury

Mr Moore Tfreasury

Mr McIntcsh Samuel Montagu
Mr Richards Samuel Montagu
Mr Stradling Rowe & Pitman

Mr Sitwell Rowe & Pitman

Mr Stradling confirmed that the London and Wall Street
markets were basically stable and that nothing untoward
had happened since yesterday's meeting.

2 The Secretary of State, therefore, confirmed that
the sale should go ahead at the issue price of £1.25p.

3 Mr McIntosh said that it was Samuel Montagu's
intention to keep the offer price as quiet as possible
before the press conference the following day.
CORRIGENDA

4 The Treasury have asked for the following amendment
to be made to my minute of 21 November recording the
first pricing meeting with advisors:-

Replace paras 9 and 11 with the following:

"Mr Lamont asked why British Gas, which had a
relatively high yield was a suitable comparator

JW2AAR
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to British Steel and why other industrial
firms with even lower yields were not more
appropriate. Linking to British Gas in this
way led to proposals for a lower price. Mr
Stradling said that the feedback that they
had had from institutions was that British
Gas was perceived as a good alternative for
investment, and was therefore a reasonable
comparator. Other companies with lower
yields had much more growth potential for
earnings than had British Steel."

L

GARETH JONES

JW2AAR
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TO: cc PPS/Secretary of State
Mr Liesner
MR HIGGINS SOLS C Mr Mogg IMM

Ma.Moesre t\MT
M SCHoLAR A MNT

FROM:

ALAN WHITING

US /Ec2

Room 163

1l Victoria Street
205 = 5073

22 November 1988

BRITISH STEEL PRICING

e I am attaching questions and answers dealing with the trade
figures issue for four separate meetings/occasions which arise
this week.

2 As agreed, I would be grateful if you could confirm that
the Law Officers are content with the wording.

K m%

A WHITING
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Tuesday afternoon: 22 November

Meeting of Secretary of State and Financial Secretary with

&
f?i’)o this allernom )

financial advisers

@I What factors have you taken into account in setting
the prige?

A. I have taken account of all relevant factors. I have
received a great deal of advice and a variety of

different recommendations for the price has been put

Lf ﬁ:(ﬂfﬂll forward. I have set the pric%4;6/ensure a successful
i e M W}W&} sale with a healthy after-market when dealings begin on
E,b@jlére‘( 5 December.
lj#,fdky{}g. But have you taken account of the October trade figures
to be released on Friday? /
‘ A. You know that I cannot say anything about the October
E trade figures before their public release.‘\But I have

: \—’>taken account of all factors which could have, a bearing

; on rket conditiens during e Offer period. Clearly,
|
i

the\ trade figure§ are among ﬁ?i’hany factors which)I
- /'<, S

: . r® R
havetaken into adgount.— - )

{

e 0 o

AW1ACH




SECRET

Tuesday afternoon: 22 November

Meeting with underwriters to be attended by officials

Q.

kg 7

\which could hdve/a bearing on market conditions during

account in setting the price?

All relevant factors have been taken into account in
setting the price. The Secretary of State has received
a great deal of advice and a variety of different
recommendations for the price has been put forward. The
price has been setl}d/énsure a successful sale with a

healthy after-marKet when dealings begin on 5 December.

F 25

But has the price taken into account the October trade

figures to be released this Friday?

The Secretary ate has taken account of all factors

the Offer per'Oa. Clearly, the trade figures are among

the many facth which the Secretary of State has taken

into account.&d

AW1ACG

Elﬂ‘?-ﬁ?

What factors has the Secretary of State taken into A

|
e
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Wednesday morning: 23 November

Press Conference when Secretary of State will announce the

rice ) L ' :
=== C C. M)’jk) Ay TP,
@ What factors have you taken into account in setting
the price?
A. I have taken account of all relevant factors. I have

received a great deal of advice and a variety of
. different recommendations for the price has been put
dU]&Zow€15 forward." ‘I have set the pricaz}c'ensure a successful
N%WA ”ﬁ1 sale with a healthy after-market when dealings begin on

uL sz&df"' 5 December.

[ﬂ »ﬁg{j Q. But have you taken account of the October trade figures

to be released on Friday?

A. You know that I cannot say anything about the October

T‘ takezzzquunt 55”211 factors whlch could haggﬂa bea;}ng%

¥

on market condl ons during Offer pe learly,
bé/£rade figu eb are amorig the ma actors 1ch/ﬁ
ave taken/{//o acco 7

AW1ACH
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Friday 25 November

Release of trade figures at 11.30 am

After release of the trade figures, in answer to queries from

underwriters /advisers/press:

ol earlier this week, 1in bettlng the p \ce I (he) ;gpk

2 \QFcount of it facQ&rb whlch copid hdye a bearlng On 5

3 magket condltlonb durxng t@g/@ffer perxgd 1nc/udlng\@he
Octégéf trade figures. /Qﬁé prlce is loweg/;ﬁan  » (thé\\\

|
,/:?9d%etary of State) gzﬁld otherw1se hé/e‘set if the trade\\

>
figures had been }n llne/wlth mar%/;/expectat}Qgs.

Y’”kSNT—Ttﬁ”‘Secretary/ef State) made$;iear to all_ concerne

AWI1ACI
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SECRET AND MARKET SENSITIVE UNTIL 11.30 am ON 25/11/88 (then CONFIDENTIAL)

Direct line
Our ref
Your ref
Date

The Rt. Hon. Lord Young of Grafftham
Secretary of State for Trade and Industry

. Alex Allan Esq Department of
Principal Private Secretary to Trade and Industry

the Chancellor of the Exchequer 1-19 Victoria Street

HM Treasury London SW1H 0ET
Parliament Street Stacdihaard
LONDON : e 01-215 7877
SW1P 3AG : QUE S

ad Telex 8811074/5 DTHQ G
] Fax 01-222 2629
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PS2BPF CVL Moofé
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23 November 1988 g A :5__ ____ | Copy No \ of |O

%7%\
» D
ris
§ :

71 Joos ey —lles ke Bepoon, |

BRITISH STEEL PRICING AND THE OCTOBER TRADE FIGURES

We discussed briefly on the telephone the line the Secretary
of State might take on and after this Friday about the
relationship between the trade figures and the Government's
decision on the price of the British Steel issue. I thought
it would be helpful if I set out more fully how my Secretary
of State sees the position.

Following the meeting at Number Ten on 20 November my
Secretary of State has been advised by the Solicitor General
that taking the trade ftigures into account in his decision on
the price for the British Steel offer would not imply a duty
to disclose; indeed it was important to take the figures into
account:

(1) to avoid allegations of bad faith;
(2) to establish the reasonableness of the price fixed.

As my separate record of his meetings with the Financial
Secretary on 21 and 22 November shows, in seeking to ensure a
successful sale my Secretary of State therefore took account
not only of advice from external advisers, but his assessment
of the market conditions likely to prevail during the offer
period, including an assessment of the possible impact of the
known October trade figures.

e d

thei g

nterpTise

initiative



i

-

| B

the department for Enterprise

.My Secretary of State fully accepts the Chancellor of the

Exchequer's advice on the line to take between now and Friday.
In the light of the Solicitor General's advice, however, he
feels it important that he should be able to confirm on or
after Friday, if pressed, that he had indeed taken account of
the trade figures when he set the British Steel price. Much
of course depends on the market: the less marked any downturn
in response to the figures, the less likely we are to be under
pressure from underwriters or others. But if in the extreme
case we were subsequently to find ourselves defending against
legal claims or accusations of bad faith, we would then need
to assert - as was the case - that account was taken of the
fact that the trade figures were far worse than expectations.
My Secretary of State believes that we cannot dissemble if
pressed in the meantime, without undermining that eventual
defence. He would of course stand by the normal practice of
not discussing the trade figures themselves and will give no
indication of the quantum of any adjustment to the price.

My Secretary of State is concerned about defending the
Government's good faith in proceeding with underwriting the
issue with foreknowledge of the trade figures. It is
evidently for the Law Officers to comment on the legal
implications, if any, of confirming when necessary that the
Secretary of State took account of the trade figures in
setting the British Steel price. But unless there is legal
advice against such confirmation he does not believe that,
once the trade figure are out, he could tenably decline to
answer a straight question as to whether he had or had not
taken them into account in setting the issue price.

I have asked our officials to contact their opposite number in
the Treasury and the Law Officer's Department urgently to
discuss this.

Copies of this letter go to Paul Gray (Number Ten) and to
Justin Gregg (Law Officer's Department), Robert Satchwell
(PS/Mr Lamont) and David Moore in the Treasury.

AW)

ce
Mr Mogg, IMM

Mr Whiting, EC2
Mr Moorey, Inf
Mr Higgins, Sols

NEIL THORNTON
Principal Private Secretary
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As discussed with Alex Allan, I enclose a draft Q&A brief
prepared by our officials which reflects their understanding
of the Chancellor of the Exchequer's recommended line to take
on Friday. My Secretary of State will see the draft, together
with a report on officials’ discussions, tonight.

I understand that the Solicitor General has confirmed that
adopting such a line should not prejudice the Government's
legal defence against any subsequent litigation, provided we
had not said or implied that we had not taken the trade
figures into account in setting the British Steel price. My
Secretary of State may, however, wish to discuss with the
Chancellor the arguments of good faith discussed in my letter
of 23 November, which do not depend on that legal view.
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As discussed with Alex Allan, I enclose a draft Q&A brief
prepared by our officials which reflects their understanding
of the Chancellor of the Exchequer's recommended line to take
on Friday. My Secretary of State will see the draft, together
with a report on officials' discussions,tonight.

I understand that the Solicitor General has confirmed that
adopting such a line should not prejudice the Government's
legal defence against any subsequent litigation, provided we
had not said or implied that we had not taken the trade
figures into account in setting the British Steel price. My
Secretary of State may, however, wish to discuss with the
Chancellor the arguments of good faith discussed in my letter
of 23 November, which do not depend on that legal view.

Koo i,
Mt Sl

NEIL THORNTON
Principal Private Secretary
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ANNEX 1

QUESTIONS AND ANSWERS : CHANCELLOR'S LINE

General line to inquiries

It is not for Government to advise potential investors
whether or not to buy. They should make up their own minds.
The Government remains perfectly satisfied with the offer
price set.

When did the Secretary of State/officials know the figures
whether provisional or firm? Did you know them when the
price was set? When the underwriting agreements were

signed?

It is not our practice to comment.

Did the Secretary of State take the figures into account in

setting the price?

No comment.

What discount was applied to deal with the Trade Figures?

No comment.

How did you assess the reduction in the offer price?

No comment.

Won't the PAC attack this bargain basement sale?

Wholly premature : not even at the end of the offer period.

QUESTIONS ON THE ISSUE OF DISCLOSURE TO ADVISERS/THE
COMPANY/ITS DIRECTORS/UNDERWRITERS

Were advisers/the company/its directors/underwriters given
any idea of the Figures?

No comment. »i . o,

DW3BBL
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Wasn't there a legal obligation to disclose (in the
Prospectus)?

No.

Wasn't there an obligation to consult?

No. (If pressed by specific reference to Clause 6(d)) : Our
legal advice is that the Government is under no obligation
to provide such market-sensitive information.

Wasn't there a moral obligation to disclose?

. Lol | : :
Lt 1s[§énerally)understood that nothing can be said about
the trade figures prior to their release.

To meet the difficulty of breaching confidentiality,
couldn't the trade figures have been released early?

No. 1In practical terms it could not be done.

QUESTIONS ABOUT THE EFFECT OF THE TRADE FIGURES

If the Secretary of State knew the trade figures in advance,

was it not irresponsible to proceed with the offer?

Not at all. We remain perfectly satisfied with the offer
price set. The offer will proceed in the usual way.

What effect will these figures have on the offer?

I look forward to a successful sale.

Won't the Government have to pull the offer?

@%is is a hypothetical questioni] We remain perfectly
satisfied with the British Steel offer.
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Isn't this the end of the British Steel sale and with it of
the Government's policy of privatisation?

Of course not. The Queen's speech spelt out the
Government's priorities and we shall stick to that
programme. I am perfectly happy with the offer price set.

DW3BBL
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24 November 1988

Neil Thornton Esq

Principal Private Secretary to the
Secretary of State for Trade and Industry
Department of Trade and Industry

1-19 Victoria Street

LONDON

Sw1

Dear Ned

Thank you for your letter of 23 November to Moira Wallace. As you
know, the Chancellor and your Secretary of State had a brief word
about this in the margins of Cabinet this morning, and agreed that
something along the lines you attached was appropriate for
officials to use tomorrow, but that Lord Young himself would not
be commenting tomorrow. The Chancellor thought that, in addition
to the general line you attached, officials should so far as
possible avoid being drawn into answering detailed questions, and
should stick to points such as "everything has been done in a
correct and proper manner", and "I am not going to answer
hypothetical questions".

On the detailed questions, he had the following comments:
(i) In answer to the question were others given any

advance idea of the figures, he did not see any harm
in denying that they were.

(ii) In answer to the question about whether there was an
obligation to consult, he thought it would be better
to refer to "... under no obligation to provide this

information", rather than "such market sensitive".

(iii) In answer to the question about whether there was a
moral obligation to disclose, he thought it would be
better to begin "it is well understood ..." instead

of "generally".
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(iv)

SECRET AND MARKET SENSITIVE

He was surprised to see the answer "in practical
terms [releasing the trade figures carly] could not
be done". He thought this was disingenuous. Would
it not be better to stick with a simple "no"?

"o

A C S ALLAN—

Principal Private Secretary
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the department for Enterprise

The Rt. Hon. Lord Young of Graffham ;
Secretary of State for Trade and Industry .

SECRET AND MARKET SENSITIVE UNTIL 11.30 am

: Department of
25 NOVEMBER, THEN CONFIDENTIAL

Trade and Industry
1-19 Victoria Street
London SW1H OET
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01-215 7877
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Alex Allan Esqg
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Chancellor of the Exchequer
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BRITISH STEEL AND THE OCTOBER TRADE FIGURES

Following earlier exchanges I attach the agreed line to take
in response to immediate inquiries about the relationship
between the British Steel privatisation and today's Trade
Figures.

My Secretary of State and the Chancellor of the Exchequer
agreed yesterday that they would review the approach as
necessary in the light of market developments over the next
few days.

I am sending copies of this letter to Paul Gray (No 10),

Justin Greig (Law Officers' Department).

b e oa»’A
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NEIL THORNTON
Principal Private Secretary
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ANNEX 1

QUESTIONS AND ANSWERS

General line to ingquiries

It is not for Government to advise potential investors
whether or not to buy. They should make up their own minds.
The Government remains perfectly satisfied with the offer
price set.

When did the Secretary of State/officials know the figures
whether provisional or firm? Did you know them when the
price was set? When the underwriting agreements were

signed?

It is not our practice to comment.

Did the Secretary of State take the figures into account in

setting the price?

No comment.

What discount was applied to deal with the Trade Figures?

No comment.

How did you assess the reduction in the offer price?

No comment.

Won't the PAC attack this bargain basement sale?

Wholly premature : not even at the end of the offer period.

QUESTIONS ON THE ISSUE OF DISCLOSURE TO ADVISERS/THE
COMPANY/ITS DIRECTORS/UNDERWRITERS

Were advisers/the company/its directors/underwriters given
any idea of the Figures?

No. They did not know until the figures were released, at
11.30 am on Friday 25 November.

DW3BBL



Wasn't there a legal obligation to disclose (in the
Prospectus)?

No.

Wasn't there an obligation to consult?

No. (If pressed by specific reference to Clause 6(d) : Our
legal advice is that the Government is under no obligation
to provide this information.

Wasn't there a moral obligation to disclose?

It is generally understood that nothing can be said about
the trade figures prior to their release.

To meet the difficulty of breaching confidentiality,
couldn't the trade figures have been released early?

No.

QUESTIONS ABOUT THE EFFECT OF THE TRADE FIGURES

If the Secretary of State knew the trade figures in advance,
was it not irresponsible to proceed with the offer?

Not at all. We remain perfectly satisfied with the offer
price set. The offer will proceed in the usual way.

What effect will these figures have on the offer?

I look forward to a successful sale.

Won't the Government have to pull the offer?

This is a hypothetical question. We remain perfectly
satisfied with the British Steel offer.

DW3BBL



Isn't this the end of the British Steel sale and with it of

the Government's policy of privatisation?

Of course not. The Queen's speech spelt out the
Government's priorities and we shall stick to that
programme. I am perfectly happy with the offer price set.

DW3BBL
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BRYAN GOULD ON BRITISH STEEL PRICING

You asked me to try and get hold of Bryan Gould's remarks
describing the British Steel privatisation as the "insider deal of
the century". This appears to have been a press release rather
than a speech, although Central Office have been unable to locate
a copy of the actual release. I attach instead coverage 1in a
number of papers, the fullest quotation being in the Morning Star.

ot Bryan Gould has written to Robert Sheldon urging the PAC to
take an interest. He has also called for Lord Young to cancel the
sale saying it will flop like BP. This is somewhat inconsistent
with his line that the issue is underpriced. If it comes up in
debate, you might press Bryan Gould on whether he thinks British
Steel is indeed a risky investment (as he is reported to have said
a week ago) or is underpriced. You might also ask how a well-
z/f{publicised offer available to all comers, is an insider deal.
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£200 mill
‘insider deal of centur

THE BRITISH Steel sale is a £200 million
rip-off and the “insider deal of the cen-
tury,” Labour warned yesterday.

The 125p share offer pricing the com-
pany at £2.5 billion, undervalues the
state-owned steel concern by a stagger-
ing £200 million.

The “British Steal” give-away price is
a Christmas gift to City slickers. But it
robs £10 from every home in Britain.

Trade Secretary Lord Young had to
price the steel grab cheaply to breathe
new life into the Tories’ flagging privat-
jsation programme.

It is the first major sell-off since the

stockmarket crash and subsequent BP
privatisation fiasco a year ago. Sales of
Girobank and Sunderland shipyards are
now on the rocks.

[ by TONY CLARK |

The government can’t chance another
failure, now that the biggest yet asset-
stripping sales of electricity and water
are underway.

Furious__shadow trade secretary

Bryan Gould said: "This is the nsider

eal of the century.
“To put the government’s privatisa-

eel rip-off «
y’ — Labour

tion show back on the road British Steel
is being sold at well below its real value,
“”QT S b

with a nod and a wink that a. uick

will be made.
“~But as with all insider dealin this is

nota victimless crime. This sale under-

y@@m
fnlllion pounds — that Is a loss of £10 for

€ OUS! n Britain.

fitish Steel Is a volatile investment.
The industry's fortunes are largely de-
pendent on the fortunes of the rest of
industry — the major steel customers.

¥ Theshares are being pitched at

the big fish - City institutions and
forelgn buyers - rather than the
alleged target of Tory privatisa-
tion programmes, the person in
the street.

Applications have to be in by
December 2. The minimum in-
vestment is 400 shares payable in
two stages.

Shareholders will make a down
payment of 60p by 10amon Friday
December 2,and a second instal-
ment of 65p by September 26
next.

A full prospectus will be pub-
lished tomorrow and share appli-
cations forms will be available in
newspapers from then until Nov-
ember 29, with the offer closing
on December 2.

The basis on which shares will
be allocated will be announced by
9am on December 5, and trading
will commence by 2.30pm.

British Steel, which has fore-
cast profits of £550 million next
year, is the fourth-largest steel-
maker In the capitaist world.

But Lord Young yesterday,
would not recommend that steel

is a safe buy. He said grumpily:

“Go and read the prospectus and
make up your own mind.

| don’t know whether or not
people will come unstuck. People
realise that shares go down as
well as up.”

Bryan Gould hit back saying
that steel is being offered at base-
ment prices for “sordid political
reasons.”

e ———
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By Carol Ferguson and
Richard Ford

British Steel, billed as one
of the world’s most profit-
able steel companies, is to
be sold off at 125p a
share, valuing the whole
company at £2.5 billion.
Lord Young, the Trade and
Industry Secretary, has pit-
ched the price at the very
bottom of City expectations.
Analysts were expecting a
price of 130p, or even 135p,
and it is belicved that SG
Warburg and Samuel Mon-
tagu, advisers to the issue,
were looking for more.
However, political consid-
erations, especially the Gov-
ernment’s desire to bring in
the public, resulted in Lord

Young over-riding advice that
he could risk a higher price. It
reflects the Government’s de-
sire  that the first large
privatization since the British
Petroleum fiasco and the mar-
ket crash should be a success.

The decision to go for a low
price has pleased the market,
but brought Labour criticism.
Mr Bryan Gould, the Shadow_

Trade a Secrefary, -

$aid: “This is the insider deal
of the century to put the

privatization s ac
W
values British Stee

e s et b
offered at This bargain ba

men . rdid poli
1€ : € Gove
cann

fiasco__an d Yo :
usin British

")wn it
455 brm 2

CMEEy e L

leader in the hopetof gatherin
SUppOTL fOT W, -
ity privatization.”? b2 2
nalysis were: ,unammous
that the issueuwould 'be a
success. Mr David:Blackwood
of Hoare Govett;:the:broker,
said, “This ' morning, i we
would have - said - 130p, ‘and
we're surprised ‘it'silower.”
Mr Peter’ Greenr’ot‘, Henry

."“‘.l;.l27

Cooke, Lumsden; thé pnvate
cliént broker, sald’hé"dld not
expect to see many of*ithe
public who werc not tlients of
his coming in's -happered
with TSB and British'Gas.
Mr Andy Greenof’ NOmura
Securities, said that'the. Japa
nese would go for 1t’wheth»r it
was 125p or 135p as steel 1s a

Comment.......

favoured sector in Japan. The
Americans are expected also
to find it attrac:ive.

The minimum investment
will be 400 sha-es at a cost of
£500. The subscription will be
in two instalments, the first, of
60p a share on application,
and the second of 65p on
September 26, 1989. At the
minimum sutscription, the
first payment will be £240,
and the second £260.

At the offer price, BS will be
on a price/earnings ratio of
4.9, and a gross dividend yield
of 8 per cent. The gross yield
on the first instalment is 16
per cent at an annualized rate.

More than 1.5 million pri-
vate investors have registerad
their interest in the flotation
with the. British Steel Share
Information =~ Office. Lord

P o’ -
- v |
) :: §
Young szid: “I have set the
price to ensure a good sale and
a healthy after market. The
price is fair both to potential
investors and to the taxpay-
Of the 2 billion shares on
offer, 23 per cent have been
allocated to the gencral public
and employces and pensioners
of British Steel. However, if
this is oversubscribed, the
allocation will be increased in
stages up to a maximum of 42

per cent, reducing the overseas

offer from 33 per cent to 25
per cent, and the British
institutional offer from 44 per
cent to 33 per cent.

The p-ospectus and share
appllcatnon forms will be pub-
lished on Novemeber 25, and
the offer closes on Friday,
December 2 at 10.00 am.

T SRR
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Young's 125p
steel shares
underpnced

Larry Elliott

AGV

&\
HE GOVERNMENT was
yesterday accused of
selling British Steel on
the cheap after it fixed
the share price for the £2.5 bil-
lion privatisation at 125p.

The flotation is the first test
for the privatisation pro-
gramme since the BP sale flop
in October last year and minis-
ters have settled on the price in

- an attempt to rekindle public
enthusiasm ahead of the big
water and electricity sell-offs.

With the financial markets
unsettled by the dollar’s weak-
ness after Mr George Bush’s
victory in the US presidential
election, Lord Young, the Trade
and Industry Secretary, de-
cided to take no chances.

Mr Bryan Gould, Labour’s in-
dustry spokesman, called the
sale the “insider deal of the cen-
tury”. He said British Steel was
being sold well below its true
value, “with a nod and a wink
that a quick buck is to be
made”.

Lord Young pegged the price
at 5p to 10p below the level most
City commentators were look-
ing for and hopes the next two
weeks do not provide a re-run
of a year ago, when the after-
math of Black Monday hit the
£7.5 billion BP sale.

He said a whole range of fac-
tors had been taken into ac-
count before setting the price,
but refused to discuss specific
reasons for his decision.

“I think we have set a fair
price, which will result in a suc-
cessful sale,” Lord Young said.
Responding to a jibe that he
was “selling off the family
steel”, Lord Young said: “This
is a good deal for the taxpayer
and the potential investor.”

“In the past, the Government
has been attacked by the Com-
mons Public Accounts Commit-
tee for selling off state assets
too cheaply, but Lord Young

f
said he was not concerned at

potential criticism of the 125p
price tag.

British Steel has been. drasti-
cally slimmed down in the
1980s, with its workforce cut by
58 per cent and losses of nearly
£2 billion in 1980 turned into a
projected profit of £550 million
this year.

Analysts said investors ap-
plying for the minimum 400
shares could expect a healthy
instant profit of £60-£80 when
dealing starts on December 5.

Payment for the 2 billion
shares on offer will be in two

instalments, 60p on application

and 65p by September 26 next
year.

Mr Gould said the sale under-
valued British Steel by well
over £200 million. “British Steel
is being offered at this bargain
basement prlce for sordid politi-
cal reasons..

The offer is not aimed at the
new breed of small investor, the
“Sid” of the British Gas privati-
sation. “It's Sidney this time,”
Lord Young said. “We're going
slightly up market.”

Initially only 23 per cent of
the shares have been allocated
to the UK public, 33 per cent
overseas and 44 per cent for
City institutions. However,
strong public demand will trig-

‘ger a clawback arrangement

giving private investors up to
42 per cent of the shares.

Lord Young said yesterday
that 1.5 million people had al-
ready registered an interest in
applying for shares, and
sources close to the flotation
said the lower-than-expected
price was almost certain to trig-
ger the clawback.

Mr Michael Blogg, analyst
with James Capel, the City bro-
ker, said: “We were predicting

.a price of about 135p, but the

Government is making doubly
sure that the issue goes well.”

City notebook, page 13;
Leader comment, page 22
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THE Government yesterday put
a “bargain” 125p-a-share price
on British Steel in an effort to
restore confidence in privatisa-
tion stocks and pave the way to
the water and electricity issues.

Financial institutions were
surprised and pleased by a price
which values the once lame-duck
business at £2-5 billion and was
at the bottom end of most
forecasts.

Lord Young, Trade and Indus-
try Secretary, denied “selling
the family steel on the cheap”
and rejected suggestions that
there had been differences with
the Treasury over the price.

The issue was swiftly and
smoothly underwritten in the
City and all analysts’ predicted
a sizeable premium when deal-

. ing starts.
They estimated a price rise of

‘up to 30p, helped by British and

foreign institutions short of

stock because of the way the
.- shares are to be allocated.

More than 1,500,000 people,
considerably above the most
_optimistic _expectations, have
registered interest in the shares
and the Government expects

about half of them to apply.

e

Sir Robert Scholey and Lord Young anno

British Steel shares ‘a bargain’ at 125p

By Roland Gribben, Business Editor

Mr Bryan Gould, Labour’s
trade and industry spokesman,
who said a week ago that the
shares would be a risky invest-
ment, claimed that the Govern-
ment was selling British Steel
on the cheap.

He described the terms as the
“insider deal of the century”
and claimed that the company
had been undervalued by more
than £200 million, equivalent to
a ‘““loss” of £10 for every
household.

«British Steel is being offered
at this bargain basement price
for sordid political reasons. The

Government cannot afford

another British Petroleum
fiasco,” he said.

The Government has been
anxious from the start to ensure
a successful launch for British
Steel and is prepared to ride out
criticism from Labour or the
Public Accounts Committee
that it is selling the business “on
the cheap”.

Lord Young decided to play
safe and opt for 125p despite
being told that the strength of \

institutional interest at home
and abroad would ensure a suc-
cessful flotation at 135p.

Advisers and analysts feel
that the way the issue has been
structured, with an initial down-
payment of 60p a share, will
appeal strongly to ordinary
investors when compared with
investments such as building
societies.

The Government has adopted
a cautious approach towards
using steel to encourage wider
share ownership, arguing that
because it is a cyelical industry
the shares have more appeal to
professional investors.

Promotional material has
been low-key and there has been
little of the “hype” associated
with earlier issues.

Only 23 per cent of the two
billion shares are being offered
to the public but this might be
increased to 42 per cent if there
is a rush from ordinary
investors.

A third of the stock is being
offered in America, Canada,
Japan and continental Europe.

uncing the company’s share price

Picture: KEVIN HARVEY. |

This might be cut to 25 per cent

depending on the public res-'|

ponse in Britain. The institu-
tional allocation in Britain
might be reduced from 44 per
cent to 33 per cent.

The first instalment is pay-
able with applications and the
balance by Sept 26 next year.
The minimum application is for
400 shares, representing a
down-payment of £240 and £500
overall.

The closing date for applica-
tions is Dec 2. A full prospectus
will be published in The ®aily
Telegraph tomorrow.

Share allocations will be
announced at 9am on Monday,
Dec 5, and dealing will start in
London, New York and Toronto
at 2-30pm. Letters notifying
shareholders about their alloca-
tions will go out on Dec 12.

British Steel is the worid's
most profitable steelmaker and
one of the most productive after
absorbing £8 billion in state aid,
shedding two-thirds of its work-
force and closing more than 35
plants in the past seven years.
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FROM: A P HUDSON
DATE: 29 November 1988

MR CALL cc PS/Chief Secretary
PS/Financial Secretary

BRYAN GOULD ON BRITISH STEEL PRICING

The Chancellor was grateful for your 28 November minute. He
thinks this point could be useful for backbenchers.

A P HUDSON
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STEEL: APPLICATIONS AND ALLOCATION POLICY

1. This is a quick note before our meeting with you later this
afternoon.

2. As at noon today (first post only) 131,200 public and employee
applications had been received, amounting to a total value of £169
million. £565 million is needed for the public offer to be once

subscribed pre-clawback.

3. This is not encouraging. The level of applications received
today (about 40,000) is much the same as yesterday. DTI hope to
see an improvement, in the light of reasonably favourable press
reports, tomorrow and Friday when the offer closes.

4. DTI are asking the brokers to encourage the institutions to
come in to the public offer. Some overseas banks, such as Nomura,
are also apparently interested in acquiring some further stock

tﬁrough the UK offer. )

5. This raises a question on allocation policy. At present
levels of subscription, there is no danger of having to hold a
ballot. But the brokers are saying that, to encourage the
institutions, they need to indicate that all applicants will be

scaled down equally.



6. If applications exceeded the number of shares available by /3
there would be no clawback. In this case all applicants would
receive 75 per cent of their application. This would mean that
small investors who had applied at the minimum application level
of 400 shares would receive 300 shares. DTI consider that it
would be acceptable to scale people down to 300, or possibly 200
shares.

7. I have told DTI officials that we will be discussing this with
you this afternoon. I could not agree to pro-rata scaling down
for all applicants until we had your views.

8. I suggest that the main options are:

(i) equal scaling down for all applicants. If there is a
last minute rush, this carries the risk that small investors
might be scaled down to amounts of 200 shares or less. At
present, however, this seems unlikely;

(ii) asking Samuel Montagu to devise an allocation formula
hares) receive their allocation in full; but that scaling

down above that level is effected in a way which is as
even-handed as possible between all other applicants.

//yhich ensures that applicants at the minimum level (400
S

9 DTI officials are seeking Lord Young's agreement to option
(i), and believe that the brokers will be seriously deterred in
getting in the institutions if anything other than total parity is
agreed. In view of the 1low level of applications so far, I

recommend you to go along with this.

MRS M E BROWN

=

=
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STEEL: APPLICATIONS

1. Nearly 400,000 retail and employee applications have now been
received. 265,000 public applications have been processed: their
value is £419 million. If the public applications which have not
yet been processed come in at roughly the same value per head, the
total subscribed will be about £576 million. (Employee
applications will add a 1little more). That just exceeds the
£565 million which is needed for the public offer to be once
subscribed pre-clawback. To trigger the first level of clawback
there would have to be £952 million worth of applicationshx‘ﬁ%&g-

2. There will be a final batch of applications tomorrow before
the closing time of 10 a.m. But given poor press comment today,
the numbers may be low.

3. Rowe & Pitman report that it is not proving easy to get the
institutions to come in.

4. Nevertheless, there seems a good chance that the offer will at
least be fully subscribed.

5. DTI will have a fairly good idea of the total subscription
soon after 10 a.m. tomorrow. Lord Young has promised to be in
touch with you on this. We will be in touch with our
official-level contacts also.
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'6. You may 1like to know that the Share Information Office has
received 150 phone calls from people asking for their money back!

MC«(\U Kﬁﬂm\/\

MRS M E BROWN
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CONFIDENTIAL

R C M SATCHWELL
1 December 1988

MRS BROWN ce PS/Chancellor
PS/Chief Secretary
Sir P Middleton
Mr Anson
Mr Monck
Mrs Lomax
Mr Moore
Mr Ilett
Mr Lyne
Mr Bent
Mr Guy
Mr Call

BRITISH STEEL: APPLICATION AND ALLOCATION POLICY

Following a discussion with the Chancellor this morning about your
note of today, the Financial Secretary had a word on the telephone
with Lord Young this afternoon.

Lord Young said that he was as keen as Treasury Ministers on
encouraging small shareholders, but it was not yet clear whether
the offer would be fully subscribed. For this reason DTI had been
encouraging the institutions to come in to the public offer. He
would need to see the final application figures before taking . a
view on whether any scaling down was necessary; and if so, how it
should be done.

The Financial Secretary agreed that there could not be firm
decisions on allocation policy in advance of the close of the
offer. But by the same token, there was no need to give advance
assurances to the institutions about their allocations. If the
offer turned out to be thinly subscribed, the Government really
could not be seen to scale down small investors.

Lord Young assured the Financial Secretary that he had not
authorised any prior commitment to be given to the institutions
that all applicants would be scaled down pro rataj and that as far
as he was aware (and contrary to your understanding from DTI
officials), none had been given. He suggested that he should



talk to the Financial Secretary about the allocation policy after
'10 a.m. tomorrow (Friday) when an indication of the final position
on applications would be known. The Financial Secretary agreed.

Cemy.

R C M SATCHWELL
Private Secretary
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STEEL: APPLICATIONS AND ALLOCATION POLICY

1. Nearly 200,000 applications had been received at close of play
yesterday. It is estimated that 90,000 more arrived in the first
post today. By extrapolation, DTI estimate that % of the
£565 million which is needed for the public offer to be once
subscribed pre-clawback will have been received when the offer
closes at 10 a.m. tomorrow.

2% As I reported to you yesterday, DTI have asked the brokers to
encourage the institutions to come in to the public offer. They
think there is a reasonable chance that this will ensure that the
offer is at least fully subscribed. The offer needs to be 1.75
subscribed to trigger the first level of clawback.

3 As you requested, I have spoken again to DTI officials about
allocation policy. They are now saying that no firm guarantees
have been given to the institutions that, if there is any scaling
down, all applicants will be treated pro-rata. But they have
indicated that they are sympathetic to the institutions' wish to
be left with reasonable allocations. DTI think that, at current
levels of subscription, there should be a reasonable chance that
allocations can be done in such a way that those who apply at the
minimum investment level will get their shares in full; but until
they see the final figures they can give no commitment on this.



CONFIDENTIAL

. 1f, for instance, the offer were 1.7 times subscribed (ie. just
below the first clawback trigger) it might be necessary in any
circumstances to scale everyone down to some degree.

4. I explained your concern that it would be difficult to defend
scaling down retail investors if it were known that there had been
a relatively poor response to the offer, particularly in view of
the money that has been spent on retail marketing. I said you
might want to speak to Lord Young.

Recommendation

5. I suggest that you should telephone Lord Young to say that you
would definitely want the option of protecting applications at the
minimum level (400 shares) to be on the table at the allocation
meeting on Saturday. If anything has been said to the brokers and
institutions which precludes this, then the record should be set
right.

6. You might also convey your offer to respond to press/TV
enquiries over the weekend, in addition to any direct links which
are arranged with Lord Young in the United States. I have already
mentioned this to DTI officials.
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Date:2 Dec 1988
FINANCIAL SECRETARY cc Chancellor
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Sir P Middleton
Mr Anson
Mr Monck
Mrs Lomax
5 Mr Moore
Mr Gieve
Mr Ilett
Mr Lyne
Mr Gunton
Mr Guy
Mr Call

STEEL: APPLICATIONS

The 5.45pm assessment is:

* *J-E biliown
g (24

2.

{e the count of public application forms has Just
passed 500,000, and there are thought to . be perhaps
30,000 forms to come;

(ii) the number of shares applied for has reached 1.28
billion?¥ which represents roughly a 50% oversubscription
after both sets of clawback have been triggered. On this
basis, the scaling down factor will be roughly
one—third: iézgggi?%ants will get roughly two-thirds of
the number of shares they applied for;

{Esiars) there will be no banding information until 1late
tonight, but the guess is that the lower application
levels can be met in full (say up to £1000), with

decisions being necessary in the middle and higher bands
about the appropriate degree of scaling down. Given the
help given by institutions to the offer, DTI hope to
ensure that there is some allocation at all 1levels,
rather than an abrupt cut-off, but will wait to tomorrow
to decide figures in the light of the further banding
information available then.

For information, I also attach a table which summarises

the offered share capital and proceeds:

i) the three columns on the left show the numbers of
British Steel‘shares the Government sold:

— first in their original allocation between
markets (the UK public offer was 435.6m) and there
were 16m free and matching shares to employees
which were not underwritten;

-~ then after 25% was clawed back from the overseas
market to add to the UK public offer (when public




(i)
the

applications reached T62m, or Tt h times
subscribed); and

- then again after the shares provisionally placed
with the UK institutions were also clawed hack fta
the UK public offer (when public applications
reached 980m, or 2.25 times subscribed).

on the basis of the clawback being triggered twice,
three columns on the right show the sale proceeds

from each market:

—afarast on ‘application;

- then at the second call; and

)

RiM OBENT
PE2 Division

= fanallv . San ‘total.
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cc Chancellor
Sir P Middleton
Mr Monck
/ Mrs Lomax
/ v Mr Moore
Mr Gieve

/ Mr Bent
Mr Gunton
Mr Call

BRITISH STEEL: PUBLICITY

1. As you requested, I attach a draft on-the-record quote, which
you might issue in a Press Notice over the weekend. Mr Gunton is

happy with it, and so are DTI officials.

2. Lord Young is issuing a Press Notice this afternoon giving the
broad outcome on applications. There will be then be another DTI
Press Notice on Sunday morning with the allocation decisions. One
possibility would be for your Press Notice to go out in parallel
with that. Alternatively, your notice could issue tomorrow
(Saturday) in order to provide something for the Sundays. DTI
would prefer the latter, and Mr Gunton agrees.

3. Mr Gunton will contact you on Saturday morning about this.

M Oﬂj GW\MA :

MRS M E BROWN
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"“This is a very good outcome, both for the British Steel sale,
and for the Government's privatisation programme as a whole.

It shows that the private investor has a continued appetite for
share buying.

That is good news for the forthcoming Water and Electricity sales,
in which we want to involve small investors, customers and
employees as fully as possible."
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US PROPOSALS FOR AN OECD BAN ON AID AND EXPORT CREDIT FOR STEEL
PLANT PROJECTS

As you are no doubt aware, the US has put forward proposals which
seek to impose an OECD ban on aid and export credit subsidy fpr
steel plant projects in developing countries. Our officials have
so far failed to reach agreement on what line the UK should take
in response to these proposals and I thought it would be helpful
if I were to set out why I believe that it would not be in our
interests to support the US proposals.

The US proposals take as their starting point the need to
eliminate government support for overseas steel plants on the
grounds that these plants may have the effect of increasing steel
capacity at a time when the developed world is already having to
take painful steps to reduce overcapacity. The US believes that
by banning the use of aid and subsidised export credits,
developing countries would have less of an incentive to embark on
such projects but if they did, all OECD steel plant producers
would be able to compete for that business on equal terms.

Whilst these arguments have considerable attractions at the
theoretical level, I am far less sure that in practical terms the
US proposals would have their intended effect. In contrast to the
existing sectoral agreements on nuclear power and aircraft, a ban
on aid and subsidised export credits for steel plant projects
would extend to many more players and would as a result be much
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the department for Enterprise

The Rt Hon John Major MP

more difficult to monitor effectively.

More significantly, any OECD ban would not extend to countries
like the USSR, South Korea, China and Brazil all of whom have
significant steel plant capabilities. These countries will be
able to develop attractive financing packages in support of
developing countries' steel plants, such as the Russians have
recently done on the Durgapur steel project in India where the
Russian bid is being supported by a rupee acccount in New Delhi.
If the proposed ban were circumvented in this way, the impact on
the UK's major steel plant producers would be very serious and it
is hard to see how they could hope to maintain their combined
annual turnover of £200m given the reduction of opportunities in
the UK. It is also worth noting that most of the world
over-capacity in steel is in the US - which has been slow to
rationalise and has no steel plant manufacturing capability of its
own - and in some EC countries notably FRG and Italy. Against
this background, the UK with its efficient steel production and
its expanding steel plant manufacturing sector has the most to
lose from the US proposals whilst the US itself would suffer no
adverse effects.

At the most recent meeting of the EC policy co-ordination group
for export credits, the UK was alone in not opposing the US
proposals within the EC and OECD. A report from the OECD Steel
Committee also suggested that the problem of world overcapacity in
steel may not be as serious as had previously been imagined. This
must lead to serious doubts that the US proposals are negotiable
within the OECD and strengthens the case for our not supporting
what I regard as a flawed proposal. Given the damage that
implementing the US proposals would do to our export effort in the
steel plant sector, I hope that you will be able to agree that the
UK line should be to resist US pressure to implement a ban but to
accept further OECD discussion of the implications of the US
proposals. The latter requirement will at least enable us to
consider any evidence that the US can produce to demonstrate that
the ban will have its intended effect.

I am sending copies of this letter to Chris Patten and Lynda

Chalker.

ALAN CLARK

7



